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PART Il

DUKE ENERGY CORPORATION * DUKE ENERGY CARCLINAS, LLC = DUKE ENERGY OHIQ, INC.

DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — {Continued)

Derivatives
- . (net)
Pre-tax amounts included [n the Consolidated Statements of Qpearations related to Level 3 measurements outstanding at December 31,
2010:
Revenue, non-regulated electric and other . 517
Total $17
Year Ended December 31, 2009 ’
Baiance at January 1, 2009 $ 8
Total pre-tax realized and unreatized {losses) gains included in earnings: o
Revenue, non-regulated electric and other (&)
Fuel used in eiectric generation and purchased power-non-reguiated 16
Total pre-tax gains included in other comprehensive income:
Gains on commodity cash flow hedges ‘ 1
Net purchases, sales, issuances and settlements ... B
Total losses inciuded on the Consolidated Baiance Sheet as regulatory asset or fiability or as non-current liability {18}
Balance at December 31, 2009 . ) $ 7
Pre-tax amounts included in the Consclidated Statements of Operations related to Level 3 measurements outstanding at December 31,
2009; : : :
Fuel used in efectric generation and purchased power-non-regulated (12)
Tota! e $(12)

Duke Energy Indlana -

The following tables provide the fair value measurement arnounts for assets and liabilities recorded on Duke Energy Indiana’s Consolidated
Balance Shests af fair value at December 31, 2011 and December 31, 2010. Amounts presented in the tables below exclude cash collateral

amounts.
Total Fair Vaiue
Amaounts at
: ) December 31, )
(in millions) 2011 Levell level2 |level3
Description ) : : '
Available-for-sale equity securities® $ 46 $46 5 — $—
Availabie-for-sale debt securities@® . . 28 —_ 28 —_
Derivative assets® : 4 — —_ 4
Total Assets 78 46 23 4
Derivative liabilites . (69) (1) (68} —
Net Assets : $9 $45 $(40) $4
{a} Included in Other within Investments and Other Assets on the Consolidated Balance Sheets.
{b) Inciuded in Other within Current Assets on the Consolidated Balance Sheets,
tc)  included in Gther within Current Liabilities and Other within Deferrea Credits and Other Liabfities on the Consolidated Balance Sheats.
Total Fair Value
Amounts at
. December 31,
(in millions} ' 2010 Levell Llevel2 Level3
Description
Available-for-sale equity securities® “$47 $47 $— $—
Available-for-sale debt securities® 26 — 26 —
Derfvative assets® 4 — —_ 4
Total Assets . 77 47 26 4
Derivative liahilities 2 — (2) —
Net Assets $75 $47 $24 $ 4

{2)" Included in Other within Investments and Gther Assets on the Consolidated Balance Sheets.
() Included in Other within Current Assets on the Consolidated Balance Sheets.
(2} Included in Other within Curent Liabilities and Other within Deferred Credits and Ctier Liabilities on the Consclidated Balance Shests.
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DUKE ENERGY CORPORATION * DUKE ENERGY CAROLINAS, LLC = DUKE ENERGY CHIO, INC. * DUKE ENERGY INDIANA, iNC.

Combined Notes to Consolidated Financial Statements — (Continued)

Roilforward of Level 3 measurements

. ‘ ) L Derivatives

(in millions) N ) (net)

Year Ended December 31, 2011 B, o -

Balance at January 1, 2011 $ 4
Totai pre-tax realized or unrealized gains included in earnings:

Revenue, reguliated electrict o v : 14
Net purchases, sales, issuances and settlements: : - ' -

Purchasasée . ] . 8

Settlements (21)
Total losses included on the Consohdated Bafance Shest as regulatory asset or liability or as current or non-current liability H

Balance.at December 31, 2021 - - %4

(a) Amounts relate to financlat fransmission rights. - Lo

Year Ended December 31, 2010 )

Balance at January 1, 2010 ’ ‘ ‘ : $ 4
Net purchases, sales, issuances and settlements : ‘ (15)
Total gains included on the Consolidated Balance Sheet as regulatory asset or habmty ar as current or non-current liability . 15

Baiance at Decemper 31, 2010 ' $ 4

Year Ended December 31, 2009 . . . -

Balance at January 1, 2009 . , $ 10
Net purchases, sales, issuances and settiements - . ‘ : . {9)
Total gains included on the Consclidated Balance Sheet as regulatory asset or liability or as current or non-current liability 3

Balance at December 31, 2009 ¢ $ 4

Addifional Fair Value Disclosures — Long-terrn debt: ‘ B M

The fair value of f‘ inancial instruments; excluding financial assets and certain financizl liabilities ncluded in the scope of the accounting
guidance for fair value measurements disclosed in the tables above, is summarized in the following table. Judgment is required in interpreting
market data to develop the estimates of fair value. Accordingly, the estimates determined as of Decemnber 31, 2011 and 2010 are not
necessarily indicative of the amounts the Duke Energ‘y Registrants could have settled in current markets,

As of December 31, 2011

- Duke Energy .
Duke Energy Carolinas Duke Energy Ohio Duke Energy Indiana
Book  Approximate Book  Approximate Book  Approximate Book  Approximate
(in millions) - Valuet Fair Value  Valugs Fair Value Value Fair Value Value °  Fair Value
Long-term debt, including current ‘ : -
maturities $20,573 . $23,003 39,274 $10,629 $2,555 $2,688 $3,459 $4,048

{a) Includes Mon-recourse long-term debt of variable interest entities of $949 million for Duke Energy and $300 million for Duke Energy Carolinas.

As of December 31, 2010

Duke Energy . - .
Duke Energy Carolinas . Duke Energy Ohic Duke Energy Indiana

Book  Approximate Book  Approximate Book  Approximate Book  Approximate
{in millions) Value Fair Value Value Fair Value Value Fair Value Value Fair Value

Long-tenm debt, including current : : . ;
maturitiesta $18.210 $19,484 $7,770 $8,376 $2,564 $2,614 33472 $3,746

ar  inchudes Nonrecowrse long-term debt of variable interest erities of $§?6 million for Duke Energy and $300 miilicn for Duke Energy Carcliinas.
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DUKE ENERGY INDIANA, INC,

Combined Notes to Consolidated Financial Statements — {Continued)

At both Decernber 31, 2011 and December 31, 2010, the fair
value of cash and cash equivalenis, accounts and notes receivable,
accounts and notes payabie and commercial paper, as well as
restricted funds held in trust at Duke Energy Ohio, are not materially
different from their camying amounts because of the short-term nature
of these instruments andfor because the stated rates approximate
market rates.

See Note 21 for disclosure of fair value measurements for
investments that support Duke Energy’s qualified, non-qualified and
other post-retirement benefit plans.

16. INVESTMENTS IN DEBT AND EQUITY SECURITIES

The Duke Energy Registrants classify their investments in debt
and equiity securities into two categories — trading and
available-for-sale. Investments in debt and equity securities held in
grantor 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 Sheets with net

realized znd unrealized gains and losses included in 2amings each
period. Alf athér investments in debt and equity securities are
classified as available-for-sale securities, which are also reported at
fair value cn the Consclidated Balance Sheets with unrealized gains
and lasses excliuded from eamings and reported either as a regulatory
asset or liability, as discussed further below, or as a compenent of
other comprehensive income until realized.

Trading Securities. Duke Energy helds investments in dett 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 million and $29 million,
respectively. Additionally, at December 31, 2010 Duke Energy held
Windstream Corp. equity securities, which were received as proceeds
from the sale of Duike Energy’s equity investment in Q-Comm during
the fourth quarter of 2010 (see Note 2). The fair value 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 equity securities are
reflectad in Net proceeds from the sale of equity investments and
other assets, and sales of and collections on notes receivable in the
Duke Energy Consoliciated Statement of Cashl 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 grantcr trust at Duke Energy
Indiana related to other post-retirement benefit plans as required by
the IURC, Duke Energy captive insurance investment portfolio, Duke
Energy foreign operaticns investment portfolio, and investments of
Duke Energy and Duke Energy Carotinas in auction rate debt
securities.

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

Energy Carclinas and Duke Energy Indiana have limited cversight 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 akbility to hold investments in unrealized
loss positions 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 Indiana grantor trust are considered other-than-
terporary 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 unrealized losses
associated with investments in debt and equity securities within.the
Duke Energy Carclinas NDTF or the Duke Energy Indiana grantor
trust are deferred as a regulatory asset, thus there is no immediate
impact on the eamings of Duke Energy Carolinas and Duke Energy
Indliana as a result of any other-than-temporary impaimments that
would otherwise be required to be recognized in earnings.

For 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 income untii realized, unless it is determined that the
carrying value of an investment is other-than-temporarily impaired, at
which time the write-down 1o fair value may be inciuded in earnings
based on the criteria discussed below.

-For available-for-sale securities outside of the Duke Energy
Carolinas NDTF and the Duke Energ;y Indiana grantor frust, which
are discussed separately above, Duke Energy analyzes all investment
holdings each reporting pericd to determine whether a decline in fair
value shouild be considered other-than-temporary. Criteria used to
evaluate whether an impaimment associated with equity securities is
other-than-ternporary inciudes, 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 o retain its.
investment in the issuer for a period of time 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 cther-than-termporary impairment, if the
entity does not have an intent to sell the security and it is not more
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 valLie would ba recorded as a component of other
comprehensive income, except for when it is determined that & 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 value bas been less than the amortized cost basis,
changes in the financial condition of the issuer of the securtty; or in
the case of an asset backed security, the financial condition of the
undertying loan obligors, consideration of underlying collateral and
guarantees of amounts by government entities, ability of the Issuer of
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the security to make scheduled 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 impaimment write-
down to fair vatue would be split betwaen the credit loss, which
would be recognized in eamings, and the amount attributable to all
other factors, which would be recognized in other comprehensive
income. Since management believes, based on consideration of the:
criteria above, that no credit loss exists as of December 31, 2011
and 2010, and management does not have the intent to sell such
investments in auction rate debt securities and the investments in
debt securities within its captive insurance investment portfoiio, and
foreign operations investment portfolio, and it is not more likely than
nat that management will be required to sall these securities before
the anticipated recovery of their cost basis, management concluded
that there were no other-than-temporary impairments necessary as of
December 31, 2011 and 2010. Accordingly, all changes in the
market value of investments in auction rate debt securities, captive
insurance investments, and foreign cperation investments were
reflected as a component of other comprehensive income in 2011
and 201C. See Note 15 for additional information related to fair value
measurements for investments in auction rate debt securities.
Management will continue to menitor the carrying vaiue of its
entire portfolic of investments in the future fo determine if any
additionat other-than-temporary impairment fosses should be
recorded. ‘ ' ' :
Investments in debt and equity securities are cldssiﬁed as elther
short-term investments or long-term investments based on
management's intent and ability to sell these securities, taking into

consideration liquidity factors in the current markets with respectte -

certain short-term investments that have historically provided for a
high dagree cf liquidity, such as investments In auction rate debt
securities.

Short-term investments.

During the year ended December 31, 2011, Duke Energy
purchased $120 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 Eneray received proceeds on sales
of auction rate securities of approximately $5% million (par value).
During the year ended December 31 2010, there were no purchases
ar sales of short-term investments.

Long-term investments.

Duke Energy classifies its investments in debt and equity
securities held in the Duke Energy Carolinas NDTF (see Note 15 for
further information), the Duke Energy Indiana grantor trust and the .
captiva insurance investment portfolio as long term. Additionally,
Duke Energy has classified $71 million carrying value ($89 million
par valug) and $118 mitlion carrying value ($149 million par value)

.of investments in auction rate debt securities as long-term at
‘December 31, 2011 and 2010, respectively, due to market iiliquidity

factors as a result of continued failed auctions. All of these
investments are classified as available-for-saie 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 flow using appropriate
risk-adjusted discount rates. Since managernent does not intend to
use these investments n current operations, these investments are
clagsified as long term.

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

The astimated fair values of investments classified as
available-for-sale are as follows {in millions}):

Duke Energy o
December 31, 2011 December 31, 2010
Gross - . Gross - Gross Gross . . .

Unrealized  Unrealized  Estimated = Unrealized  Unrealized  Estimated
Hoiding Holding Fair Holding Holding Fair
Gains®@ Lossest! Value Gains® Lossesf Value
Short-term lrwestments $ — $—" § 190 $ — $— & —
Total short-term investments $ — $ — $ 190 $ — $— $ —
Equity Securities $448 $(18) $1,397 $481 $(16)  $1,435
Corporate Debt Securities : 9 3) 256 12 ) 270
Municipal Bonds 3 —_ 79 1 9 62
U.S. Government Bonds 17 —_ 327 10 (L 235
Auction Rate Debt Securities — (17} 71 — (3L 118
QOther 6 {4} 229 11 (5) 274
Total long-term investments $483 $(42)  $2,359 $515 $(65)  $2,401

{a) The table above includes unrealized gains and losses of $473 million and $22 million, respectively, at Decernber 31, 2011 and unrealized gains and losses of $505 milkion and $32
miilion, respectively, at December 31, 2010 asscciated with investments held in the Duke Energy Caralinas NDTF. Additionally, the table above includes unrealized gains of $6 million
and $1 million of unrealizad losses at December 31, 2011, and unrealized gains of $6 million and an insignificant amount of unrealized losses, at December 31, 2010 associated with

irvestments held in the Duke Energy indiana grantor trust. As discussed above, unrealized losses on investments within the NDTF ard Duke Energy Indiana grantor trust are deferred as
a regulatory asset pursuant 1o regulatory accounting treatrment, :
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For the years ended December 31, 2011 and 2009, a pre-tax gain of $6 miilion and $7 million, respectively were reclassified out of AQC!
into earnings. There wera no reclassifications out of AOC! inta earnings for the year ended December 31, 2010.

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

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

As of December 31, 2011 "As of December 31, 2010
T Unrealized Unrealized Unrealized Unrealized
Estimated Loss koss  Estimated Loss Loss
Fair Position Pasition Fair Position . Pasitian
Valugd >12 months <12 months Valuelt  >12months <12 marths
 Equity Securities . . ) . %123 - (6) $(12) $ 85 {11) $ (5
Corporate Debt Securities 258 2) (1) 73 (2} (2)
Municipal Bonds | 3 —_ — 42 () (1)
LS. Government Bonds ' B ' — - 38 — (1)
Auction Rate Debt Securitiestt) 71 an -— 118 (B31 —
Gther 121 R £} 84 (1) (3)
Total long-term investments : $584 $(25) (17 £440 $(53) $(12)

(@) The table above inciudes fair values of $289 million and $226 millicn at December 31, 2011 and December 31, 2010, respectively, associated with fnvestments held in the Ouke
Energy Carolinas NDTF. Additionatly, the tabie above inciudes fair values of $1 1 mrmon and $5 million at December 31, 2011 and December 31, 2010, respechvefy associated with
imvestments hetd in the Dule Energy Indiana grantor trust.

{b} See Neke 15 for information about fair value measurements related to investments in auction rate debt securities.

Duke Energy Carofinas
‘ December 31, 2011 December 31, 2010
Gross Gross Gross Gross
Unrealized  Unrealized Estimated Unrealized Unrealized  Estimated
Holding Hoelding - Fair . Halding Haolding Fair
Gains - Lasses Value . Gains Losses - Value
Equity Securities $443 $(16)  $1,337 $475 . $(16)  $1.365
Corporate Debt Securities ‘ 8 (2) 205 10 . {3} 227
Municipal Bonds ) ’ 2 — 51 _ 1 (9 43
U.S. Government Bonds ’ 16 e 306 10 — 224
Auction Rate Debt Securities ' : — (3) 12 — (3 12
Other 4 (.M 161 9 (4} 155
Tatal 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:
$65 million in fess than one year, $144 millicn in one to five years, $205 miilion in six fo 10 years and $309 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
other-than-temporaty rmpalrment losses have not been recorded in the Consolidated Statement of Operations, summarized by investment type

and length of time-that the securmes have beenina contlnuous foss position, are presented in the table below as of December 31, 2011 and
December 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 Pasition Pasition
Value >12months <12 months Value =I12months <12 months
Equity Securities $111 4 $(12) $79 {11) $ (B
Corporate Debt Securitles . 57 (1) (1) 59 (2) 99
Municipal Bends : — — — 28 8 {1}
U.S. Government Bonds ; 8 — — 33 — —
Auction Rate Debt Securities® 12 {3} — 12 €} —
Other 113 {1} 3) 27 (L (3)
Total long-term investmenis $301 $(@ $(16) $238 $(25) $(10)

(a) See Notz 15 for information about fair value measurements refated to inveStmEnS in auction rate debt securities.

Duke Energy Indiana
December 31, 2011 Decemnber 31, 2010

Gross Gross Gross Gross
Unrealized  Unrealized Estimated  Unrealized  Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
Gains Losses Value Gains Losses Value
Equity Securities $5 L34 ))] $46 $6 $— $47
Municipal Bonds 1 - 28 . _ 26
Total fong-term investments $6 S0 $74 %6 b $73

Debt securities held at December 31, 2011 mature as follows: $1 million in less than one year, $20 million 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 unrezlized loss position for which
other-than-temporary impairment losses have not been recorded in the Consolidated Staterment of Operations, summarized by investment type

and length of time that the securities have been in a continuous loss 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 Pasition Position Fait Position Position
Value >I12months <12months Value >12months <12 months
Equity Securities $8 $— $1  $— = $—
Municipal Bonds 3 _ — 14 — .
Tetal long-term investments $11 $— $(1) $14 $— $—

17. VARIABLE INTEREST ENTITIES

AVIE is an entity that fs evaluated for consolidation using more than a simpie 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 investrment of an entity and the
relationship of voting power to the amount of equity invested in an entity. This analysis is performed either 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
significant activities of the VIE that impact its sccnomic performance as well as what party has rights to receive tenefits 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 Carolinas consolidate and how these entities impact Duke Energy's
and Duke Energy Carclinas’ respective Consolidated Balance Sheets. Nore of these entities is consclidated by Duke Energy Chio or Duke Energy
Indiana. ) .

Other than the discussion below related to CRC, ne financial support was provided to any of the consolidated VIEs during the years ended
Decembger 31, 2011 and 2010, respectively, or is expectad 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
Rastricted Receivables of VIEs s : $581  $547 $i3 $ 13 $3 31,157
Other Current Assets : — — 2 124 8 134
Intangibles, net 7 — -_— — 12 — 12
Restricted Other Assets of VIEs : — —_ 65 10 60 135
Other Assets - . — — 14 36 — 50
Propery, Plant and Equipment Cost, VIES — -— — 913 — 913
Less Accumulated Depreciation and Amoartization ‘ — — — 62y — (62)
Other Deferred Debits . ’ . — — —_ 24 2 - 26
Total Assets . & 58l 547 - 94 . 1,070 73 . 2,365
Accounts Payable o — — - 1 1 .2
Non-Recourse Notes Payable — 273 — — — 273
Taxes Accrued . - - — C— 3 - 3
Current Maturities of Long-Term Debt . e 11 49 5 65
Other Gurrent Liabflities ‘ . - —_ 3 59 — 62
Non-Recourse Long-Term Debt 300 — 60 528 61 949
Deferred Income Taxes ) — — — . 160 -— 160
Asset Retirement Obiigation - —_ — - 13 — 13
Other Liahifities o h — — 13 37 — 50
Total Liabilities . : ‘ 300 273 87 850 67 1,577
Noncontrolling interests _ — — - — 1 1
Net Duke Energy Comoration Shareholders’ Equity $281 $274 $7 $ 220 $5 % 787
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: Duke Energy
Cuke Energy '
Carolinas
Duke Energy
Receivables
Financing LLC . .
(DERF) CRC CinCapV Renewables  Other Total
(in millions)
At December 31, 2010
VIE Balance Sheets
Restricted Receivables of VIES $637 $629 $12 % 20 % 4 $1,302
Other Current Assets — — 4 282 8 294
intangibies, nat — — — 13 —_— 13
Restricted Other Assets of VIEs — - 76 2) 65 139
Other Assets ’ — — 23 - — 23
Property, Plant and Equipment Cost, VIES — — — 892 50 g42
Less Accurnuiated Depreciation and Amoriization —_ — _— 26) {22) (55)
Other Deferred Debits — - _— L. 24 (3 21
Total Assets 6837 529 115 1,203 95 2,679
Accounts Payable — — — 2 2. 4
Non-Recourse Notes Payable — 216 — — — 216
Taxes Accrued . : — — — 1 _ -1
Current Maturities of Long -Term Debt -— — 9. 45 7 al
Other Current Liabilities — — 5 16 — 21
Non-Recourse Long-Term Debt 3C0 — 71 518 87 976
Deferred income Taxes _— — — 121 — 191
Asset Retirement Obligation — - — 12 —_ - 12
Other Liabilities _ —_ 22. 4 —_ 26
Total Liabilities 300 216 107, 789 96 1,508
Noncontroliing interests — - — : — 1 i

Net Duke Energy Corporation Shareholders’ Equity

$337 $413 $ 8 $ 414 §(2) $1,170

DERF,

Duke Energy Carolinas securitizes certain accounts receivable
through DERF, a bankruptcy remote, special purpose subsidiary,
DERF is a wholly-owned limited liabiiity company of Duke Energy
Carolinas with a separate legal existence from its garent, and its
assets are not intended to be generally avatlable to creditors of Duke
Energy Carolinas. As a result of the securitization, on a daily basis
Duke Energy Carclinas sells certain accounts receivable, arising from
the sale of efectricity and/or related serwces as part of Duke Energy
Carolinas’ franchlsed electric busmess to DERF. In order to fund its
purchases “of acoounts receivable, DERF has a $300 million secured
credit facility with a commercial paper conduit, which expires in
August 2013. Duke Energy Caralinas provides the servicing for the
receivables (collecting and applying the cash to the appropriate
receivables), Duke Energy Carolinas’ borrowing under the credit
faclity is imited to the amount of gualified receivables sold, which
has been and is expected to be in excess of the amount borrowed,
which is maintained at $300 million. The debt is classified as long-

- term since the facility has an expiration date of greater than one year
from the balance sheet date.

The ohligations of DERF under the facility are non-recourse to
Duke Energy Carolinas. Duke Energy and its subsidiaries have no
requirement to provide liquidity, purchase assets of DERF or

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

CRC.

CRC was formed in order to secure low cost financing for Duke
Energy Ohio, including Duke Energy Keniucky, and Duke Energy
Indiana. Duke Energy Ohic and Duke Energy indiana sell on a
revolving basis at & discount, nearly all of their customer accounts
receivabie and related collections to CRC. The receivables which are
sold are selected in order to avoid any significant concentration of
credit risk and exclude delinguent receivables. The receivables sold
are securitized by CRC through a facility managed by two unrelated
third parties and the receivatles are used as collateral for comemercial
parer issued by the unrelated third parties. These icans provide the
cash portion of the proceeds paid by CRC to Duke Energy Ohie and
Duke Energy Indiana. The proceeds obtained by Duke Energy Chio
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and Duke Energy indiana from the sales of receivables are cash and
a3 subordinated note from CRC (subordinated retained interest in the
soid receivabies) for a portion of the purchase price (typically
approximates 25% cf the total proceeds). The amount borrowed by
CRC against these receivables is non-recourse to the general credit of
Duke Energy, and the associated cash collections from the accounts
receivable sold is the sole source of funds to satisfy the related debt
obligation. Borrowing is limited to approximately 75% of the
transfemed receivabies. Losses on collection in excess of the discount
are first absorbed by the equity of CRC and next by the subordinated
retained interests heid by Duke Energy Chio and Duke Energy

Indiana. The discourt on the receivables reflects inferest expense pius

an allowance for bad debts net of a servicing fee charged by Duke
Energy Ohio and Duke Energy Indiana. Duke Energy Ohio and Duke
Energy Indiana are responsibie for the servicing of the receivables
(collecting and applying the cash to the appropriate receivables).
Depending on the experience with cotlections, additional equity
infusicns 1o CRC may be required fo be made by Duke Energy in
order fo maintain a minimum equity balance of $3 million. For the
years ended December 31, 2011, 2010 and 2009, respectively,
Duke Energy infused $6 million, $10 million and $11 million of
equity to CRC to remedy net worth deficiencies. The amount
borrowed fluctuates based on the amount of receivables sold. The
debt is short term because the facility has an expiration dats of less
than one year from the balance sheet date. The cumrent expiration
date is October 2012. CRC is considered a VIE because the equity
capitalization is insufficient to support its operatians, the power to
direct the most significant activities of the entity are not performed oy
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 to the decisions made with respect to the
management of delinguent 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, Dule Energy Kentucky
or Duke Energy Indiana. Thus, Duke Energy consolidates CRC. Duke
Energy Ohio and Duke Energy Indiana do not consciidate CRC.

CinCap V.

CinCap V was created 1o finance and execute a power sale
agreement with Central Maine Pewer Company for approximately 35
MW ¢f capacity and energy. This agreement expires in 2016. CinCap
V is considered a VIE because the equity capitalization is insufficient
to suppoert its operations. As Duke Energy has the power to direct the

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

Renewables.

Duke Energy’s renewable energy faciliies include Green Frontier
Windpower, 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 facilities are VIEs due o power
purchase agreemenis 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. Duike 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, engingering,
procurement and construction, and decisions associated 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 fo the general credit of Duke Energy. Duke Energy and
its subsidiaries have no requirement to provide liquidity or purchase
the assets of these renewable energy facllities. Duke Energy does not
guarantee performance except for an immaterial 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 or soid to third partles without

the pricr approval of the debt holders.
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Other.

Duke Energy has other VIES with restricted assets and
non-recourse debt. These VIEs include certain on-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, maost
notabily involve the oversight of operation ahd maintenance refated
activities that impact the econornic performance of these entities.

During the second quarter of 2011, the customer for one of
these on-site generation faciliies caniceied its contract. As a resutt, the
entity providing the on-site generaticn services no longer has any
activity or assets, other than a receivable with payments to be )
coliected through 2017. As of December 31, 2011, Duke ’Enera; ne
longer consolidates this entity.
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NON-CONSOLIDATED VIEs

The table beiow shows the VIES that the Duke Energy Registrants do not consolidate and how these entities impact Duke Energy’s, Duke
Energy Ohio’s and Duke Energy Indiana’s respective Consolidated Balance Sheets, As discussed above, while Duke Energy consolidates CRC,
Duke Energy Ohio and Duke Energy indiana do not con;;olidate CRC as they are nct the primary beneficiary.

Duke Energy )
Duke Energy  Duke Energy
{in millicns) ‘ DukeNet  Renewables Other  Tofal Chio Indiana
At December 31, 2011
Consolidated Balance Sheets . ‘ )
Receivables _ $ — CF— § — 5 — - §129 $139
Investments in equity method unconsolidated affiliates 129 81 25 235 — —_
Intangibles — —_ 111 111 111 —_
Total Assets ) 129 81 136 346 . 240 139
Other Current Liabilities . ' — —_ -+ 3 3 R — —
Defarred Credits and Qther Liabilities —. — 18 18 . — —
Total Liabilities B . — - 21 21 C = —
Net Duke Energy Corporation Sharehclders’ Equity $129 $81 $115 $325 $240 $139
- Duke Energy

: Duke Energy  Duke Energy
{in millions) DukeMet  Renewables  Other  Total Ohio Indiana

At December 31, 2010
Consofidated Balance Sheets K
Receivables $ — $— P — % — $216 $192

Investments in equity method unconsclidated affiiates . 137 a5 23 255 — —
Intangibles - — 118 119 118 —

Total Assels 137 - 95 142 374 335 192
Other Current Liabilities — — 3 3 — —
Deferred Credits and Cther Liabilities — — 28 28 — —

Tota! Liabilities - ' — — 31 ar — —
Net Duke Energy Corporation Shareholders’ Equity - %137 $95 C®111 . $343 0 ¢ $335 - $192

No financial support that was not previously contractually The procseds abtained from the sales of receivables are largely

required was provided to any of the unconsolidated VIEs during the
years ended December 31, 2011 and 2010, respectively, oris
expected 1o be provided in the future.

With the exception of the power purchase agreement with the
Ohio Valiey Electric Corporation (QVEC), which is discussed below,
and various guarantees, reflected in the table above as "Deferred
Credits and Other Liabifities”, the Duke Energy Registrarts are not
aware of any situations where the maximum exposure to loss
significantly exceeds the carrying values shown above:

CRC.

As discussed ahove, CRC is consclidated only by Duke Energy.

Accordingly, the retained interest in the sold receivables recorded aon
the Consolidated Balance Sheets of Duke Energy Ohio and Duke
Energy indiana are eliminated in consofidation af Duke Energy.

cash but do include a subordinated note from CRC for a portion of the
purchase price (typically approximates 25% of the total proceeds).
The subordinated note is a retained interest (right to receive a
specified portion of cash flows from the sold assets) and is classified
within Receivables in Duke Energy Chio’s and Duke Energy Indiana’s
Consolidated Balance Sheets at December 31, 2011 and 2010,
respectively. The retained Interests reflected on the Consalidated
Balance Sheets of Duke Energy Ohio and Duke Energy Indiana
approximate fair value.
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The carmrying values of the retained interests are determined by
allocating the carrying vaiue of the recsivables between the assets
sold and the intsrests retained based on relative fair value. Because
the receivables generaily tumover in less than two months, credit
losses are reasonzbly predictable due to the tread customer base and
lack of significant concentration, and the purchased beneficial interest
{equity in CRC) is subordinate to al! retained interests and thus would
absort fosses first, the allocated basis of the subordinated notes are
not materially different than their face value. The hypothetical effect
on the fair value of the retained interests assuming both a 10% and a
20% unfavorable variation in credit losses or discount rates Is not
material due to the short turnover of receivables 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 accretable yield method, which generally approximates the stated
rate on the notes since the allocated basis and the face value are
nearly equivalent. An impairment charge is recorded against the
carrying value of both the retained interests and purchased beneficial
interest whenever it is determined that an other-than-temparary -
impairment has occurred. The key assumptions used in estimating
the fair value in 2011 and 2010 is detalled in the following table:

2011 2010

Duke Energy Ohio

Anticipated credit loss ratio 08% 08%

Discount rate 26% 2.7%

Receivahie turnover rate 12.7% 12.6%
Duke Energy Indiana :

Anticipated cradit loss ratio 04% 0.5%

Discount rate 26% 2.7%

Receivable turnover rate 10.2% 10.2%

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

Duke Energy Ohio  Duke Energy Indiana

Receivables sold as of

December 31, 2011 $302 $279
Less: Retained inferests 129 - 139
Net receivables sold as of '

December 31, 2011 $173 $140

Duke Energy Ohio  Duke Energy Indiana

Receivables sold as of

December 31, 2010 %373 $2g4

Less: Retained interests 216 192
Net receivables sold as of

December 31, 2010 $157 $ 92
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The following table shows the retained interests, sales, and cash
flows during the years ended December 31, 2011, 2010 and 2009
respectively: ) :

Duke Energy Ohio Duke Energy Indiana
Year Ended December 31, ' :
2011 ’
Sales
Receivables scld $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 " 13
Duke Energy Ohio  Duke Energy Indiana
Year Ended December 31,
2010
Sales . )
Receivables soid $2,858 $2,537
Loss recognized on sale 26 17
Cash flows
Cash proceeds from
recaivables sold $2,809 $2,474
Collecticn fees received 1 1
Return received on retained
interests 15 13
) Duke Energy Ohio  Duke Energy Indiana
Year Ended December 31,
2009
Sales
Receivables sold $3,108 $2,398
Loss recognized on sale 26 15
Cash flows -
Cash proceeds frem
receivables sold £3,063 -$2,353
Collection fees received 2 1
Retum received on retained '
interests 15 12

Cash flows from the sale of receivables are reflacted within
Operating Activities on Duke Energy Ohio’s and Duke Energy
Indiana’s Consolidated Statements of Cash Flows.

Collection fees received in connection with the servicing of
transfermed 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 monthly by multiplying the
receivables scld during the month by the required discounit which is
derfved monthly utilizing a three year weighted average formula that .
considars charge-off history, late charge history, and tumover history
on the sold receivables, as well as a i:on’ipoﬁent for the time value of
money. The discount rate, or component for the time value of money,
is calculated monthly by summing the prior month-end LIBOR plus &
fixed rate of 2.39%.
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DukeNet.

in 2010, Duke Energy sold a 50% ownership interest in
DukeMet to Alinda. The sale resulted in DukeNet becoming a joint
venture with Duke Energy and Alinda each owning a 50% interast,
in connection with the formation of the new DukeNet joint venture, a
five-year, $150 million senior secured credit facifity was executed
with a syndicate of ten external financial institutions. This cradit
facility is non-recourse to Duke Energy. DukeNet is considered a VIE
because it has entered info certain contractual arrangements that
provide DukeNet with additional forms of subordinated financial
stipport. The most significant activities that impact DukeNet's
economic performance relate to its business development and fiber
optic capacity markating and managemeant acfivities. 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 venture. Accordingly, DukeNet is a non-consolidated
VIE that is reported as an equity method investment,

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

Renewables.

Duke Energy has investments in varicus entities that generate
electricity through the use of renewable energy technology. Some of
these entities, which were part of the Catamount acquisition, are VIEs
which ave not consolidated due 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 expected fife of the project. These fixed price agreements
effectively transfer the commodity price risk o the buyer of the power.

Other.

Duke Energy has investments in various other entities that are
VIEs which are not consofidated. The most significant of ihese

investments is Duke Energy Ohio’s 9% ownership interest in OVEC.
Through its ownership interest in OVEC, Duke Energy Ohic has a
contractual arrangement through June 2040 to buy power from
OVEC's power plants. The proceeds frem the sale of power by OVEC
to its power purchase agreement counterparties, including Duke
Energy Ohio, are designed fo be sufficient for OVEC to mest its
operating expenses, fixed costs, debt amortization and interest
expense, as well as eam a retum on equity. Accordingly, the value of
this contract is subject to variadility due to fluctuations in power
prices and changss in QVEC's costs of business, including costs
associated with its 2,256 megawatis of coal fired generation
capacity. As discussed in Note 5, the proposed rutemaking on
coofing water intake structures, utility boiler MACT, CSAPR and CCP's
could increase the costs of OVEC which wouid be passed through o
Duke Energy Ohio. The initial carrying value of this contract was
recorded as an intangible asset when Duke Energy acquired Cinergy
in April 2006. :

{n addition, the company has guarantsed the performance of
certain entities in which the company no longer has an equity
interest. As a result, the company has a variable interast in certain
ather VIEs that are non-consolidated.

18. EARNINGS PER SHARE

Basic Earnings Per Share (EPS) is computed by dividing net
income attriputable to Duke Energy cornmon shareholders, adjusted
for distributed and undistributed earnings ailocated to participating
securities, by the weighted-average number of common shares
outstanding during the period. Diluted EPS is computed by dividing
net income attributable to Duke Energy commen shareholders, as
adjusted for distributed and undistributed earnings -allocated to
participating securities, by the diluted weighted-average nurmber of
commaon shares outstanding during the pericd. Diluted EPS reflects
the potential dilution that could occur if securities or cther agreements
1o issue common stock, such as stock options, phantom shares and
stock-based performance unit awards were exercised o setfled.
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The following table illustrates Duke Energy’s basic and diluted EPS calculations and reconciles the weighted-average number of common
shares outstanding tc the diluted weighted-average number of common sharas outstanding for the years ended December 31, 2011, 2010,

and 2009,

{in milllons, excent per share amounts)

Average

Income  Shares

2011

income from continuing operations attnbutable to Duke Energy commen sharehelders, as adjusted for pamcwpatl ng

securities —- hasic

Effect of dilutive securmes:
Stock options, perfermance and restricted stock

Income from continuing operations attributable to Duke Energy common sharenolders, as adjusted for participating

secutities — diluted
2010

§

$1,702 1332

1
$1.28

$1,702 1,333

Income from continuing operations atirfbutable to Duke Energy commion shareholders, as adjusted for pamopan ng

securities — basic

Effect of dilutive securities: )
Stock options, performance and restrlcted stock

« ‘

$1,315 1318

Income from continuing operations attributable to Duke Energy common shareholders, as adjusted for parﬁ'cipati ng

securities -— diluted
2009

$1,315 1,319 $1.00

Income from continuing operations attnbutable to Duke Energy common shareholders, as adjusted for participating - -

securities — basic

Effect of dilutive securities:
Stock options, performance and restri cted stack

Income from continuing operations attributabie to Duke Energy common shareholders as adjusted for patticipating

securities — difuted

$1,061 1293 $0.82

1

$1061 1294 $0.82

kN

As of Becember 31, 2011, 2010 and 20C9, 7 million,

13 miltion and 20 million, respectively, of stock options, unvested
stock and performance awards were not included in the-“effect of
dilutive securities” in the above table because sither the option
exercise prices were greater than the average market price of the
common shares during those periods, or performance measures
refated to the awards had not yet been met.

Beginning in the fourth quarter of 2008, Duke Frergy began
issuing authorized but previously unissued shares of common stock
to fulfill obligations under its Dividend Reinvestment Plan (DRIP) and

“ather internal plans, including 401{k) plans. During the years ended
December 31, 2010 and 2008, 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 not significant in
2011. Duke Energy has discontinued issuing new shares of cormmon
stock under the DRIP.

19, SEVERANCE

2011 Severance Plans.

In conjunction with the proposed merger with Progress Energy, in
August 2011, Duke Energy anncunced plans to offer a voluntary
severance plan to approximately 4,850 eligible employees. As thisis a
voluntary plan, all severance benefits offered under this plan are
considered specia! termination benefits under GAAP. Special

1
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termination benefits are measured Lpon emplayee accepiance and
recorded immediately absent a significant retention period. If a
significant retention period exists, the cast of the special termination
benefits are recorded ratably over the remzining service. periods of the
affected employees. Approximately 500 employees accepted the ‘
terminaticn benefits during the voluntary window period, which closed
on November 30, 2011. Duke Energy reserves the right to reject arty
request to volunteer based on business reeds and/or excessive
participation. The estimated amount of severance payments associated
with this voluntary plan, contingent upon a successful close of the
proposed merger with Progress Energy, are expected fohe
approximately $80 million.

2010 Severance Plans.

During 2010, the majority of severance charges were related to
a voluntary severance plan whereby eligible empioyees were provided
a window during which to accept termination benefits. As this was a
voluntary plan, all severance benefits offered under this plan were
considered speciat tarmination benefits under GAAP. Special
termination benefits are measured upon employee acceptance and
recorded immediately absent a significant retention period. If a
significant retention periodt exists, the cost of the special termination
benefits are recorded ratably over the remaining service pericds of the
affected employees. Approximately 900 employses accepted the
termination benefits during the voluntary window period, which
closed March 31, 2010. Future severance costs under Duke
Energy's ongoing severance 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
Duke Energy Registrants recorded insignificant amounts for severance
axpense during 201 1.

Year Ended

December 31,

‘ 2010@
Duke Energy $172
Duke Energy Carolinas e9
Duke Energy Ohio o4
Duike Energy Indiana a3

(a) These amounts are recorded in Operation, Maintenance and Other within Operatlng
Expenses on the Consolidated Statements of Operations,

The severance costs discussed above for the Subsidiary
Registrants include an allocation of their proportionate share of
severance costs for employees of Duke Energy’s shared senvices
affitiate that provides support to the Subsidiary Registrants. Amounts
included in the table below represent the severance liability recorded
by Duke Energy Carolinas 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 miliiens) 2010 Adjustments Reductions 2011

Duke Epergy $87 $(2) $(53) $32

Duke Energy ‘

Carclinas 21 (2) (18) 1
Duke Energy i

Indiana 1 — {1) —_

20. STOCK-BASED COMPENSATION

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

Duke Energy’s 2010 Long-Term Incentive Plan (the 2010 Plan)
reserved 7% 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 additicnal
grants will be made from the 2006 Plan. Under the 2010 Plan, the
exercise price of each option granted cannct be less than the market
price of Duke Energy’s common stock on the date of grant and the
maximum option term is 10 years. The vesting periods range from
immediate to three years. Duke Energy has historically issued new
shares upon exercising or vesting of share-based awaids. 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 not determined with
cértainty the amount of such hew share issuances or open market
repurchases, '

The 2010 Plan allaws for a maximum of 18.75 million shares
of common stock to be issued under various stock-based awards
other than options and stock appreciation rights.

Stock-Based Compensation Expense

- Pre-tax stock-based compensation expense recorded in the
Consolidated Statements of Operations is as follows:

For the Years Ended
December 31,
(In miltions) 2011@ 2010@  2009@
Stock Options $ 2 $ 2 $2
Phantom Awards 27 26 17
Performance Awards 23 3% 20
Other Stack Awards -— f— 1
Total $52 $67 340

{a) Exchides sinck-based compensation cost capitalized as a component of property, plant
and equinment of $2 millicn, $4 million and $4 miffion for the years ended
Decesmber 31, 2011, 2010 and 2009, respectively.

The tax benefit associated with the stock-based compensation
expense for the years ended December 31, 2011, 2010 and 2009
was $20 million, $26 million and $16 million, respectively.
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Stock Option Activity Phantom Stock Awards
Weighted- : ' ‘ S '
Weighted- Average  Aggregate . Phantom stock awards issued and outstanding under the 2010
Average  Remnaining Intinsic  Plan and the 2006 Plan generally vest over perieds from immediate
 Options  Bercise Life  Value o three years. The following table includes information related to
{in thousands) Price (inyears) (in millions) Duke Energy’s phantom stock awards.
Qutstanding at
December Shares awarded  Fair value®
31, 2010 13,881 $17 (in thousands) (i millions)
Granted 1,074 18 Years ended December 31, ) ’ '
Exercised (4,734) 15 ’
Forfeited or 2011 1,907 $34
expired (3,954) 22 ggé g i%é ig
Qutstanding at ' _ _ d :
December 31, : ) ’
2011 _ 6,267 $15 4.6 $41 (a) Based on the market price of Duke Energy’s common stock at the grant date.
Exercisable at . ; L .
Drecember 31, ) ) ] The following table summarizes information about phantom
2011 4,256 $15 C 27 $31  stock awards outstanding at December 31, 2011:
Optionis ‘ o _
Expected to : Weighted Average
Vest 2,011 $17 8.6 $10 Shares  Per Share Grant
{in thousands) Date Fair Value
On December 31, 2010 and 2009, Duke Energy had Number of Phantom Stock
12 million and 17 million exercisable opticns, respectively with a Awards:
weighted-average exercise price of $17 and $18, respeciively. The Outstanding at December 31, :

. in 2 ) i .. 2010 1,763 $17
options granted in 2011 were expensed immediately, therefore, there Granted 1,907 18
is no future compensation cost associated with these options. The Yested (1,057 i8
following table includes information refated to Duke Energy's stack Forfeited (46) 18
options. Qutstanding at December 31,

2011 2,567 $17
For the Years Ended .
Phantom Stock Awards Expected
December 31, to Vest 2,503 $17
{in millions) 2011 2010 2009 : :
Intrinsic value of aptions exercised - $ 26 % 83 $ 6 h ‘| ant clate fair v f hares vested during the
Tax benefit related to options exercised 10 3 2 The total gr alue of the s &
Cash reseived from options exercised 74 14 54  Yearsended December 31,2011, 2010 and 2009 was $19
{in thousands of shares) million, $29 million and $23 million, respectively. At December 31,
Stock options granted®@ 1,074 1,103 603 2011, Duke Energy had $19 million of unrecognized compensation

' (a) The options granted in 2011 were expensed immerdiately, therefore, there 5 no future
compensation cost associated 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 ratel@ 2.5%
Expected dividend vield® 5.7%
Expected lifel® 6.0 years

Expected volatility 18.8%

{a) The risk free rate is based upon the U.S. Treasury Constant Maturity rates as of the
gant date.

The expected dividend yield is based upon annualized dividends and the 1-year
avesage closing stock price.

The expected life of options is derived from the simpiified method approach.

Vofatility is based upen 50% historical and 50% implied volatility. Historic volatility is
based on Duke Energy's historical volatility over the expected life using daily stock
prices. Implied volatility is the averaga for all option contracts with a term greater than
six months using the strike price closest to the stack price on the valuation date.

)

@
(-

*
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cost which is expected o be recagnized over a weighted-average
period of 2.6 years. '

Performance Awards

Stock-based awards issued and outstanding under the 2010
Plan and the 2006 Plan generally vest over three years if
performance targets aré met. Vesting for certain stock-based
performance awards can occur in three years, at the earliest, if
performance is met. Centain performance awards granted in 2011,
2010 and 2009 contain market conditions based on the total
shareholder return (TSR) of Duke Energy stock relative 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 value determination of Duke Energy's performance-based
share awards. The mode! uses three year historical volatilities and
correlations for all companies 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 pericd. For each simulation, Duke Energy's relative
TSR associated with the simutated stock price at the end of the
performance period plus expected dividends within the period results
in a value per share for the award portfolio. The average of these
simulations is the expected partfolio value per share. Actual life to
date results of Duke Energy’s relative TSR for each grant is '
incorporated within the model. Cther performance awards not
containing market canditions were awarded in 2011, 201G and
20089. The performance goal for the 2011 and 2010 award is Duke
Energy’s Retum on Equity (ROE) over a three year period. The
performance goal for the 2009 award is Duke Energy's compeounded
annual growth rate of annual diluted EPS, adjusted for certain items,
over a three year pericd. All of these awards are measured at grant
date price. The following table inciudes information related to Duke
Energy's performance awards. '

Shares awarded  Fair value®
{in thousands}  (in millicns)

Years ended December 31,
2011 1,294 $20
2010 2,734 38
2009 3,426 - A4

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

The following fable summarizes information about stock-based
performance awards outstanding at the maximum level at
December 31, 2011:

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

2011 6,370 514
Stack-based Performance Awards

Expected to Vest 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 million, respectively. At December 31,
2011, Duke Energy had $17 miltion of unrecognized compensation
cost which is expected 1o be recognized over a weighted-average
period of 1.5 years.
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Other Stock Awards

Other stock awards issued and outsianding under the 1998
Plan vest over periods from tree to five years. There were no othsr
stock awards issued during the years ended December 31, 2011,
2010 or 2009, - '

The foliowing table summarizes information about other stock
awards outstanding at December 31, 2011

Weighted Average Per Share
Shares Grant
(in thousands} Date Fair Value
Number of Other Stock
Awards:
Qutstanding at

Dacember 31, .

2010 131 $28
Vested (131 28
Forfaited — —

Qutstanding at
December 31, 2011 — $—

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

21. EMPLOYEE BENEFIT PLANS

Duke Energy

Defined Benefit Retirement Plans

Duke Energy and its subsidiaries (including legacy Cinergy
businesses) maintzain quaiified, nan-contributcry defined benefit
retirement plans. The plans cover maost U.S. employees using a cash
balance formuta. Under a cash balance formuia, a plan participant
accumulates a retirement benefit consisting of pay credits that are
based upon a percentage {which varies with age and years of service)
of current eligible earnings and current inferest credits. Certain legacy
Cinergy U.S. employees are covered under plans fhat use a final
average eamings formula. Under a final average earnings formula, a
plan participant accumulates a retirement benefit equal to a
percentage of their highest 3-year average eamings, plus &
percentage of their highest 3-year average eamings in excess of
covered compensation per year of participation {maximurm of 35
years), pius a percentage of their highest 3-year average eamings
times years of participation in excess of 35 years. Duke Energy also
maintains non-gualified, non-contributory defined benefit retirement
plars which cover certain executives.
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Duie Energy's policy is to fund amounts on an actuarial basis to
provide assets sufficient to meet benefif payments to be paid to plan
participants. The following table includes information reiated to Duke
Energy's contributions to its U.S. qualn" ed defined benefit pension
plans.

For the Years Ended
December 31,
(in millions) 2012 2011 2010 2009
Contributions made — %200 $400 $8CO
Anticipated contributions $200 — — —_

Actuarial gains and losses subject to amortization are amortized
over the average remaining service pericd of the active employess.
The average remaining setvice period of active emplovees covered by
the qualified retirement plans is ten years. The average remaining
service period of active employees covered by the non-qualified
retirement plans is nine years. Duke Energy determines the market-
related value of plan assets using a calculated value that recegnizes
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 tables below for the
gualified, non-qualified and other post-retirement benefit plans
represent the cost of the respective benefit plan for the periods
presented. However, portions of the net periodic benefit costs
disclosed in the tables below have been capitalized as a component
cf property, plant and equipment,

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

Qualified Pension Plans

Components of Net Penoduc Pensmn Costs- Qualified Pension
Plans

For the Years Ended
December 31,
{in millicns} 2011 2010@  2009@
Setvice cost $ 9% 3 9% 3 8
Interest cost on projected benefit :
obligation 232 248 257
Expected return on plan assets (324) (378) (362)
Amortization of prior service cost 6 5 7
Amortization of actuarial loss 77 50 2
Seftlement and contractual termination
benefitcost . - - 13 .. —
Cther . . - : - . 18 18 17
Net pericdic pension costs $ 45 $ 52 3 &6

(a) These amounts exclude $14 milfion, $16 million and $10 million for the vears enced
Decernber 31, 20171, 2010 and 2009, respectively, of regulatory asset amertization
resulting from purchase accounting ad]us!ments associated with Duke Energy's merger
wwth Cinergy in Aprii 2006.
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Other Changes in Plan Assets and Projected Benefit Obligations

Recognized in Accumulated Other Comprehensive Income and 3
Regulatory Assets: Qualified Pension Plans

For the.Years Ended
December 31,
(in millions) 2011 2010
Regulatory assets, net increase $152 $ 380
Accumulated other comprehensive (income) losst) ‘
Deferred income tax asset {1y 143
Actuarial losses (gams) arising durmg the -
year : 60 {9)
Amortization of prior year actuarial losses (8} (16)
Reclassification of actuarial gains (fosses) to
regulalory assels 8 (365)
Amoriization of prior year prior séfvice cast (1} {3)
Rectassification of prier service costto - ' '
regulatory assats ) ) - (19)
Net amount recognized in accumulated other
comprehensive (income) loss™ $ 49 $(255)

(@} Excludes actuarial iosses of $2 million in 2011 and $3 million in 2010 recognized in
" other accumulated comprehensive income, net of tax, associated with a Brazilian
retirement plan.

Reconciliation of Funded Status to Net Amount Recognlzed
Qualified Pension Plans

Ag 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

Service cost . - 96 .. 96

interest cost 232 248
Actuarial {gains) losses @ - 120
Plan amendments i3 - 2
Settlement and contractual termination

benefit cost — 13
Benefits paid (3200 © (383)
Obligation at measurement date $4,880 $4,861

The accumulated benefit obligation was $4,661 miflion and
$4,611 million at December 31, 2011 and 2010, respectively.

As of and for the Years

Ended December 31,
{in mllilons) 2011 201C
Change in Fair Value of Plan Assets- T ) .
Plan assets at prior measurement date $4,797 $4,224
Actual return on plan assets X 64 556
Benefits paid (320) (383}
Employer contributions 200 400
Plan assets at measurermeant date $4,741 $4,797
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Amounts Recognized in the Conselidated Balance Sheets:

Assumptions Used for Pension Benefits Accounting -

Qualified Pension Plans As of December 31,

The following table provides the amounts related to Duke (percentages) 2011 2010 2009
Energy's qualified pension plans that are reflected in Other within Benefit Obligations
Investrents and Other Assets and Other within Deferred Credits and  Discount rate 510 500 550
Other Liabilities on the Consolidated Balance Sheets at December 31,  Salary increase (graded by age) 440 410 450
2011 and 2010: ‘ 2011 2010 2009

As of Decernber 31,  Net Petiodic Benefit Cost
_ - — - Discount rate 3.00 550 . 650
(in millicns) 01 2010 Salary increase 410 450 450
Prefunded pension cost $ — $ 101 Expected iong-term rate of return on plan
Accrued pension liability (139 (165} assets 825 850 8%0
t ized $(139) $ (64)

et eTmouT e The discount rate used to deterrnine the current year pensicn

The following tabie pfovides the amounts related to Duke
Energy’s qualified pension plans that are refiected in Other within
Regulatory Assets and Deferred Debits and AOCI on the Consolidated
Balance Sheets at December 31, 2011 and 2010:

As of December 31,

{in millions) 2011 2010
Regulatory asssts $1,411 $1,259
Accumulated other comprehensive (income) loss

Deferred income tax asset (73) (63)

Prior service cost 4 -5

Net actuarial loss 201 141
Net amount recognized in accumuiated other -

comprehensive (income) loss@ $ 132 § 83

(@) Excludes accurnulated other comprehensive income of $19 mitflon and $17 million as
of December 31, 2011 and 2010, respectively, net of tax, associgted with a Brazilian
retirement plan. .

Of the amounts above, $98 million of unrecognized net
actuarial loss and $5 million of unrecognized prior service cost will be

recognized in net periodic pension costs in 2012.

Additional Information: Qtialified Pension Plans

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

As of Decermber 31,

{in millions) © 2011 2010
Frojected benefit obligation $— $1,052
Accumulated benefit obligation ) - 956
Fair valug of plan asseis _ 951

obligaticn and following year's pensicn expense is based on a bond
sefection-settlernent portfolic approach. This approach develops a
discount rate by selecting a portfolio of high quality corporate bonds
that generate sufficient cash flow to provide for the profected benefit
payments of the plan. The selected bond portfolic is derived from a
uhiverse of non-cailable 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 projectad benefit
payments discounted at this rate with the market value of the bonds
selected.

Non-Qualified Pension Plans

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

For the Years Ended
December 31,
{in millions) 2011 2010 2009
Service cost ) $1 $1 $2
Interest cost on projected benefit obligation 8 9 10
Amgrtization of prior service cost 2 2 2
Settlement credit — —
Net periodic pension costs $11 $12 13
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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
Decemper 31,
(in millions} 2011 2010
Regulatory assets, net increase $2 $23
Regulatory liabilities, net increase 7 3
Accumutated other comprehensive (income) loss
Deferred income tax asset (1) g
Actuarial losses (gains) arising during the
year 1 (8)
Reclassification of actuarial losses to
ragulatory assets — €8]
Amortization of prior year prior service cost — {2)
Reclassification of prior services cost to )
regulatory assets — {1)
Reclassification of prier services cost to ' -
regulatory liabilities — (8)
Net amount recognized in accumutzaied other .
comprehensive (Income) loss 5— $(12)

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

As of and for the Years

Ended December 31,
{in milfions} 2011 2010
Change in Projected Benefit Obligation
Chbligation at prior measurement date $167 $173
Service cost 1 1
Interest cost - 8 9
Actuarial losses (gains} 2) 2
Benefits paid ()] (18)
Obligation at measurement date $160 $167

. Change in Fair Value of Plan Assets

Benefits paid . $(14) ${18)
Employer contributions 14 18
Plan assets at measurement date $ — $ —

The accumuiated benefit obfigation was $151 milfion and
$160 million at December 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 refated to Duke
Energy's non-gualified pension plans that are reflected in Other within
Deferred Credits and Other Liabilities on the Consclidated Balance
Shests at December 31, 2011 and 2010:

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

(a) Includes $17 million and $19 millicn recognized in Other within Current Liabilties cn
the Consolidated Balance Sheets as of December 31, 2011 and 2010, respectively.

The foilowing table provides the amounts related to Duke
Energy's non-gualified pension plans that are reflected in Other within
Regulatcry Assets and Deferred Debits, Other within Deferred Credits
and Cther Liabilities and AOCI oni the Consolidated Balance Sheets at
December 31, 2011 and 2010:

As of December 31,

(in millions) 2011 2010
Regulatory assets $25 823
Reguiatory liabilities 10 3
Accumulated other comprehensive {income) loss

Deferred income tax (assel) liabitity - 1

Prior service cost — 1

Net actuarial loss (gain) 1 1)
Net amount recognized in accumulated other

comprehensive {income} loss $1 $1

OF the amounts above, $1 million of 'unfecognized pricr service
cost and $1 million of unrecognized net actuariat loss will be
recognized In net periodic pension costs in 2012.

Additional Informatidn: Non-Qualified Pension Plans

Information for Plans with Accumutated Benefit Obligéﬁon in
Excess of Plan Assets

As of December 31,
(in millions} 2011 2010
Projected benefit cbligation $160 $167
Accumulated benefit obligation 151 160

Fair value of plan assels

Assumptions Used for Pension Benefits Accounting

. As of December 31,

{percentages) 2011 2010 2009
Benefit Obligations
Discount rate 5.10 5.00 5.50
Salary increase (graded by age) 440 410 480

2011 2010 2009
Net Periodic Benefit Cost
Discount rate 500 B5B0 650
Salary increase 410 450 450
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The discount rate used o determine the current year pension
chiigation and following year's pension expense is based on 2 bond
selection-settlement paortfolic approach. This approach develops a
discount rate by setecting a portfolio of high quatity corporate bonds
that generate sufficient cash flow to provide for the projected benefit
payments of the plan. The seiected bond portfolio is derived from a
universe of non-callable corporate bonds rated Aa guality of 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 value of the bonds
selected.

Qther Post-Retirement Benefit Plans

Duke Energy and most of its subsidiaries provide some health
care and iife insurance benefits for.retired employees on a
contributory and non-contributory basis. Empioyees are eligible for
these benefits if they have met age and service reqmrernents at

“retirement, as defined in the plans.

Duke Energy did not make any pre-funding contributions to its
cther pest-retirament benefit plans during the years ended
December 31, 2011, 2010 or 2009.

These benefii costs are accrued over an employse’s active
service pericd o the date of full benefits eligibility. The net |
unrecoghized transition obligation is amortized over 20 years.
Aciuarial gains and losses are amortized over the average remaining
service period of the active employees. The average remaining service
period of the active employees covered by the plan is 11 years.

Components of Net Periodic Other Post-Retirement Benefit Costs

For the Years Ended
December 31,
(in millions) 2011 - 2010w 2009
Service cost $7 " $7 $ 7
Interest cost on accumulated post- . : -
refirement benefit obligation 35 38 46
Expected return on plan assets i (15) {15} (18}
Amortization of prior service credit 3) =) 8
Amortization of net transition fiability 10 11 1¢
Amortization of actuarial gain {3} (5} (B}
Net pericdic other post-retirement benefit
costs %26 $ 28 $ 34

(&) These amounts exclude $2 million, $9 million and $S million for the years ended
Demsmber 31, 2011, 2010 and 2009, respectively, of ragulatory asset amontization
resulting from purchase accounting adjustments associated with Duke Energy’s merger

" with Cinergy in April 2006.

The Medicare Prescription Crug, Improvement and
Medernization Act of 2003 (Modemization Act) intreduced a
prescription drug benefit under Medicare (Medicare Part 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 subsiay. The
after-tax effect on net peticdic post-retirement benefit cost was a

_decrease of $3 million in-2011, $4 millich in 2010 and $3 miilion

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

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

For the Years Ended
December 31,
{n millions) 2011 2010
Regulatory assets _net decrease $(22) $(14)
Regulatory liabiiities, net increase (decrease) 21 (5)
Accumulated other comprehenswe {income) loss )
Deferred income tax liability 1 1
Actuarial {gain) ioss arising during the year — (3)
Amortization of pricr year actuarial gains : 1 1
Reclassification of actuarial losses to regulatory
 liabilities — 8
Amortization of pricr-year prior service credit -— 2
Reclassification of prior service credit fo
regulatory liabilitias ) —_ 9
Amortization of prior year net transition liahility — 2)
Reclassification of net transition liability to
regulatory liabilities — )
Net amount recognized in accumulated other ‘ . .
comprehensive (ncome) Yoss 5 2 $ (2

Reconciﬁatidn of Funded Status to Accrued Cther Post-Retirement
Benefit Costs

As of and for the Years

Ended
December 31,

{in milions} 2011 2010
Change in Benefit Obligation
Accumulated post-retirement benefit chligation at

prior measurement date $723 $728
Service cost : "7 7
interest cost a5 38
Pian participants’ contributions . 32 35
Actuarial gain ’ (55) {12}
Benefits paid 83) 79)
Early retirse reinsurance program subsidy 3 —
Accruied retiree drug subsidy 5 6
Accumuiated post-retirernent benefit obhgatson at

measurement date . $667 $723
Change in Fair Value of Plan Assets
Plan assets at pricr measurement date $186 $169
Actual refum on plan assets 4 18
Benefits paid (83) {79}
Ernplaysr contributions 42 42
Plan participants’ contributions 32 a5
Plan assets at measurement date $181 $185

191




PART Il

DUKE ENERGY CORPCRATION

* 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: Other
Post-Retirement Benefit Plans

The following table provides the amounts reiated 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 millions} - 2011 2010
Accrued other post-retirement fiahbility® $(486) ${537)

(@ includes $3 millian and $2 million recognized i Cther within Current Liabilities on the
Consclidated Balance Sheets as of December 31, 2011 and 2010, respectively.

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

As of December 31,
(in rillions) 2011 2010
Regulatory assets $ 37 $59
Regutatory liabilities ’ 107 36
Accumulated other comprehensive (incomelyloss:
Deferred income tax liability 4 3
Prior service credit 3 C)]
Net actuariz] loss {gain} : {6) {7)
Net amount recognized in accumulated other :
comprehensive (income)/loss $ B 3D

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

Assumptions Used for Other Post-Retirement Benefits Accounting

As of December 31,
(percentages) 2011 2010 2009
Determined Benefit Obligations
Discount rate .. 5.10 5.00 5.50
. 2011 2010 2009

Net Periodic Benefit Cost :
Discount rate 5.00 5.50 6.50
Expected long-term rate of return on

plan assets 5.36-8.25 5.53-8.50 5.53-8.5¢

Assumed tax ratel@ 35.0 35.0 35.0

The discount rate used to determine the current year other post-
refirement benefits chligation and foillowing year's other post-
retirement benefits expense is based on a bond selection-seftlement
portfolio aporoach, This approach develops a discount rate by
selecting a portfclio of high quality corporate bonds that generate |
sufficient cash flow fo provide for the projected benefit payments of
the pian. The selected bond portfolic is derived 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 henefit payments
discounted at this rate with the market value of the bonds selected.

Assumed Health Care Cost Trend Rate

2010

2011
Heaith care cost rend rate assumed for next year 8.75% B8.50%
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

Sensitivity to Changes in Assumed Health Care Cost Trend Rates
1-Percerntage-

1-Percemtage-

(in millions) Point Increase  Paint Decrease
Effect on total service and interest

cosis $ 2 $ @
Effect on post-retirement benefit

chligation ) 31 . (28)

Expected Benefit Payments: Defined Benefit Retirement Plans

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

Non- Other Post-

Qualified Qualified Retirement
{in millions) Plans Plans Plans®  Totai

Years Ended December 31, o
2012 $ 463 $17 $ 49 % 529
2013 451 15 52 518
2014 © 440 17 53 510
2015 434 14 54 502
2016 428 13 55 496
2017 -2021 2,05¢ 64 270 2,384

(2) Applicable to the heath care portion of funded post-retirement benefits.
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{a) Duke Energy expects to receive future subsidies under Medicare Part D of $4 millien in
2012 and $3 million in each of the years 2013-2016, and a total of $15 millicn
during the years 2017-2021.
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Plan Assets

Master Retirement Trust. Assets for both the qualified pension
and cther post-retirement benefits are maintained in a Master
Retirernent Trust (Master Trust). Approximately 97% of Master Trust
assets were allocated to qualified pension plans and approximately
3% were allocated to other post-retirement plans, as:of
December 31, 2011 and 2010, The investment chjective of the
Master Trust is to achigve reasonable returns, subject to a prudent
level of portfolic risk, for the purpose of enhancing the security of
henefits for plan participants. The long-term rate of retum of 8.00%
as of December 31, 2011, for the Master Trust was developed using
a weighted-average calculation of expected retums based primarily on
future expected retums across assat classes considering the use of
active asset managers. The following table includes the weighted-
average retums expected by asset classes:

Weighted-
average
retums
expected
Asset Class
U.S. Equities 2.61%
Non-4).S. Equities ’ 0 150%
Global Equities . 0.99%
Debt Securities 1.69%
Global Private Equity =~ 0.37%
Hedge Funds ’ 0.24%
Real Estate ’ 0.30%
Other Global 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. Nen-U.S. equities, debt sacurities, and
real estate are held for diversification. Investments within asset
classes are to be diversified t¢ achieve broad market harticipation and
reduce the impact of individual managers or investments. Duke
Energy regulary reviews its actual asset allocation and periodically ©
rebalances its investments to the targeted allocation when censidered
-appropriate.

The Duke Energy Subsidiary Registrants’ qualified pension and
cther post-retirement benefits are derived from the Master Trust, as
such, each are allocated their proportionate share of the assets
discussed below.

The following tabie presents target and actual asset allocations
for the Master Trust at December 31, 2011 and 201C:

Percentage at
December 31,
Target —
Allocation - 2011 2010
Asset Category -
U.S. equity securities 28% 28%  30%
Non-U.S. eguity securities 15 15 19
Globai equity securities 10 ] 10
Debt securities 32 32 27
Global private equity securities 3 1 —
Hadge funds 4 3 3
Real estate and cash 4 9 7
Other global securities E 4 - 4
Total - ) - 100% 100% 100%

VEBA I/il. Duke Energy also invests other post—réti rement assets
in the Duke Energy Corporation Employee Benefits Trust (VEBA ). As
of December 31, 2010, Duke Energy inwested in the Duke Energy
Corporation Post-Retirement Medical Benefits Trust (VEBA [}, The
investment cbjective of VEBA | is to achieve sufficient returns, subject
to a prudeant level of portfalio risk, for the purpose of promoting the
security of plan benefits for participants. VEBA | is passively
managed, o e -

The foilowing tables present target and actual asset allocations
for the VEBA | and VEBA Il at December 31, 2011 and 2010:

Percertage at

Decemnber 31,
Target ———m8m8——
VEBA | o © Allocation 2011 2010
Asset Category ‘
U.S. =quity securities 30% 20% - 22%
Debt securities 45 31 34
Cash . 25 49 44
Total ‘ 100% 100% 100%
Percentage at
VEBA Il December 31,
Targt ——————
Allocation 2011 2010
Asset Category )
LS. equity securities —% —% 1%
Debt securities — - 6%
Cash — — 30
Tetal ) —%

—% 100%
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Fair Value Measurements.

The accounting guidance for fair 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.
Under the accounting guidance for fair value, fair value is considered
to be the exchange price in an orderly transaction between market
participants to sell an asset or transfer a liability at the measurement
date. The fair value definition 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 tc acquire an asset or recaived o assume & liability. Although
the accounting guidance for fair value does not require additional fair .
value measurements, it applies to other accounting pronouncements
that require or permit fair valug measurements.

Duke Energy classifies recurring and non-recurring fair valye
measurements based on the following fair value hierarchy, as -
prescribed by the accounting guidance for fair valus, which prioritizes
the inputs to valuation techniques used to measure fair valije into -
three levels: Co

Level 1 — unadjusted quoted prices in active matkets for
identical assets or liabilities that Duke Energy has the ability to
access. An active market for the asset or liability is one in which
transactions for the asset or lizbility occurs with sufficient
frequency and volume to provide ongoing pricing information.
Duke Energy does not adjust quoted market prices on Level 1
“for ary blockage factor.

Level 2 — & fair value measurement utilizing inputs other than
a quoted market price that are observable, either directly or
indirectly, for the asset or liability. Level 2 inputs include, but are
not limited to, quoted prices for similar assets or liabilities in ar
active market, quoted prices for identical or similar assets or

* liabifities in markets that are not active and inputs other than
quoted market prices that are observable for the asseat or liabiity,
such as interest rate curves and yield curves observable at

" commonly quoted intervals, volatilities, credit risk and default
rates. A Leval 2 measurement cannot have more than an
insignificant portian of the valuation based on unobsarvable
inputs.

Level 3 — any fair value measurernents which include
unobservable 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 2 inputs.

The foliowing table provides the fair value measurement
amounts for Master Trust qualified pension and other post-refiremant
assets at December 31, 2011:
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Total Fair Value
Amounts at
December 31,
{in millions) 2011@ Levell Level2 Level3
Master Trust '
Equity securities "$2,568 $1,745 $ 823 $ —
Corporate bonds 1,237 — 1,236 1
Short-term investment funds - 328 276 52 —
Partnership interests 127 - — — 127
Hedge funds 89 — 89 —
Real estate investment trust 152 — — 152
U.S. Government securities 211 — 211 —
Other investments®® 33 ©30 27 1
Guaranteed investment ’
contracts 39 — — 39
Government bends -~
Foreign 39 — 38 1
Cash 7 7 — —_
Asset backed securities 4 — 3 1
Government and
commercial morigage
backed securities g — 8 —
Total Assets $4.842 $2,058 $2,462 $322

(@) FExcludes $27 million in net receivables and payables associated with security
© purchases and sales. .
(b) Includes pending investment sales (net of investment purchases) of $3 million.
" The following table provides the fair value measurement
amounts for Master Trust qualified pension and other post-retirerent
assets at December 31, 2010:

. Total Fair Value

Amounts at

December 31,
{in miflions) T 20109 Level1 Level 7 Level 3
Master Trust
Equity securities "$2,578 $2,019 $ 95¢ $ —
Corporate bonds 1,062 -11 1,040 - 11
Short-term investment funds 434 469 15 —
Parinership interests 108 — — 108
Hedge funds ) 94 - 94 -
Real estate investment frust 66 — — 66
1.5, Govemment securities 138 —_ 138 —
Other investments® (121} (84) 3 (40)
Guaranteed investment :

cortiracts 38 —_ — 38
Government bonds —

Forelgn 35 — 34 1
Cash 2 2 —_ —
Asset backed securitics S g 1
Government and commercial

mortgage backed securities 8 — 8 —

Total Assets $4,901 $2,417 $2,299 $185

(a) Fxcludes $23 miltion in net recaivables and payables associated with security
purchases and sales.
(b) Includes pending investrent sales {net of investment purchases) of $1139) million.
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The foliowing table provides the fair value measurement .
amounts for VEBA | other post retirement assats at December 31,

2011:
Total Fair Vaiue
Amounis at
December 31,
{in millions) 2011 levell Level2 Llevel3
VEBA
Cash and cash .
equivalents 526 o 326 $—
"Equity securities - i1 —_ 11 T -
Debt securities ) 16 — 16 —
Total Assels $53 $— %53 $—

The following table provides the fair value measurement
ameunts for VEBA | and-VEBA i other post-retirement assets at

Decemoer 31, 2010:

" Total Fair Value

Amounts at
December 31,
(in miflions) 2010 Levell Llevel2 level3
VEBA i/l
Cash and cash
equivalents $30 $— $30 $—
Equity securities . 12 — 12 —
Debt securities 17 — 17 —
Total Assets $59 $— $59 $—

The following table provides a reconciliation of beginning and
ending balances of Master Trust assets measured at fair value ona
recurng hasis where the determination of fair value includes
mgnn‘mant unobservable inputs (Levei 3) for the year ended

Decermber 31, 2011

Year Ended December 31, 2011 (in millions)

Master Trust
Balance at January 1, 2011 $185
Purchases, sales, issuances and settlements:
Purchases 156
Sales 29
Total gains {losses;, {realized and unrealized) and other 10
Balance at December 31, 2011 $322

~ The following table provides a reconciliation of beginning and
ending balances of Master Trust assets measured at fair valde on a
recurring basis where the determination of fair value includes
significant unohservable inputs (Level 3) for the year ended

December 31, 2010:

Year Ended December 31, 2010 (in millions)

Master Trust ) .

Balance at January 1, 2010 $256
Purchases, sales, issuances and seftfemenis {net) 71)
Total gains {losses), realized and unrealized and cther —

Balance at December 31, 2010 $185

195

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

Investments in equity sacuriﬂes

frvestments in equnty securities are typically valued at the
closing price in the principal active market as of the last business day
of the quarter, Pnnmpal active markets for equity prices inciude
published exchanges such as NASDAQ ang NYSE. Forslgn equity
prices are translated from their trading currency using the currency
exchange rate in effect at the close of the principal active market,
Duke Energy has not adjusted pricés 1o reflect for after-hours market
activity. Most equity security valuations are Level 1 measures.
Investments in equity securities with unpublished prices are valued
as Level 2 if they are redeemable at the measurement date.
Investmients in equity securities with redemption restrictions are
valued as Level 3.

investments in corporate bonds and U.S. government securities:

Most debt investments are valued based on a calculation using ~
interest rate curves and credit spreads applied to the terms of the debt
instrurment (maturity and coupon interest rate} and consider the
counterpanty credit rating. Most debi valuations are Level 2 measures. If
the market for a particular fixed income security is relatrvely mactrve or
illiguid, the measurement is a Level 3 measurement.

Inveslments in short term |nvestment furlds-

Valued at the net asset vaiue of units held at vear enl. i
Investments in short-term investment funds thh published pnces are
valued as Level 1. Investments in short-term investment funds W|th .
unpublished prices are valued as Levei 2,

Investments in real estate investment trust: -

Valued based upon property appraisal reports prepared by
independent real estate agpraisers. The Chief Real Estate Appraiser of
the asset manager is responsible for asstring that the vaiuation
process provices independent and reascnable property market value |
estimates. An external appraisal management firm not affiliated with’
the asset manager has been appointed to assist the Chief Real Estate’
Appraiser in maintaining and monitoring the mdependence and the
accuracy of the appraisal process. :

Employee Sawngs Plans

Duke Energy sponsors employee savings plans that cover
substa_ntially‘all'U.'é.‘employees. Most employess participate in a
matching contribution farmula ‘wﬁere Duke Energy provides a
matching contribution generally equal to 100% of emiployee
before-iax and Reth 401 (k) contributions, of up to 6% of eligible pay
per pay period. Duke Energy made pré-tax employer matching
contributions of $86 million in 2011, $85 miflicn in 2010 and $80
million in 2009. Dividends on 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 eamings per share.
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DUKE ENERGY CAROLINAS
Duke Energy Retirement Plans.

Duke Energy Carolinas participatos in Duke Energy sponsored
qualified non-contributory defined benefit retirement plans. The plans
cover most LS. employees using a cash balance formula. Undera
cash balance formula, a plan participant accumulates a retirernent”
benefit consisting of pay credits that are based upon a percentage
{which may vary with age and years of service) of current eligible
earnings and current interest credits. Duke Energy Carolinas also
participates in Duke Energy sponsored non-qualified,
non-contributory defined benefit pensron plans which cover certain
executives.

Duke Energy's policy is to fund amounts on an actuariat basis to
pravide assets sufficient to meet benefits to be paid to plan
participanis. The following table includes information refated to Duke
Energy Carolinas’ contributions to Duke Energy's qualified defined
benefit pension plans.

Qualified Pension Plans

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

For the Years Ended

December 31,
{in millions} 2011 2010 2009
Service cost $ 37 $ 3 3 31
Interest cost on projected benefit obligation 85 91 95
Expected return on plan assets {150y (147 Q42
Amartization of prior service cost 1 1 1
Amortization of actuarial loss 37 27 2
Other 7 8 7
Net periodic pensian costs (benefit) $-17 $ 16 % (B)

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

For the Years Ended
Years Ended Pecember 31, December 31,
{in millions} 2012 2011 2010 2009 (in millions) 2011 2010
Contributions made — $33 $158 $158  Regulatory assets, net increase $65 $628
Anticipated: contributions $66 — — — -

Actuarial gains and losses subject fo amortization are amortized
over the average remaining service period of the active employees.
The average remaining service period of the active employees covered
by the qualified retirernent plans is nine years. The average rem'aihing
service period of active employees covered by the non-qualiﬁed
retirement plans is also nineyears. Duke Energy defetmines 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 pension costs disclosed in the tables below for the
qualified, non-gualified and other post-retirernent benefit plans
represent the cost of the respective plan for the periods presented.
However, portions of the net pedodic pension costs (benefits)
disclosed in the tables have been capitalized 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 Carolinas. Additionally, Duke
Energy Carolinas is allocated its proportionate share of pension and
ather post-retirement benefit cost for employees of Duke Energy's
shared services affiliate that provides support to Duke Energy
Carolinas. These allocated amounts are included in the govemanoe
and shared services costs discussed in Note 13.
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Reconciliaﬁ'on of Funded Status to Net Amount Recognized:
Qualified Pension Plans

As of and for the Years

Ended December 31,
(in miliions) 2011 2010
Change in Projected Benef it Obligation ) .
Obfigation at prior measurement date $1,786  $1,737
Service cost 37 36
Interest cost 85 91
Actuarial losses 20 57
Transfers _ {8) &Y
Plan amendments 13 =
Benefits paid {105) (130)
Obiigation at measurement date $1,831 $1,786

The accumulated benefit obligation was $1,787 millicn and
$1,743 million at December 31, 2011 and 2010, respectively. -

As of and for the Years
Ended December 31,

- 2011 2010

(in millions}
Change in Fair Value of Plan Assels
Plan assets at prior measurement date

$1,837 351602

Actual retum on plan assets 60 212
Benefits paid : (105) (130
Transfers {5) (5)
Ernpioyer contributions 33 158

Plan assets at measurerment date $1,820 $1,837
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Amounts Recognized in the Consofidated Balance Sheets:
Qualified Pension Plans '

The following table provides the amounts related to Duke
Energy’s Carolinas’ qualified pension plans that are reflected in Other
within Investments and Other Assets on the Consohdated Balance ‘
Sheets at December 31, 2011 and 2010:

As of and for the Years

Ended December 31,
(in millions) 2011 2010
Prefunded pension cost .5 — $51
Accrued pension lizhility (11) —

The following table provides the amounts related to Duke Energy
Carolinas’ qualified pension plans that are reflected in Othér 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
Regulatory assets $693 $628

* Of the amounts above, $46 millien of unrecognized net
actuarial loss and $1 million of unrecognized prior service cost will be
recognizéd In net periodic pension costs in 2012.

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 millions) 2011 2010
Projected benefit abligation $— $—

Accumulated benefit obligation

The discount rate used to determine the cument year other post-
retirernent benefits obligation and following year's other post-
retirement benefits expense is based on a bond selection-settiement
portfciio approach. This approach develbps 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 bond portfolio is derived from a universe of
non-callable corporate bonds rated Aa quality or higher. After the
bond portfolic is selected, a single interest rate is determined that .
equates the present valug of the plan's projected bensfit payments
discounted at this rate with the market value of the bonds selected.

Non-Qualified Pension Plans

Components of Net Penodlc Pension Cpsts as allocated by Duke
Energy: Non-Qualified Pension Plans -

For the Years Ercled

December 31,
(in millions) 2011 2010 2009
Armortization of prior service cost $— $1 $1
Interest cost on projected benefit abligation 1 1 1
%1 $2 $2

Net pericdic pension costs

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

For the Years Ended
. December 31,
2011 2010
(in millicns}

$—

Regulatary assets, net increase $3

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

Fair value of plan assats — —
As of and for the Years
. Ended December 31,
Assumptions Used for Pension Benefits Accounting {in millions) 2011 2010 o
- As of December 31, Change in Projected Benefit Obligation . . :
{percentages) 2011 2010 2009 Obfigation at prior measurement daie $21 $22 i
. Transters (0 o
Benefit Obligations Interest cost - 1 1
Discount rate 5.10 500 5-50 Actuzrial losses —_— 1 !
Salary Increase (graded by age) 440 410 450 genefits paid (@ 3 1
‘2011 2010 2009  Obligation at measuremenit date $18 $21 : i
Net Periodic Benefit Cost . E Change in Fair Value of Plan Assets ' “
Discount rate 500 550 6.50  Benefits paid $@3) 3 ‘
Salary increase 410 450 450 Employer contributions 3 3
Expected long-term rate of return on plan N — —
accets 825 850 8.50 Plan assets at measurement date 3 $
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The accumulated benefit obligation was $17 million and $20
million at December 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 refated to Duke Energy
Carolinas’ 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) o - 72011 - 2010
Accrued pension liabiiity@@ o $18)  Hz1)

ta) Includes $3 millicn and $5 million recognized in Other within Current Liabiites on the
Consclidated Balance Sheets as of Decemnber 31, 2011 ahd 2010, respectively,

The following table provides the amounts 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
Regulatory assets $3 $3

Of the amounts above, an 'insigliiﬁcant amo'Lmt will be
recognized in net periodic pension costs in 2012.

Additional Information: Non-Qualified Pension Plans

Information for Pians with Accumulated Benefit Obiigation in
Excess of Plan Assets as aliocated by Duke Energy

As of December 31,
' S 2011 2010
‘ ‘ {in millions)
Projected benefit obligation - $18 $21
Accumulated benefit obligation .17 20

Fair value of plan assets — —_

Assurnptions 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 5,00 550 650
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, based on a bond selection-settiement

portfolio approach. This approach develops a discount rate by
selecting a portfolio of high quality corporate bonds that generate

v

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 portfolic is selected, a single interest rate is determined that
equates the present value of the plan's projected benefit paymenis
discounted at this rate with the market value of the bonds selected.

Other Post-Retirement Benefit Plans

In conjunction with Duke Energy, Duke Energy Carclinas
provides some health care and fife insurance benefits for retired
employees on a contributory and non-contributery basis. Employees
are eligible for these benefits if they have met age and service
requwements at retrrement as defined in the plans.

Th&se benefit costs are accrued over an employee's active
service penod t the date of full benefits eligibility. The net ‘
unrecognized transition obligation is amortized over 20 years.
Actuarial-gains and losses are amortized over the average remaining
senvice perlocl of the active employees. The average remaining service
peno_d of the active employees covered by the plan is ten years.

Components of Net Periodic 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 accumuiated post- retlrement . . o
benefit obligation 16 17 21
Expected return on plan assets (10) (10 {11}
Amortization of prior service credit {S) %) (5)
Amortization of riet transition fiability g 9 9
Amortization of actuarial loss 2 3 1
Net periodic 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
Plans

For the Years Ended
December 31,

2011 2010

. {in miltions)
Regulatory assets, net (decrease) increase . %12 $49
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Reconciliation of Funded Status to Accrued Other Post-Retirement
Benefit Costs

As of and for the Years
) Ended December 31,

{fn millions) 2011 2010
Change in Benefit Obligation
Accumuiated post-retirement benefit obligation at :

prior measurement date . $326 $338
Service cost 2 2
interest cost 16 17
Plan participants’ contributions 21 24
Actuarial gain (12} (14)
Transfer (1} 48]
Plan transfer - (1) o
Benefits paid Y {44)
Early ratiree reinsurance program subsidy 2 e
Accrued retiree drug subsicdy 3 - 4
Accumulated post-retirernent benefit obligation at

measurernent date $312 - $326
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $125  $114
Actual retum on plan assefs 2 13
Benefits paid ' : @) {44}
Employer contributions : : 16 : - 18
Plan participants’ contributions - L 21 . 24
Plan assets al measurement date $120 $125

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

The foflowmg table pravides the amounts related to Duke Energy
Carolinas’ other post-retirement benefit plans that are reflected in
Other within Deferrad Credits and Cther Liabilities on the
Consolidated Balance Sheets at December 31, 2011 and 2010: |

1 As aof December 31,
{in miliions) 2011 2010
Accrued other post-retirement liability $(192) $(201)

The following table provides the amounts related to Duke Energy
Carolinas’ cther post-retirement benefit plans that are reflected in
Other within Regulatory Assets and Deferred Debits on the S
Consolidated Balance Sheets at December 31, 2011 and 2010:

. \ “As of Decernber 31,
{in millions) : 2011 2010

Regulatory assets . $37 $49
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Of the amounts above, $6 million of unrecognized nat transition
obligation, $3 million of unrecognized lossas and $5 million of
unrecognized 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) o 2011 2010 2009
Determined Benefit Obligations '
Discount rate 5.10 5.00 5.50
2011 2010 2009

Determined Expense ‘
Discount rate 5.00 5.50 650
Expected long-term rate of retum on

plan assets 5.36-8.25 5.53-850 5.53-8.5C

Assumed tax ratete 35.0 35.0 350
(a) Applicable to the health care portion of funded post-retirement benefits.

The discount rate used to determine the current year other post-
retirement benefits obligation and following year's other post-
retirement benefits expense is based on a hond selection-settlement
portfolia approach. This approach develops a discount rate by
selecting a porfolic 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
nen-callable corporate ‘bonds rated Aa quality or higher. After the
ond portfolio is selected, a single Interest rate is determined that
eduat&s 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 2010
8.75% 8.50%

Health care cost trend rate assumed for next year

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

Yaar that the rate reaches the ultimate trend rate

5.00% 5.00%
2020 2020

Sehsitivity to Changes in Assiimed Health Care Cost Trend Rates

1-Percentage- 1-Percentage-
(in millions) PeintIncrease  Point Decrease
Effect on total service and interest :
costs s : ‘ $1 $ (1)
Effect on post-retirement benefit .
obligation . 13 (12)
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Expected Benefit Payments: Defined Benefit Retirement Plans

The following table presents Duke Energy's expected benefit
payments made on behalf of Duke Energy Carolinas to participants in
its qualified, non-qualified and other post-retirement benefit plans
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. '

Cther Post-

Qualified Non-Qualified Retirement
(in millions) Plans Plans  Plans® Total

Years Ended December 31, :
2012 $185 $ 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

(a) Duke Energy expects to receive on behaif of Duke Enzrgy Carolinas, future subsidies
under Medicare Part D of $2 million in each of the years 2012-2C16 and a total of $9
million during the years 2017-2021,

Employee Savings Plans

Duke Energy sponsors, and Duke Energy Carolinas participates
in, an emplayee savings plan that covers substantially all U.S.
employees, Duke Energy contributes a matching contribution equal to
100% of employee before-tax and Roth 401 (k) contributions, of up
10 6% of eligible pay per pay period. Duke Energy Carciinas expensed
pre-tax plan contributions, as allocated by Duke Energy, of $37
million in 2011, $36 million in 2010 and $36 million in 2009.

DUKE ENERGY OHIO
Duke Energy Retirement Plans.

Duie Energy Ohic participates in qualified and non-qualified

. defined benefit pertsion plans and other post-retirement benefit plans
spensared by Duke Energy. Duke Energy allocates pension and ather
post-retirement abligations and costs related to these plans to Duke
Energy Chio.

Nat periodic benefit cost disclosed in the tables below for the
gualified, non-qualified and other post-retirernent benefit plans
represent the cost of the respective plan for the periods presented.
However, portions of the net periodic benefit cost disclosed in the
tables have been capitalized 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-refirement benefit cost allocated to Duke
Energy Ohio. Additionally, Duke Energy Chio is atlocated its
proportionate share of pension and other post-retirement benefit cost
for employees of Duke Energy's shared services affiliate that provides
support to Duke Energy Ohio. These allocated amounts are included
in the governance and shared services costs discussed in Note 13.

Qualified Pension Plans

Duke Erergy's qualified defined benefit pension plans cover
substantially ail employees meeting certain minimum age and service
requirements. The plans caver most employees using a cash balainc;e'
formula. Under a cash balance formula, a plan participant
accumulates a retirement benefit consisting of pay credits that are
hased upon a percentage {which varies with age and years of service)
of current eligible earnings and current interest credits. Certain legacy
Cinergy employees are covered under plans' that use & final average
earnings formula. Under a final average eamings formula, a plan
participant accumulates a retirement benefit equal 1o a percentage of
their highest 3-year average eamings, plus a percentage of their
highest 3-year average eamings in excess of coverad compensation
per year of participation {maximum of 35 years), plus a percentage of
their highest 3-year average earnings times years.of participation in
excess of 35 years. Duke Energy Chio also patticipates in Duke
Energy sponsored non-qualified, non-contributory defined benefit
pension plans which cover certain executives.

Duke Energy's policy is to fund amounts on an actuarial basis tc
pravide assets sufficient to meet benefits to be paid to plan
participants. The following table includes information related to Duke
Energy Ohio's contributions to Duke Energy’s qualified defined benefit
pension plans. :

Years enced Decernber 31,
{in millions) 2012 2011 2010 2009
Contributions made -~ $48  $45 3210
Anticipated contributions ) $29 — — —

Actuarial gains and losses are amortized over the average
remaining service period of active employees. The average remaining
service period of active employees covered by the gualified retirsment
plans is ten years. The average remaining service period of active
emplovess covered by the non-ouzlified retirement plans is also ten
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 over five years. '
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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 Decernber 31, 2011 and 2010, respectively.

For the Years Ended As of and for the Years Ended
Decamber 31, December 31,

{in millions) 2011@. 2010@ 2009 (in milions) 2011 2010
Service cost $7 $7 %8
Interest cost on projected benefit Change in Fair Value of Plan Assets ‘

obiigation 32 a3 38 Plan assets at prior measurement date $565 $557
Expected retum on plan assets (a4} (44 (43)  Actual return on plan assets 6 65
Amortization of prior service cost 1 1 L1 Transfers (17} {54y
Amortization of actuarial loss 7 4 —  Benefits paid : 37 (48)
Other 2 2 2 Employer contributions 48 45
Net pericdic pension costs ] $5 ¢$3 36 Plan assets at measurement date $565 $565

{a) These amounts exclude $7 mitlion, $7 million and $4 million for the years ended
Decermber 31, 2011, 2010 and 2009, respectively, of regulatery asset amortization
resulting from purchase accounting adjustments associated with Duke Energy's merger
with Cinergy in April 2006. : s .

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

For the Years Ended

Amounts Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

Tie following table provides the amounts related to Duke Energy
QOhio's qualified pension plans that are reflected in Other within
Deferred Credits and Other Liabilities on the Consolidated Balance
Sheets at December 31, 2011 and 2010:

_ December 31, As of and for the Years Ended
(in millions) ) ) 2011 2010 _ December 31,
Regulatory assets, net increase - %11 $6  (inmilions) o 2011 2010
. Accumulated other comprehensive {income) loss B
Deferred income tax asset 1 4 Accrued pension liabilty $62) $(86)
; AR no th - ‘ ‘
,:%L;?tr;;t!gzso(fg;%n; ir;':] ggﬂ;‘r?agi bzgs;esar ]ig) % The following table _prowdes’the amounts related to Duk_e Energy
Amortization of prior year arior service cost — (1)  Ohio's qualified pension plans that are reflected in Cther within
Net amount recognized in accumulated other Regulatory Assets and Deferred Debits and AOCI on the Consolidated
comprehensive {income) loss $8 $(7) Bafance Sheeis at December 31, 2011 and 2010:

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

 Asof and for the Years Ended
December 31,

{in milficns} 2011 2010
Change in Projected Benefit Obligation
Obiigation at prier measurement date $651 $689
Service cost 7 7
Interest cost - . 32 33
Actuarial (gains) losses ‘ @ 24
Plan amendments - —
Transfers 17 (&4
Benefits paid (37) (48)
Ctligaticn at measurement date $627 © $651

. ‘ . As of December 31,

(in miltions) : 2011 - 2Ci0
Regulatory asseis ' $122 $111
Accumulated Other Comprehensive (Income) Loss

Deferred inceme tax asset $(%» 518

Prior service cost 1 1

Net actuarial foss 52 - 45
Net amount recognized accumulated other

comprehensive loss (income} $ 38 $ 30

Of the amounts above, approximately $9 million of
unracognized net actuarial loss and approximately $1 million of
unrecognized prior setvice cost will be recognized in net periodic
pension costs in 2012, i
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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 millions} 2011 2010
Projected benafit obligation $— $651
Accumulated henefit obligation : C—- 616
Fair value of plan assets — 565

Assumptions Used for Pension Benefits Accounting

As of December 31,

(percentages) 2011 2010 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 410 450 450
Expected long-term ate of return on plan

assats

825 8B0 850

The discount rate used to determine the current year other post-
retirement benefits obligation and following year's other post-
refirement benefits expense is based on a bond selection-settlement
partfolio aporoach. This approach develops a discount raté 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 hond portfolia is derived 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 projectad benefit payments
discounted at this rate with the market value of the bonds selacted .

Non-Qualified Pension Pians

‘Components of Net Periodic Pension Costs as allocated by Duke

Energy: Non Quaalified Pension Plans

Duke Energy Ohio's non-gualified pension plan pre—tax net
periodic pensicn benefit costs as allocated by Duke Energy was -
insignificant for the vears ended December 31, 2011, 2010 and
2009,

. Other Changes in Plan Assets and Pi'oiécted Benefit Obligations

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

Duke Energy Ohic's non-qualified pension plan Other Changes
in Plar Assets and Projected Benefit Obligations Recognized in
Regulatory Assets and Accumulated Other Comprehensive Income as
allctated by Duke Energy was insignificant 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 Decemnber 31,
{in millions 2011 2010
Change in Projected Benefit Obligation :
Obiigation at prior measurement date $6 $4
Service cost ‘ - —
Interest cost ’ — —
Actuarial losses : n 3
Benefits paid {1) D
Obiligation at measurementﬂdate $4 $6
Change in Fair-Value of Plan Assets S
Benefits paid - : B 19)) ~${0
Empioyer contributions ) : ’ 1 1
Plan assets at measurement date $— $—

The accurmulated benefit obligation was $4 million and $6
mifion at Decernber 31, 2011 and 2010, respectively,

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

The following table provides the amounts retated o Duke Energy
Ohio’s non-qualified pension plans that are reflected in Other within

" Deferred Credifs and Cther Liabilities on the Consolidated Balance

Sheets at December 31, 2011 angi 2010:

As of Dedermber 31,

(in millions) 2011 2010
Accrued pension lability® $(4) $(6)

(a) Includes $1 million raoo:gn\'md in Other within Current Liabilities on the Consalidated
Balance Shegts as of both December 31, 2011 and 2010.

Amounts related to Duke Energy Ohio's non-qualified pension
plans that are reflected in Cther within Regulatory Assets and
Defecred Debits and AQC! an the Consalidated Balance Sheets were
Insignificant at December 31, 2011 and 2010. '

. Additional Information: Non-Qualified Pension Plans

information for Pians with Accumulated Benefit Obligation in
Excess of Plan Assets as allocated by Duke Energy

As of December 31,
(inmillions) 2011 2010
Projected benefit obiigation $4 %6
Accumuiated benefit obiigation 4 6

Fair value of plan assets ) —_ —

The discount rate used to determine the current year other post-
retirement benefits ohligation and following year's other post-
retirernent benefits expense is based on a bond selection-settlernent
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(a} These amounts exclude $2 million for each of the years ended Decemnber 31, 2013,

portfolic approach. This approach develops a discount rate by 2010 and 2009 of reglatory asset amortization resuiting fom porchase accounting

selecting a portfolio of high guality corporate bonds that generate adjustments associated with Duke Energy's merger with Cinergy In April 2006.
sufficient cash flow o provide for the profected henefit payments of ) . .

the plan. The selected bond portfalio is derived from a universe of Other Changes in Plan Assets and Projected Benefit Obligations
non-caltable corperate bonds rated Aa.quality or higher. After the Recognized in Accumulated Other Comprehensive Income,
bond portfolio s selected, a single interest rate is determined that - Regulatory Assets and Regulatory Liabilities: Other Post-
equates the present value of the plan's projected benefit payments Retirement Benefit Plans _ -

discounted at this rate with the market value of the bonds selected. For the Years Ended

| ‘ . ) Decernber 31,
Assumptions Used for Pension Benefits Accounting (in milliors) " - ot L2011 2010
As of December 31, Regulatory liabifities, net decrease ‘ L1 IR
(percentages) ’ 2011 2010 2009 Accumulated other comprehensive (incomelloss
— - - Deferred income tax liability . RRTI V) 3
Benefit Obligations S : Actuariai foss {gain) arising during the year 2 £3)
Discount rate 510 500 55C Amortizatian of prior ver actuarial gains - 1 1
Salary increase 440 .4.10 4.50 —— - -
— Net amount recognized in accumulated other o
Net Periodic Benefit Cost comprehensive (income)/loss $2 $1
Discount rate 800 550 650
Salary increase 4.10 450 450 v
Reconciliation of Funded Status to Accrued Other Post-Retirement
Other Post-Retirement Benefit Plans Benefit Costs
- As of and for the Years
- Duke Energy Ohic participates In other post-retirement benefit Ended December 31,
pians sponsorad by Duke Energy. Duke Energy provides certain (in millions) 2011 2010
heaith care and life insurance benefits to retired employees and their Change in Benefit Obligation - . .
eligible dependents on a contributory and non-contributory basis. Accumuiated post-retirement benefit Ob"Eat'On o
These benefits are subject to minimum age and service requirements. at prior measirement date $66 $70
. . - Service cost 1 1
The health care benefits include medical coverage, dentat coverage, Interes: cost - 3 3
and prescription drug coverage and are subject to certain limitations, Plan participants’ contrlbutlons & P T
. such as deductibles and co-payments. These benefit costs are Actuarial foss - 2
acCrued over an employse’s active service period to the date of full Transfers 4] )
benefits eligibility. The net unrecognlzed transmon abligaticn is Benefits paid : et @ )
amortized over 20 years. : Accumulated post-retirement benefit obhgat\on
Actuarial gains and losses are amomzed over the average at measurement date $61 $66
remaining service period of the active employess. The average - Change in Fair Value of Plan Assets '
remaining service period of the active employees covered by the plan Plan assets at prior measurement date , $8 %7
is 10 years. Duke Energy did nct make any contributions to its other Actual return on plan ssets e - 2
s 1 years. TR y cor Benefits paid ®) (5)
post-retirement plans in 2011, 2010 or 2009. . Employer contributions ‘ : 8 - 3
Plan participanis’ contributions ’ 1 -1
Components of Net Periodic Other Post-Retireinent Benefit Costs Plan assets at measurement date $9° $8
as allocated by Duke Energy . . ] ) -
For the Years Ended
. . © Detember 31,
{in miions) ' 2011@  2010®  2009@
Service cost 51 $1 $1
Interest cost on accumulated post- :
retirement benefit obligation 3 3 4
Expected return on plan assets (1} (1} (1}
Amortization of prior service credit . {1) (1) {1)
Amortization of actuarial gain ] 2 {2) (2
Net pericdic other post-retirement bensfit .
costs $— $— %1
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Amounts Recogmzed in the Consolidated Balance Sheets: Qther
Post-Retirement Benefit Plans

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

- As of December 31,
{in millions) 2011 2010
Accrued other post-retirement liability®@ $(52) $(58)

Sensrhwty to Changes in Assumed Health Care Cost Trend Rates.

1-Percentage- 1-Percentage-
{in millions) Point Increase ~ Point Decrease
Effect on total service and interest
costs $1 $ ()
Effect on post-retirement benefit ) o .
obligation . _ .18 (16}
Expected Benefit Payments -

{a) Inctudes $2 million recognized in Other within Currert Lisbilities on the Consofidated.
Balance Sheets as of both December 31, 2011 and 2010.

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

As of December 31,
(in millions} 2011 2010
Regulatory liabilities $19 $ 20
Accumulated other comprehensive income
Deferred income tax liability $4 $ 5
Prior service credit 1) (1
-Net actuarial loss gain © {12)
Net amount recognized in accumulated other .
comprehensive {income)loss $ (6) $ (8

Of the armounts above, $2 million of unrecognized gains and $1
million of unrecognized 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
_ Benefit Obligations
Discount rate 510 500 550
Net Periodic Benefit Cost - .
Discount rate 500 550 650
Expected long-term rafe of retum on plan » o ’
assets 825 850 . 850
Assumed Heatth Care Cost Trend Rate
2011 2010
Health care cost trend rate assumed for next year 8.75% 8.50%
Rate to which the cost trend is assumed to decline {the
ultimate trend rate) 5.00% 5.00%
2020 2020

Year that the rate reaches the ultimate trend rate

The following table preserits Duke Enetgy’s expected benefit
payments made on hehalf of Duke Energy Ohio to participants in its
gualified, non-qualified and other post-retirement benefit plans over
the next 10 years, which are primarily paid out of the assefs of the
various trusts. These benefit payments refiect expected future service,
as appropriate. ‘ ‘

Other Post-
Qualified Non-Qualified Refirement
{in mifkions} Plans Plans . Plans  Total
Years Ended December 31, '
2012 . $45 51 $5 %52
2013 : 45 1. . 5 .51
2014 44 1 6 51
2015 ) 43 i 6 50
2016 . 44 1 6 51
-~ 2017 - 2021 241 3 27 271
Employee Savings Plans-

" Duke Energy sponsors, and Duke Energy Ohic participates in,
an employee savings plan that covers substantially alf U.S..
employees. Duke Energy contributes a matching contribution equal to
100% of employee before-tax and Rath 401 (k). employee
contributions, of up to 6% of eligible pay per period, Duke Energy
Ohio expensed pre-tax plan contributions, as allocated by Duke
Energy, of $4 million in 2011, $4 million in 2010 and $4 million in
2008.

DUKE ENERGY INDIANA
Duke Energy Retirement Plans.

Duke Energy indiana participates in qualified and nonquahf ied
defined benefit pension plans and other post-retirement benéfit plans
sponsored by Duke Energy. Duke Energy allocates pension and other
post-retirement obligations and costs related to these plans to Duke
Energy Indiana.

Net periodic benefit cost disclosed below for the qualn‘lsd
non-gualified and other post-retirement benefit plans represent the
cost of the respective plan for the periods presented. Hawever,
portions of the net periodic costs disclosed have heen capitalized as-a
component 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 pensicn
and cther post-retirernent benefit cost allecated to Duke Energy
Indiana. Additionally, Duks Energy Indiana is allocated its
proportionate share of pension and other post-retirement benefit cost
for employees 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
substantizlly all employees meeting certain minimum age and service
requirements. The plans cover most employees using a cash balance
formula. Under a cash balance formula, a pian participant
accumulates a retirement benefit consisting of pay credits that are
based upen a percentage (which varies with age and years of service)
of current eligible eamings and current interest credits. Certain tegacy
Cinergy employees are covered under plans that use a final average
eamnings formuia. Under a final average eamings formula, a pan
participant accumulates a retirement benefit equal to a percentage of
their highest 3-year average eamings, plus a percentage of their

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

For the Years Ended
December 31,
{in millions} 2011 2010 2009
Service cost : $11 $11 % 9
Interest cost on projected benefit obligation 30 32 - 33
Expected refuim on plan assets . {45) (45) (42)
Amortization of prior service cost 2 2 2
Amortization of actuarizl loss 14 12 5
Other 2 2 2
Net pericdic pension costs $14 314 $ 9

GCther Changes in Plan Assets and Projected Benefit Obligations

Recognized in Regulatory Assets 7
Fer the Years Ended
December 31,
{in millions) 2011 2010
Regulatory assets, net increase (decrease) $5 $(4)

Recongciiiation of Funded Status to Net Amount Recognizgd:
Qualified Pension Plans '

As of and for the Years Ended
highest 3-year average eamings in excess of covered compensation December 31,
per year of participation {maximum of 35 years), plus a perogntage Qf (i millions) 2011 ' 5010
their highest 3-year average eamings times years of participation in
excess of 35 years. Duke Energy Indiana also participates in Duks Change in Projected Benefit Obligation
Energy sponscred non-qualified, non-contributory defined benefit Obligation af prior measurement date 3628 $602
pension plans which cover certain executfves. Service cost 11 11
Duke Energy’s policy is to fund amounts on an actuarial basis to ~ Inferest cost _ . 30 32
provide assets sufficient to meet benefits to be paid to plan Actuarial (gains) lasses B an .- 3z
L . , . . Plan amendments {1) 2
participants. The following table includes information related to Duke Transfers 1 7
Energy Indiana’s contributions to Duke Erergy’s gualified defined Benefits paid . ' (45) (44)
benefit pensicn plans. Cbligation at measurement date $613 $628
Years ended
December 31, The accumulated benefit abligation was $582 million and
fin millions) _ 2012 2011 2010 2000  $578 million at December 31, 2011 and 2010, respectively.
Contributions made — %52 $46 3140 As of and for the Years Ended
Anticipated contributions $24 -— — — Decemnber 31,
o _ “(in millions) 2011 2010
'A(.:tuana! _galns e%nd losses arg amortized over the average Change in Fair Value of Plan Assefs . =
remaining service period of the active e_mployees. The average Plan assets at prior measurement date $565 $505
remaining senvice period of the active employees covered by the Actuz) return on plan assets 9 65
qualified refirement plans is 10 years. The average remaining service Benefits paid | (45) (44)
pericd of the active employess covered by the qualified retirement Transfers 1 Y
plans is also 10 years. Duke Energy determines the market-related Employer conributions ‘ 52 _ 46
value of plan assets using a calcutated value thai recognizes changes  Plan assets at measurement date $582 $565

in fair value of the plan assets over five years.
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Combined Notes to Consolidated Financial Statements — (Continued).

Amounis Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

The following table provides the amounts related to Duke Energy
Indiana's qualified pension plans that ars reflected in Other within
Deferred Credits and Cther Liakilities on the Consolidated Balance
Sheets at December 31, 2011 and 2010:

As of and for the Years Ended December 31,
2011 .. 2010
$(31) $(63)

(in millicns}

Accrued pension liability

The following table provides the amounts related to Duke Energy
Indiana’s qualified pension plans that are reflected in Other within
Reguiatory Assets and Deferred Debits on the Consolidated Balance
Sheets at December 31, 2011 and 2010: . .

As of December 31,

(in millions) 2011- 2010
Regulatory assets - $224

$229

Additional Information: Qualfﬁed Pension Plans

information for Plans with Accumulated Benefit Obligation in

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

Non—Qualified Pension Plans

Componenis of Net Periodic Pénsion Costs as allocated by Duke
Energy Non Qualified Pension Plans

Duke Energy Indiana’s non—quallfred pensicn plan pre-tax net
periodic pensicn 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 enced

December 31,
(in miflions) 2011 2010
Regulatory assets, net (decrease) increase %1

Recanciliation of Funded Status to Net Ambunt‘R‘ecognized:_
Non-Qualified Pension Plans

As of and for the Years

Excess of Plan Assets as allocated by Duke Energy
o Ended Decemker 31,
As of December 31, {in milfions) - 2011 2010
{in millions) 2011 2010  Change in Projected Benefit Obligation o
Projected benefit oblgation $—  soog  Loweonalplormessuementate Se %f
Accumulated benefit obligation : C = s7g ~ Dcuanaliosses : L
Fair vaiue of pian assets LR — 565  Obligation at measurement date 35 " %6
_ Change in Fair Value of Plan Assets . '
Assumptions Used for Pension Benefits Accounting - . .. Benefits paid T g— s
As Qf' Decerhbe_r 31, Employer contributions _ ) - . —
2011 2010 2009  Flan assefs at measurement date $— $—
' o {percentages) The accumulated benefit obfigation was $5 miflion and $6
Benefit Obligations illion at December 31, 2011 and 2010, respective!
Discount rate . 510 500 550 2 onatbecemberd, an , respiectively.
Salary increase 440 410 450 _
-Net Petiodic Benefit Cost ) Amounts Recognized in the Consolidated Balance Sheets: ~
Discount rate 5.00 550 65¢  Non-Qualified Pensien Plans
Salary Increase 4.10 450 45C ‘ : o o
Expected long-term rate of retum on plan ‘ The following table provides the amountsrelated to Duke Energy
assefs 825 850 Indiena’s non-qualified pension plans. that are refiected in Other

8.50

The discount rate used to determine the current year other post-
refirement benefits obligation and following vear's other post-
retirament benefits expense is based cn a bond selection-settiement
portiolio approach. This approach develops a discount rate by '
selecting a portfolic of high quality corperate bonds that generate
sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bond portfolio is derived from a univarse of
non-callable corporate bonds rated Aa quality or higher. After the
bond portfclio is selected, a single interest rate is determined that
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within Deferred Credits and Other Liabilities on the Consolidated
Balance Sheats at December 31, 2011 and 2010: .

* As of December 31,
{in milions) 2011 = 2010
Accrued pension liabilirye $(5) $(6)

(a) Inctudes $1 milion recognized in Oﬁ'ler within Current Liakilities on the Consolidated
Balance Sheets as of both December 31, 2011 and 2010,
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The following table provides the amounts related to Duke Energy
Indiana's non-qualified pension pians that are reflected in Regulatory
Assats on the Consolidated Balance Sheets at Decem ber 31, 201 1
and 2010:

. As of December 31,
(in millions) 2011 2010
Regulatory assets - : %2 $3

Of the amounts above, an insignificant amount will be
recognized in net periodic pension costs in 2012,
Additional Information: Noﬁ-aualiﬁed Pension Plans

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

As of Decem ber 31,
{in millions} : 2011 . 2010
Projected benefit obligation ) $ 5. $6
Accumulated benefit-obligation T . -5 6

Fair value of plan assets . - —

Assumptions Used for Pension- Beneﬁts Accounting: Non-Qualified-
Plaris

) 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 rata 500 5580 650
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 based on a bond seléction-settlement
portfolio approach. This approach develops a discount rate by
selecting 2 portfolio 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
bend 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

" 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 retired employees and their
eligible dependents o a contributory and non-contributory basis.
These benefits are subject to minimum age and service requirements,
The health care benefits include medical coverage, denfal coverage,
and prescription drug coverage and are subject ta certain limitations,
such as deductibles and co-payments. These benefit costs are
accrued over an employee’s active service period to the date of full
benefits eligibility. The net unrecognized transition obligation is

-amortized over 20 years. Actuarial gains and losses are amortized

207

over the average remaining service pericd of the active employees.
The average remaining service period of the active employses covered
by the plan is 11 years. .

Components of Net Periodic Other Post- Retitement Beneﬁt Cost:
as allocated by Duke Energy :

For the Years Ended -
December 31,
(in milfions) 2011 2010 -2009
Service cost $1 - $1 51
Interest cost on accumilated post- -refirerert ]
benefit obligation 7 B 11
Expected retum on plan assets n -
Amortization of actuarial loss (gain) 2 - 1 2
INet periodic ather post-retirement benefit IR
costs . $9. $9 313

Cther Changes in Plan Assets and Projected Benefit Obligations
Recognizad in Regulatory Assets and Regulatory Liabilities: Other
Post- Retlrement Berefit Plans

_For the year ended

Decamber 31,
(in millions) 2011 2010
Reguiatory assefs, nef decrease 3N 30D

Regulatory llabilities, net increase (decrsasg} .+ 12 (€)
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Reconciliation of Funded 'Sta_tus o Accrued Other Post-Retirement
Benefit Costs

As of and for the Years

7 " Ended Decernber 31,

(in miltions} - 201t 2010
Change in Benefit Oblgation '
Accumulated post-retirement tenefit obligation

at prior measurement date $152- %154
Service cost ‘ i1
Interest cost . 7 a8
Plan participants’ confributions 4 3
Actuarial (gain) loss (17) 1
Benefits paid {14) {15}
Transfers — (1)
Early retives reinsurance program subsidy 1 -
Accrued retiree drug subsidy 1. 1
Accumulated post-retirement benefit obligation

at measurement date $135 $152
Change in Fair Value of Plan Assets :
Pian assets at prior measurement date $ 14 $ 13
Actual retumn 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 Sheats: Qther
Post-Retirement Benefit Plans

The following table provides the amounts related fo Duke Energy
Indiana’s other post-retirement banefit pians that are reflected in
Other within Deferred Credits and Other Liabilities on the

Consolidated Balance Sheets at December 31, 2011 and 2010:

' o "~ " As of December 31,
{in milliris) . 2011 2010
Actrued other post-retiremert liabitity@ $(121)  $(138)

" {a) .Includes an insignificart amount recognized in Other within Current Liabilities on the
Consclidated’ Balance Sheets as of both December 31, 2011 and 2010,

The follewing table provides the ameunts related to Duke Energy
Indiana's other post-retirement benefit plans that are reflacted in
Other within Regulatory Assets and Deferred Debits and within Other
within Deferred Credits and Other Liabilities on the Consclidated
Balance Sheets at Decernber 31, 2011 and 2C10:

As of Decernber 31,
2011 2010
(in miflions)
Regulatory assets $a3 $90
Regulatory liabilitias 70 58
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Assumptions Used for Other Post-retirement Benefits Accounting

As of Decemnber 31,

{percentages) 2011 2010 2009
Benefit Obligations :
Discount rate .10 500 550
et Periodic Benefit Cost
Discount rate 500 550 650
Expected long-term rate of return on plan

assets 825 850 850

The discount rate used to determing the current year other post-
refirement benefits obligation and fcllowing year's other post-
retirement benefits expense is based on a bond selection-settiement
portfolio approach. This approach develops a discount rate by
selecting a portfolio of high quality corporate bonds that generate
sufficient cash fiow to provide for the projected benefit payments of
the plan. The selected bond portiolio is derived from a universe of
non-cailable 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 value of the honds selectad.

Assumed Health Care Cost Trend Rate

2011 2010
Health care cost trend rate assumed for next year 8.75% 2.50%
Rats to which the cost trend is assumed to decline (the -
" ulimate trend rate) 5.00% 5.00%
Year that the vate reaches the ultimate trend rate 2020 2020

Sensitivity to Changes in Assumed Health Care Cost Trend

Rates )
1-Percentage-  1-Percentage-
(in mittions) Peint Increase  Point Decrease
Effect on fotal service and interest ‘
costs $1 $Q
Effact on post-retirement benefit
obligation 18 (16)
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Combined Notes to Consolidated Financial Statements ~ (Continued) -

Expected Benefit Payments The following cetails the components of income tax expense:
The following table presents Duke Energy's expected benefit
payments to participants on behaif of Duke Energy Indiana in its INCOME TAX EXPENSE :
qualified, non-qualified and other post-retiremant benefit plans over For the Year Ended
fhe next 10 years, which are primarily paid out of the assefs of the . December 31, 2011
various trusts. These benefit payments reflect expected future service, T Duke  Duke  Duke
as appropriate. . ’ Duke  Energy Energy  Energy
(in millions) Energy Carolinas Ohio Indiana
Non- Other Post- Current income taxes
Quaiified Qualified Retirerment Federal $(37) %122y $(5 $ 95
{in millions) Plans  Plans  Plans® Total State 21 30 1 42
- Foreign 164 — — —_
Years Ended December 31, : Total current income
2012 $ 46 $1 $12 % 59 taxes 148 (92) 94) 137
2013 43 1 13 57 Deferred income taxes :
2014 42 1 13 56 Federal 526 531 194 (38)
2015 42 1 13 56 State 56 40 2 (23
2016 43 1 13 57 Foreign 32 —_ —_ —
2017 - 2021 : © 223 3 61 2387 -
Tatal deferred income :
() Duke Enemy expects to receive future subsidies under Medicare Part D on behalf of - taxes 614 571 192 61)
Duke Energy indiana of $1 million in each of the years 2012-2016 and a total of $5
million during the years 2017-2021. ’ {investment tax credit : :
. amortization 1% @ 2 2
Emplayee Savings Plans . Tatal income tax expense
. included in Consoiicated _
Duke Energy sponisors, and Duke Energy Indiana participates Statements of Operations™ 752 $472 §$ 96  § 74
in, an employee savings plan that covers substantially all U.S. {a) Included in the “Total current income taxes” iine above are uncertain fax benefils
N . i relating primarily to certain temporary differences of $43 million at Duke Energy, $43
employees. Duke Energy contributes a matching contribution equaf to million at Duke Energy Carolinas, $3 milion at Duke Energy Ohio and $3 millicn at
100% of employee before-tax and Roth 401 (k) employee Duke Energy indiana. The offset io these temporary differences are inchaded in the

contributions, of up to 6% of eligibie pay per period, Duke Energy “Total d incorte tases’ ne above.

Indiana expensed pre-tax lplan contributions, as allocated by Duke
Energy, of $8 millicnin 2011, $6 million in 2010 and $5 million in
2009. '

22. INCOME TAXES

Duke Energy &nd its subsidiaries file income tax retums in the
U.5. with federal and various state governmental authorities, and in
certain foreign jurisdictions. The taxable income of Duke Energy and
its subsidiaries is reflected in Duke Energy's U.S. federal and state
income tax retums. These subsidiaries have a tax sharing agreement
with Duke Energy where the separate retum method is usad to
allocate tax expenses and benéfits fo the subsidiaries whaose
investments ot results of operations provide these tax expenses and
benefits. The accounting for incorne taxes essentially represents the
Income taxes that each of these subsidiaries would ihcur if it werea’
separate company filing ifs own tax return as a C-Corporation.
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DUKE ENERGY CORPORATION » DUKE ENERGY CAROLINAS, LLC * DUKE ENERGY. QHIO; INC. * DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

tal Included in the “Total current ncome taxes” line above are uneertain tax benefiis
relating primarily to certain temporary differences of $392 million at Duke Fremy,
$300 million at Duke Energy Carclinas, $3 miltion at Duke Energy Otio and $7
miflion at Duke Energy Inctiana, The offset to these temporary differences are included

in the “Tatal deferred income taxes” line above.

210

For the Year Ended For the Year Ended
December 31, 2010 December 31, 2009
Duke . Duke "Duke Duke Duke Duke
Duke Energy  Energy Energy Duke Energy  Energy Energy
{in millions) Energy  Carolinas Ohio  Indiana (in millions) "Energy  Carolinas Qhio  Indiana
Current income taxes Current income taxes -
Federal $ B $ 3 $107 (3 Federal $(271) $(128) ¢ 77 $ 2
- State 39. (2) 2} 16 State 3 27N 7 5
Foreign 125 — — — Foreign 96 - -— —
Total current . Total ¢urrent :
inccme taxes 159 1 115 13 Income taxes (172) (223) 84 7
Deferrad income taxes . Deferred income taxes ‘
Federal 639 388 6 123 Federal 767 518 g7 89
State 83 75 12 22 State 148 89 . - 7 22
Foreign 20 — — — Foreign - 27 - - —
Total deferred R Total deferred . ‘
income taxes 742 463 18 145 : incoma taxes ‘942 607 104 111
Investment tax Irvestment tax credit : .
credit o amortization {12} {7 {2y (&
amortization an o a - ) Total income tax expense
Total income tax expense from continuing : e
from continuing : operations 758 377 ‘185 116
operations g9C 457 132 . 156 Total income lax benefit
Total income tax benefit from discontinued
from discontinued _ operations (2) — —— —
operations (0 i — =~ Total income tax axpense
Total income tax expense included in
included in -~ Consolidated - -
Consolidated Statements of, o )
Statements of . Operations@ $ 756 $ 377 3186 $116
Operations@ $889 $457 $132 $156

la] Tncluded in the “Total current income taxes” line above are unceriain tax benefits
relating primarily to certain temporary differences of $92 miliion at Duke Eneray,
uncertain tax expenses of $42 million, $22 million and $20°million at Duke Energy -~
Carolinas, Duike Energy Ohio, and Duke Energy Indiana, respectively, The affset to
these temporary differences are Iincluded in the "Total deferred income taxes” line

above,

Duke Energy Income from Continuing Operations before Income

Taxes _
For the Years Ended
‘ December 31,
(in milfiens) 2011 2010 2009
Domestic $1,780 $1,731 $1,433
Foreign 685 479 398

Total income from continuing
operations before income taxes

$2,465 $2.21C

$1,831
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DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — {Continued)

Reconciliation of Income Tax Expense at the U.S. Federal

Statutory Tax Rate to the Actual Tax Expense from Continuing

Operations (Statutory Rate Reconciliation)

For the Year Ended
December 31, 2011
Duke Duke Duke
Duke Energy Energy  Energy
{in millions) Energy  Carolinas Ohio  Indiana
income tax expense,
computed at the statutory
rate of 35% $ 863 $457 $102 % 85
State income tax, net of
federal income tax
effect 50 - 46 (1) 13
Tax differentia! on
foreign eamings (44) — — —
AFLIDC equity income (91) (59} -~ (& (31)
Other items, net (26) 28 (3) 7
Total incoma tax
expense from
centinuing -
operations %752 $472 % 96 § 74
Effective tax rate 30.5% 36.1% 33.1% 30.6%
For the Year Ended
December 31, 2010
Duke Duke Duke
. Duke Energy  Energy  Energy
(in millions) Energy  Carolinas ~  Qhio  Indiana
income tax expense,
computed at the statutary )
rate of 35% $774 $454 3108 $155
Staie income tax, net of :
federal income fax
effect 82 48 14 26
Tax differential on
foreign eamings {22) — — —
Goodwil! impairment
charges 175 — 237 —
AFUDC equity income 82) {61) 2 (20)
Cther items, net (37) 216 - 9 (5
Total income tax .
expense from
continuing ‘ ‘ . .
operations $ 820 $457 $ 132 %156
Effective tax rate 40.3% 353% (43.0)% , 35.5%

)

ncome tax expense, computed at

For the Year Ended :
Cecember 31, 2009 i

Duke Duke  Duke

Duke  Energy Energy Energy
Energy Carolinas ~Ohio Indiana

{in millions)

the statutary rate of 35% $641 $378 $ (84 $1l1 E
State income tax, net of federal ’ i
incame tax effect 98 40 9 18 "
Tax differential on fareign ' o
eamings (18— — — £
Goadwill impairment charges 130 — 254 — !
AFUDC equily income (53) (44} 1 Q0 |
Cther items, net {42} 3 6 (3) i
Total income tax expense
from continuing :
operations $768 $377 5 186 $115 D
Effective tax rate 414%  34.9% (77.5)% 36.7% i

Valuation ailowances have been established for cartain foreign |
and state net operating loss carryforwards that reduce defarred tax x
assets to an amount that will be realized on a more-likely-than-not
basis. The net change in the total valuation allowance is included inn -
Tax differential on foreign eamings and State income tax, net of ;
federal income tax effect in the above tabie. B E

Net Deferred Income Tax Liability Components

For the Year Ended .
December 31, 2011 .

Duke Duke . . Duke
Duke Energy Energy Energy
Energy Carolinas Ohic  Indiana g

(in milfions)
2Deferred credits and other

liakitities $ 790 % 2285 ¢68% 92
Tax Credits and NOL - :
Carryforwardsta 230 199 -_ 95
Investments and other assats — — 3 -
Other 137 18 31 5
Totat deferred income tax ‘ -
assets 1,857 445 102° 192 .
Valuation allowance {144 - = = i
Net deferred income tax ' ‘
assets 1,713 445 102 192 J
investments and other assets (809) (7200  ~ 2
Accelerated depreciation rates  (6,989) (3,576) (1,706) - (968) ]
Regutatory assets and deferred : !
debits {1,219) {658) (2i6) {(136) 1
Total deferred income tax
liabilities (9,017) (4,954) (1,922} (1,106} |

Net defatred income tax

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

{a) See Tax Credits and NOL Carryforwards table below.
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DUKE ENERGY INDIANA, INC,

Combined Notes to Consolidated Financial Statements - (Continued)

Tax Credits and NOL Carryforwards Deferred Tax Assets (Liabilities)

(in millions} 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 o Duke ~ Energy  Energy  Energy
Afternative Minimum Tax Credits 145 Indefinits {in millions) Energy  Carolinas Ohic _ Indiania
Federal NCL 274 2031 :
State NOL® 47 2016 - 2031 Current deferred tax
Foreign NOL® 102 2015 - 2029; Indefinite assats, included i
{a) A valuation allowance of $41 million has been reconded on the State NOL other current assets $ 210 $ 46 § 33 $ .13
Camylorwards, as presentzd in the Net Deferred Income Tax Liability Components Non-current deferred -~
table. ) P
(5 A valuation aflowance’of $102 million has been recorded on the Foreign NOL Fax assei.s, included
Carryforwards, as presented In the Net Deferred incame Tax Liabillty Components in cther investments
table. . and other assets 67 — — - —-
Non-current deferred
Fer the Year Ended tax fiabilities (7,581) {4,555) (1,853) {927}
December 31, 2010 Total net deferrad
Duke Duke Duke income tax
Duke Energ( Energy Energy liabilities $(7,304} ${41509) $(1,820) ${914)
(in millions) Fnergy  Carclinas Ohio Indiana
For the Year Ended
Deferred credits and : December 31, 2010
cther liabilities $ 679 % 204 $ €1 % 70 :
Tax Credits and NOL Duke  Duke ° Duke
Caryforwards 554 52 — 100 Duke — Enemy  Enery  Eneray
Other 100 15 19 5 (in miflions) Energy  Carolinas Ohio Indiana
Total deferred . . '
income tax assets 1,333 271 - 80 175  Cument deferrsd tax
Valuation allowance (145) — assels, included in :
— - other current assets $ 23 $ 81 % g % 41
Net deferred income Non-current deferred
tax assets 1,188 271 80 175 tax assets, included
fvestments and other in other investments
assets . (781) (675) (11} (41) and oiher assets 101 — - -
Accelerated depreciation : Non-current deferred )
rates 6,052) (299%0) (1,529) {973) tax liabilities (6,978) (3,988) (1,640) (973)
Regulatory assets and T T
” otal net deferred
deferred debits (?96) (513) {171} (S3) income tax )
Total deferred liabilities $6,641)  $(3,907) $(1631)  $(932)
income tax . .
liabilities (7,829)  (4,178) (1,711) (_1,107) Deferred income taxes and foreign withhoiding taxes have not
Net deferred income : , been provided on undistributed eamings of Duke Energy's foreign
- tax liabilities $(6,641) $(3,907) $(1,631) % (932)

The above amounts have bgen classified in the Consclidated

Balance Sheets as follows:
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subsidiaries when such amounts are deemed o be indefinitely
reinvested. The cumulative undistributed earnings as of

December 31, 2011 on which Duke Enargy 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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Combined Notes {o Consolidated Financial Statements — (Continued)

Changes to Unrecognized Tax Benefits
For the Year Ended
December 31, 2011
Duke Duke Duke
Duke Energy  Energy Energy
(in miifions) 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 42 4 3
_ Gross decreases — ‘
tax positions in
priar pertods (18} 8 (5 (3)
Gross increases —
current period tax
positions 16 9 4 3
Settlements 4) — -— —
Total Changes 43 43 3 3
Unrecognized Tax '
Benefits —
Dacember 31, $385 $260 $32 $24
For the Year Ended
Pecember 31, 2010
Duke Duke Duke
Duke Energy  Energy Energy
{in millions) Energy  Carolinas Ohio - Indiana
Increasef{Decrease)
Unrecognized Tax Benefits
— January 1, $ 664 $ 517 $32 $23
Unrecognized Tax Benefits
Changes
Gross increases — tax
positions in prier
periods 36 14 15 7
Gross decreases — tax
positions in prier
periods (43) (7) {21) (13)
Gross increases —
current pericd tax
positicns 5 3 1 1
Seltlements {320% 310 2 (2
Total Changes {322) (300 (3 (7}
Unrecognized Tax
Benefits — .
December 31, $ 342 $217 $ 29 $21
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For the Year Ended
December 31, 2009 .
Duke Duke Duke
Duke Energy  Energy Energy
(in miflions) Energy  Carolinas Ohio  Indiana
Increasef{Decrease}
Unrecognized Tax Benefits
— January 1, $572 $482 $15 $ 9
Unrecognized Tax Benefits
Changes
Gross increases — tax
positions in prior
pericds 132 58 30 22
Gross decreases — tax
positions in prior
periods (38) (11) )] (1)
Gross increases -—
current period tax
positions 11 8 1 2
Settlements {13) — 5 (4)
Total Changes a2 55 17 19
Unrecognized Tax
Benefits -—
Decernber 31, $664 $517 $28

$32

The following table inciudes information regarding the Duke
Energy Registrants unrecognized tax benefits@.

Duke

(in miffions) Energy

Duke
Energy
Carolinas

Duke
Energy
Chio

Duke

Energy
Indiana

December 31, 2011

Amount that if
recognized, would
affect the effective tax
rate or regulatory
liabifity®

Amount that
recognized, would be
recorded as 2
component of
ciscontinued
cperations 11

121

115 - —

(a) The Duke Registrants do not anticipate a material increase or decrease in unrecognized

tax benefits in the next 12 months.

(b} Duke Energy and Duke Energy Carolinas are unable io estimaie the specific amoun
that would affect the effective tax rate or regulatory liability.
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Combined Notes to Consolidated Financial Statements — (Continued) - -

The following tables include irterest and penalties recogrized in

the consclidated statements of operations and the consolidated

balance sheets:

(in millions)

Duke
Energy

Duke
Energy
Caralinas

Duke .

Energy

" Qhio

Duke
Energy
Indiana

December 31, 2011

Net interest income
recognized related to
income taxes

Net interest expense
recognized related to
income taxes

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

Interest payable related
1o income taxes
included in the
consolidated balance
sheets

Accruals for the payment
of penalties included
in the consolidated
halance sheets

$12

$5

(in millions)

Duke
Energy

Duke
" Energy
Carglinas

Duka
Energy
Chio

Duke

Energy
Indiana

December 31, 2010

MNet interest income
recognized related to
income taxes

Interest receivable related
to income {axes
included in the
consolidated balance
shests

Inferest payable related td

income taxes included
in the consolidated
balance shesets
Accruals for the payment
of penaliies included in
the consolidated
balarice sheets

$25

33

$18

34

54

$5

{in millions)

Duke
Energy

Duke

Energy
Carolinas

Duke
Energy
Ohic

Duke
Energy
Indiana

Pecember 31, 2009
Net interest expense

recognized related to
. Income taxes

$7

$8

$5
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Duke Energy and its subsidiaries are ne fonger subject to U.S.
federal examination for vears before 2004. The years 2004 and
2005 are in Appeals. The Intemal Revenue Sewvice (IRS) is currently
auditing the federal intorme tax returns for years 2006 and 2007.
With few exceptions, Duke Energy and its subsidiaries are no longer
subiject to state, local or non-U.S. income tex examinations by tax
autharities for years before 1599. o ‘

23. SUBSEQUENT EVENTS

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

24. QUARTERLY FINANCIAL DATA (UNAUDITED}

Duke Energy .

{In millions,
except per’
share data)

" First
Quarter

Second
Quarter

Third
Quarter

Fourﬂ_1
Quarter

Total

2011
Operating
revenues
Operating
income
Net income
attributable
to Duke
"Energy
Corporation
Earnings per
share:
Basicta
Dilutedt=

2010

Operating
revenues

Operating
income
(loss)

Net income
(loss)
attributable
to Duke
Energy
Corporaticn

Eamings
{loss) per
share:
Basict
Diluteda!

$3,663

814

511

$ 0.38
$ 038

$3,594

761

445

$ 034
$ 024

$3,534

. 679

435

$ 033
$ 033

$3,287

14

(222)

$(0.17)
$(0.17)

$3,964

767

472

$ 035
$ 0.35

- $3945

©1,033

670

$ 051

$ 051

53,268

517

288

$ 0.22
$ 0.22

$3,445

681

427

$ 032
$ 032

' $14,529

2,777

1,706

$ 128
$ 1.28

$14272

2,461

1,320

$ 100
$ 1.00

(a) Quarterly EPS amounts are meant fo be stand-alone calculations and are not afways
atdifive to full-year amount due to rounding.
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Combined Notes to Consolidated Financial Statgments — (Continued)

The following table includes unusual or Infrequently occurring
iterns recorded by Duke Energy in each quarter during the two most

Duke Energy Carolinas

First  Second .. Third Fourth

recently completed fiscal years. All amounts discussad below are (Inmillions) - Quarter  Quarter  Quarter  Quarter ' Total
pre-tax unless otherwise noted. ’ ’ 2011
First Second  Third  Fourth  Operating :
(In millions) - Quarter - Quarter Quarter Quarter revenues $1,652 $1,607 $1,868 $1,466 -$6493
2011 Operating
Edwardsport IGCC income 363 331 541 245 1,430
: Net § 208 1 1 8
impairment (sea Note 4) $— $§ — S22 § — 28tlmgcome 0 193 3u 3 . 8
Emission Allowance - Operating
impairment (see Note 12) - = 09— T $1,545 31513 S1877  $1488  $6424
Energy efficiency revenue Operating
adjustment® — — — 59 income 347 313 521 264 1,445
Total $§— % — 53010 $-59 Net income 192 202 315 129 838
2010 ' : 5
VOI: rgtgag msz“;;::g:s (see The following table includes unusual or infrequently cccurring
Nete 19) : $68) $(76) 20 S 8 items recorded by Duke Energy Qarolmas in each quarter during
Cormercial Power . 2011 and 2010. All amounts discussed below are pre-ax unless
non-regulated Michwest otherwise noted. . ) g
generation goodwill .
impairment {see Note 12) - (oG .. — - . ) First  Second Third  Fourth
Micwest generation asset {In millicns) - Quarter Quarter Quarter  Quarter
and emission allowance: -
impairment (see Note 12} — {160} L o— — E::r;y effciency revene
Edyvardlsport lace adjustmentia $59
impaiment (see Note 4) — - (44) — :
Gain on sale of Investment 3010 ’
in G-Comm (see Note 13) — — - 109 Oﬁgtzgmsee‘fg:;f:s -
Gain on sale of DukeNet . .
(see Note 3) — — — 139 Note 19) $42) $(43) $013) $(Q1)
Total $68) $(738) $ &N $240 (a) I the fourth quarter of 2011, Duke Energy Carofinas recorded $59 miltion of

fa} Inthe fourth quarter of 2011, Duke Energy recorded $59 million of previousty deferred
revenue resulting from the receipt of an order from the NCUC which allowed the
recagnition of revenue in excess of amounts bifled to customers.,

215

previously deferred revenua resulting from the recelpt of an order from the NCUG whicH
allowed the recognition of revenue in excess of amounts billed to customers.
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Combined Notes to Consolidated Financial Statements — (Continued)

Duke Energy Ohio Duke Energy Indiana
First  Second Third Fourth First  Second Third Fourth
{In milions) Quarter ~ Quarter Quarter - Quarter Total  {In millions) Quarter  Quarter Quarter  Quarter Total
2011 2011
Operating Operating .
revenues $879 $694 $838 $770 $3,181 revenues $659 $620 - $718 $625 $2622
QOperating Cperating
income 135 59 116 65 375 income
Net income 73 33 - 51 a7 194 (loss) 130 109 (42) 85 282
2010 Net income N )
Operating ) {loss} 76 68 (31 55 - 168
revenues $577 $ 649 $923 $780 $3,329 2010 )
Operating Operating ’
income revenues $610 $579 $694 $637 $2,520
(loss} 222 (781) 279 55 (225)  Operating i
Net income income 121 109 149 127 506.
(loss) 130 (759) 176 12 (441)  Netincome 70 57 a2 66 - 28%

The following table includes unusual ¢r infrequently occurring

The following tzble includes unusuaf or infrequently occurning

items recorded by Duke Energy Ohio In each quarter during the two items recorded by Duke Energy Indiana in each quarter during the
most recently completed fiscal years. All amounts discussed below two mast recently completed fiscal years. All amounts discussed
are pre-tax unlgss otherwise noted.

below are pre-tax unless otherwise noted.

Fourth First Second Third Fourth

First  Second Third
{In miflions} Quarter Quarter Quarter Quarter (In miliicns} GQuarter Quarter Quarter Guarter
2011 2011 ’ :
Emission Allowance Edwardsport IGCC ’ :
impairment (see Note 12) $— % — $(79) $ — impairment {see Note 4) $— $— 3222 $—
2010 2010
Veluntary severance Volurtary severance
program expenses (see : ] program expenses (see
Note 19) $11 3 Qo $ @ $ (D Note 19) $(10} $18) 3 A $ @@
Commercial Power ' Edwardsport IGCC e
non-regulated Migwest impairment {see Note 4) — — (44) —
generation goodwil! .
rmpairent (see Note 12) _ (461) . _ Total ‘ $(10} $(16)  $ 47N $ @
FE&G Ohio T&D goodwill
impairment (see Note 12) — {216) — —
Midwest generaticn asset
and emission aflowance
impairment (sa2 Note 12} —_ (160} — —
Disallowance of previously
deferred storm costs — — - an
Total $(11)  $(847) $ (2) $(18)

2le
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DUKE ENERGY CORPORATION
Schedule i -~ Condensed Parent Company Financial Statements
Condensed Statements of Operations

Years Ended December 31,

{(in millians, except per-share amounts) 2011 2010 2009
Opereting Revenues $ — $ — $ —
Operating Expenses B 52 1
Operating Loss : (6) (52} (1)
Equity in Earmings of Subsidiaries 1,782 1,384 1,095
Other Income and Expenses, net 21 6 9
Interest Expense 156 139 99
Income Before Income Taxes 1,641 1,199 ° 1,004 :
Income Tax Benefit : 69 (118) (59
trncome From Continuing Operations 1,705 1,317 1,063
income From Discontinued Operations, net of tax 1 3 12
Net Income $1,706 $1,320 $1,075 ‘
- ‘ ¥
Common Stock Data

Earnings per share (from continuing operations)

Basic $128 $100 %082

Diluted $128 %100 %082
Earnings (loss) per share (from discontinued operations)

Basic ) $ — % — %001

Diluted $ — % — 3001
Earnings per share ’ )

Basic $128 $100 $ 083

Diluted $ 128 $100 %083
" Dividends declared pet share $09% $ 097 $ 094
Weighted-average shares outstanding

Basic 1,332 1318 1,293

Dituted ’ 1,333 1319 1,294
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DUKE ENERGY CORPORATION
Schedule | - Condensed Parent Company Financial Statements
Balance Sheets
Deceamber 31,
{In miliions, except per-share amounts) ) 2011 2010
ASSETS
Current Assets )
Cash and cash equivalents ’ : % 845 $ 488
Receivabies . 653 g13
Cther 100 34
Total 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 25,385
Total Assets : : : $ 28289 § 25320
LIABILITIES AND EQUITY
Current Liabilities '
Accounts payable : . . ) $ — % 138
Notes peyadle and commertial paper 154 -
Taxes accrued 35 39
3 Other 3 65 53
§ Total current liabilities 254 235
% Long-term Debt 4328 - 3222
{ Other Long-Term Liabilities ‘
i Deferred income taxes 16 —
Other . 919 oAl
Tatal other long-term Kabilities ‘ 935 841
Commitments and Contingencies ‘
Common Stockholders’ Equity ) ) )
Common Stock, $C.001 par value, 2 hillion shares autherized; 1,336 million and 1,329 million shares cutstanding at
December 31, 2G11 and December 31, 2010, respectively 1 1
Additional paid-in capital . 21,132 21,023
Retained eamings 1,873 1,496
Accumulated cother comprehensive loss - (234) 2
Total common stockholders’ equity ) ' 22,772 22,522
Total Liabilities and Cormmon Stackholders' Equity $ 28,289 3§ 26820

218
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DUKE ENERGY CORPORATION
Schedule I - Condensed Parent Company Financial Statements
Condensed Statements of Cash Flows '

Years Ended December.31,

{in miltiens) -~ - - 2011 2010 2009

CASH FLOWS FROM OPERATING ACTIVITIES ) ) ) ‘
Net income ' L% 1706 % 1320 % 1075
Adjustments o reconcile net income to net cash pravided by operating activities "(1,993) {142y (1,002)
Net cash {used in) provided by operating activities . - {287 178 73

CASH FLOWS FROM INVESTING ACTIVITIES ) S .
Purchases of available-for-saie securities : . {45) . _— —
Proceeds from sales and maturities of available-for-sale securuties 105 T 3B 17
Distributions from wholly-owned subsidiaries - 299 350 —
Investment in wholly-owned subsidiary - o — - (250)
Notes receivable from affiliate, net : B : . 264 - 263 (272)
Other L 14 . .b 9

Net cash provided by (used in) investing activities . 637 - 655 . (496)

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the: ‘ S - -
Issuance of long-term debt ’ ' . : 996 - 522 1,740

issuance of common stock refated to emp ovee benef t plans o ) - 67 02 519
Payments for the redemption of long-térm debt - . ‘ ) — (274) —
Notes payable and commercial paper o o 151 {2 (265)
Notes Payable due to affiliate ’ oo o ‘ 105 L — —
Dividends paid - {1,329y . (1,284) . . (1,222}
Other : . -17 26 . 15

Net cash provided by (used in} finanéing actnwtues g ) R A {710} 783
Net increase in‘cash and cash equwalems - ’ 357 - 123 360
Cash and cash equivalents at beginning of petiod ' 438 3565 5

Cash and cash equivalents at end of period $ 845 3 488 § 365
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DUKE ENERGY CORPORATION

Combined Notes to Consolidated Financial Statements

1. BASIS OF PRESENTATION

2. DEBT

Duke Energy Comporation (Duke Energy) is a holding company
that conducts substantially al! of its business aperations through its
subsidiaries. As specified in the merger conditions issued by various
state commissions in connection with Duke Energy’s merger with
Cinergy Corp. (Cinergy) in April 2006, there are restrictions on Duke
Energy’s ahility to obtain funds from certain of its subsidiaries throughn
dividends, loans or advances. For futther information, see Note 4 to
the Consolidated Financial Statements, “Regulatory Matters.”
Accordingly, these condensed financial statements have been
prepared on a parent-only basis. Under this parent-only presentation,
Duke Energy's investments in its consolidated subsidiaries are
presented under the equity method of accounting. in accordance with
Rule 12-04 of Regulation S-X, these parent-only financizl statements
do nat include al of the information and footnotes required by
Generally Acceptet Accounting Principles (GAAP} in the United
States (U.S.) for annual financial staternents. Because these parent-
only financial statements and notes do not include all of the
information and footrnotes requived by GAAP in the U.S. for annual
financial statements, these parent-only financial statements and other
informaticn included should ke read in conjunction with Duke
Energy’s audited Consolidated Financial Statements contained within
Patt I, Item 8 of this Form 10-K far the yvear ended December 31,
2011.

Duke Energy and its subsidiaries flle a consolidated federal
income tax retum and other state and foreign jurisdictional retums 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 returns. Duke Energy has a tax sharing agreement
with its wholly-owned operating subsidiaries, where the separate
return method is'used to allocate tax expenses and benefits to the
wholly-owned operating subsidiaries whose investrments or results of
operations provide these tax expenses and benefits. The accounting
for income taxes essentially represents the income taxes that Duke
Energy’s whally-owned operating subsidiaries would incur if each
were a separate company filing its own tax retum as a C-Corporation.

Summary of Debt and Related Terms

Weighted- December 31,
Average ) B —
(in millions) ) Year Due. 2011  2C10

Rate

Unsecured debta 43%2013 2021 '$3,878 $2,772

Motes Payable and

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

and commercial paper (154} —_
Total long-term debt $4,328 33,222

(a) As of Decernber 31, 2011, this armount includes an intercompany loan of $105
miition with Duke Energy’s affiliate, Bison Insurarce Comparty Limited.

Inchudies $450 miliion at December 31, 2011 and 2010 that was classified as (ong-term
Detit on the Consolitkated Balance Sheets due to the existence of long-terrn credit facilities
which back-stop these commercial paper balances, along with Duke Energy’s abiiity and
intent fo refinance these balances on a long-term basis. The weighted-average days to
rmaturity was 17 days and 14 days as of December 31, 2011 and 2010, respectively.

b

At December 31, 2011, Duke Energy has guaranteed
approximately $2.0 billion of debt issued ty Duke Energy Carolinas,

LLC, cne of Duke Energy's wholly-cwned operating subsidiaries.
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in Novemnber 2011, Buke Energy issted $500 million of senior
notes, which carry a fixed interest rate of 2.15% and mature
Navember 15, 2016, Proceeds from the issuance wilf be used to
fund capital expenditures in Duke Energy's unregulated businesses in
the U.S. and for general comporate 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 porticn of Duke Energy’s commercial paper as it
matures, to fund capital expenditures in Duke Energy's urregulated
businesses in the U.S. and for general corperate purposes.

I Aprif 2011, Duke Energy filed a regjstration staterment
(Form $-3) with the SEC to sell up to $1 biflion of variable
denomination floating rate demand notes, called PremierNotes. The
Form S-3 states that no more than $500 miilicn of the notes wili be
outstanding at any particular time. The notes are offered on a
continuous basis and bear interest at a floating rate per annum
determined by the Duke Energy PremierNotes Committee, or its
designee, on a weekly hasis. The interest rate payable on notes held
by an investor may vary based on the principal amount of the
investment. The notes have no stated maturity date, but may be
redeemed in whole or in part by Duke Energy at any time. The notes
are non-transferable and may be redeemed in whole or in part at the
investor's option. Proceeds from the sale of the notes will be used for
general comporate purpeses. The balance as of December 31, 2011
is $79 million. The netes reflect a short-term debt gbligation of Duke
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DUKE ENERGY CORFPORATION

Schedule | - Condensed Pavrent Company Financial Statements
Combined Notes to Consolidated Financial Statements - (Continued)

Energy and are reflected as Notes payable on Duke Energy's
Condensed Consolidated Balance Sheets. ' )

Duke Energy also issued an additional $75 milliorrin
Commercial Paper in the third quarter of 2011, for generat corporate
purposes, which is classified as Notes payable and commercial paper
on Duke Energy’s Condensed Consoiidated Balance Shests.

in November 2011, Duke Energy entered into a new $6 hillion,
five-year master credit facility, with $4 billion available at closing and
the remaining $2 biifior: avajlable foliowing successfut completion of
the proposed merger with Progress Energy. The Duke Energy
Registrants each have bomowing canacity under the masier credit
facility up to specified sublimits for each borrower. However, Duke
Energy has the unilateral ability at any time fo increase or decrease -
the berrowing sublimits of each borrower, subject to a maximum
sublimit for each borrower. As of December 31, 2011, Duke Energy
has a borrawing sublimit of $1,250 million. The amount available
under the master credit facility nas been reduced, by the use of the
master credit facility ic backstop the issuances of commercial paper,
letters of credit and certain tax-exempt bonds.

in March 2010, Duke Energy issued $450 miilion principal
amount of 3.35% senior nates due Agril 1, 2015, Proceeds from the
issuance were used to repay $274 million of borrowings under the
master credit facility and for general corporate purpeses.

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 $4,328

3. COMMITMENTS AND CONTINGENCIES

Duke Energy and its subsidiaries are 2 party to fitigation,
environmental and other matters. For further information, see Note 5
1o the Consolidated Financial Staterments, “Cornmitments and
Contingencies.”

Duke Energy has various financial and performance guarantees
and indemnffications which are issued in the normal course of
business. These contracts include performance guarantees, stand-by
leffers of credit, debt guarantzges, surety bands and indemnifications.
Duke Energy enters into these arrangements to facilitate commercial
transactions with third parties by enhancing the vaiue of the
fransaction o the third party. The maximum potential amount of
future payments Duke Energy couid have been required to make
under these guarantees as of December 31, 2011 was
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approximately $4.7 biltion. Of this amount, substantially ali refates 1o
guarantees of wholly-owned censolidated 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 between-2012 and 2036, with the emaining
performance guarantees having no contractual expiraticn. See Note 7
to the Consolidated Financial Statements, “Guararitees and .
Indemnifications,” for further discussion of guarantees issued on
behalf of unconsolidated affiliates and third parties.

4. RELATED PARTY TRANSACTIONS

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

December 31,
{in millions) 2011 2010 ‘
Assets (Liahilities) :
Current assats due from affiliated companiesiai® $ 38 § 30
Current liabiiities due to affifiated companieste? $ —  $133

Non-current liabllities due to affiliated companies@®
{a)

$871) $(766)

Balance excludes assets or liabilities associated with money pool arangements, which
are discussed below.

The balances at December 31, 2011 and 2010 are classified as Receivables on the
Balance Sheefs.

The balance at December 31, 2010 is classified as Accounts Payable on the Balance
Sheets.

Of the balance at December 31, 2011, $766 millicn is classified as Other within Other
Long-Term Liatilities and $105 million is classified as Long-term Debt on the Balance
Sheets, The balance at December 31, 2010 is classified as Other within Other Long-
Term Ligbilities on the Balance Shests.

o)
©
(d)

Duke Energy provides support to certain subsidiaries for their
shortterm borrowing needs through participation in a money pocl
arangement. Under this arrangement, certain subsidiaries with short-
term funds may provide short-term loans to affiliates participating
under this arrangement. Additionally, Duke Energy provides loans to ,
subsidiartes through the money poci, but s not permitted to borrow :
funds through the money pool arrangement. Duke Energy had money
pool-related receivabies of $450 miliion classified as Notes
Receivable on the Balance Sheets as of bath December 31, 2011 !
and 2010.

As of December 31, 2011 and 2010, Duke Energy had an
intercormpany loan cutstanding with Cinergy of $608 miliion and
$872 miliion, respectively, which is classified within Receivables on
the Balance Sheets, The $264 million decrease in the intercompany
loart during 2011 -and the $263 million decrease during 2010 are
reflected as Notes Receivable from Affiliates, net within Net Cash
Provided by (Used in) investing Activities on the Condensed
Statements of Cash Tlows.

In conjunction with the money peol arrangement and the
intercompany loan noted above, Duke Energy recorded interest
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Schedule | - Condensed Parent Company Financial Statements
Combined Notes to Consolidated Financial Statements — (Continued)

income of approximately $4 million, $7 million and $12 millian in
2011, 2010 and 2009, respectively, which is included in Other
Income and Expenses, net on the Condensed Statements of
Operations.

Duke Energy also provides fundlng to and sweeps cash from
subsidiaries that do not participate in the money pool. For these -
subsidiaries, the cash is used in or generated from their operations,
capital expenditures, debt payments and other activities.. Amounts
funded or received are carried as open accounts as either,
Investments and Advances to 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 ended December 31, 2011, Duke Energy
received an equity distribution of $299 million from Duke Energy
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Caralinas, which is reflected within Net Cash (Used in) Provided by
Operating Activities on the Condensed Statements of Cash Flows.
Additionally, Duke Energy received an equity distribution from Duke
Energy Carolinas of $350 million in 2010, which is reflected within
Net Cash {Used in} Provided by Operating Actlwtm on the
Condensed Statements of Cash Flows.

During the year ended December 31, 2011, Duke Energy paid
a $15 million acvance to Cinergy Com. for Green Frontier Windpower
LLC PTC funding contributions. During the year erided December 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 Caralinas. ' ’ '
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DUKE ENERGY CORPORATION * DUKE ENERGY CAROLINAS, LLC * DUKE ENERGY OHIO, iNC.

*  DUKE ENERGY INDIANA, INC.

Schedule Il - Valuation and Qualifying Accounts and Reserves

Combined Notes to Consolidated Financial Statements - (Continued)

Duke Energy
Additions:
Balance at Charged to Balance at
Beginning  Charged to Ciher End of
(in millions) of Period Expense Accounts  Deductionsi@ Period
December 31, 2011: .
Injuries and damages® $ 858 $ — $— $ 52 $ 806
Allowance for doubtful accounts 34 27 - 26 35
Milawance for doubtiul accounts - restricted recelvables of VIEs® 34 2] — — AD
Other'd 380 74 134 27
$1,306 $107 $ 7 212 . $1,208
December 31, 2010:

Injuries and damages(t) $ 984 $ 1 $— $127 $ 858
Allowance for doubtful accounts 42 26 — 34 34
Allowance for doubtful accounts - restricted receivables of VIEs© 6 7 22 1 34
Other® 396 120 44 180 380

$1,428 $154 $66 342 $1,306
December 31, 2002:

_Injufies and damagest $1,035 $ — $— $ 51 $ s84
Aliowance for doubtful accounts 42 23 Q- 26 43
Cther 555 52 24 235 396

$1.632 $ 75 $33 $312 $1,428

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

{d) Principally nuclear propenty insurance reserves at Duke Energy Carolmas insurance reserves at Bison and other reserves, included in Other within Cusrent Liabilities or Orher wnhm

Deferred Credits and Other Liabilities on the Consulidated Balance Shests.

The valuation and feserve amounts above do nat include unrecognized tax benefits amounts or defermed tax asset val.ation allowance amounts,
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DUKE ENERGY CORPORATION ¢ DUKE ENERGY CAROLINAS, LLC * DUKE ENERGY OHIC, INC. * DUKE ENERGY INDIANA, INC.

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

Duke Energy Carolinas
Additions:
Balance at Charged o Balance at
Beginning  Charged to {ther End of
{In millions} of Period Expense  Accounts  Deductions@ Period
December 31, 2011: :
Injuries ang damagestt! $ 853 $— $— $ 52 $801
Allowance for doubtful accounts 3 15 - 15 3
Allowance for doubtful accounts — restricted receivablas of VIEs 6 — — — 6
Otheri! . 133 1 — 33 101
. . 995 $16 $— $100 911
December 31, 2010;
Injuries and damages® $ 980 $— $— $127 $ 8563
Allowance for doubtful accounts 2 17 — 16 3
Allowance for doubtful accounts - restricted receivabies of VIEs 6 1 — 1 G
Other® ) ’ 124 31 3 25 -133
$1,112 $49 $3 $1e9 995
December 31, 200¢:
injuries and damages® $1,031 $— $— $ 51 $ 980
Allowance for douktful accounts 7 17 — 16 - a8
Other® 200 4 ' — 80 124
$1,238 321 $— $147 $1,112 .

(a} Principally cash payments and réserve roversals.
(b} Principally asbestos reserves,

{c) Principally nuclear propeity insurance and other reserves, included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets,

The valuation and reserve amounts above do not include unrscognized tax benefits amounts '-of deferred tax asset valUation allowance amotnts,
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Schedule 1l - Valuation and Qualifying Accounts and Reserves
Combined Notes to Consolidated Financial Statements - (Continued)

Duke Energy Ohio
Additions: .
Balance at Charged to Balance &t
Beginning Charged to Other End of
{In millions) : of Periad Expense Accounts  Deductions® Period
Year Ended December 31, 2011:
Allowance for doubtful accounts $18 $ — $— $2 %16
Environmental® 49 — -] 26 28
" Uncertzin Tax Provigions'® 10 11 —_ - 21
Other@ 1 . 6 — 2 5
) $78 $17 - §5° $30 $70
Year Ended December 31, 2010: .
Allowance for doubtful accounts $17 $1 $— $— $18
Environmental® 20 — 39 10 - 4G
Uncertain Tax Provisionsi® — 20 — 10 10
Qtherte 11 S — — 10 i
$48 $21 $39 $30 $78
Year Ended December 31, 2009: :
Allowance for doubtful accounts ) $18 $ 1 $— $2 $17
Environmentaltv) il (10 21 2 20
Other® i1 - ‘ 2 - -2 11
240 $ D $21 $ 6 $48

(a) Principally cash payments and reserve reversals. .

(b} Included in Other within Deferred Credits and Other Liatilities on the Consolidated Balance Sheets. In 2008, PUCO issued an order allowing the deferral of costs related to Manufaciured
Gas Plant sites into a regulatory asset, which resufted in a net credit to expense during 2009.

{c) Frincipally mark-to-market and other reserves, Inciuded in Unrealized gains on mark-lo-mariet and hedging transactions within Current Assets and Other within \nvesiments and Dlher
Assets, Unrealized losses on mark-1o-market and hedging transastions within Current Liabilities and Other within Deferred Credits and Other Liabiiities on the Consolidated Balance
Sheets.

d} Included in Taxes accrued and [nterest accrued within Current Liabilities on the Cansolidated Balance Sheets,

225




PART I!

et

T AT, SR TR R A S AR

=
4

DUKE ENERGY CORPORATION = DUKE ENERGY CAROLINAS, LLC « DUKE ENERGY GHIO, 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
Allowance for doubtful accounts 1 — — — 1
Otheribi 12 — 12
$17 - $5 $— $5 $17
December 31, 2010: .
injuries and damages $ 4 $— $— $— "$ 4
Allowance for doubtful accounts 1 - — — .1
Othert® 18 1 — 12
$23 $ 1 $— $ 7 317
Decernber 31, 2009: : : :
Injuries and damages : ' $ 4 $— $— 5— $ 4
Allowance for deubtful accounts 1 1 — 1 1
Other® 15 — 2 18
$20 $6 $— $ 3 $23

(a) Principally cash payments and reserve reversals. .
{b) Principally ervironmental reserves included in Other within Defemred 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 o deferred fax asset valuation allowance
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ITEM 9. 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 Controls and Procedures

Disclosure controls and procedures are controls and other
procedures that are designed to ensure that information required to be
disclosed by the Duke Energy Registrants in the reports they file or
submit under the Securities Exchange Actof 1934 (Exchange Act) is
recorded, processed, summarized, and reporfed, within the time
periods specified by the Securities and Exchange Cormmission’s (SEC)
rules and forms.

Disclosure controls and procedures include, without ilmrcatlon
controls and procedures designed to provide reasonable assurance
that information reguired to be disclosed by the Duke Energy
Registrants in the reports they file or submit under the Exchange Act
is accurmulated and communicated to management, including the
Chief Executive Officer and Chief Financial Officer, as appropriate, to
allow timely decisions regarding required disclosure.

Under the supervision and with the participation of
management, inciuding the Chief Executive Officer and Chief
Financial Officer, the Duike Energy Registrants have evaluated the
effectiveness of their disclosure controls and proceduras (as such
term is defined in Rule 13a-15(e) and 15¢-15(e) under the
Exchange Act) as of December 31, 2011, and, hased upon this
evaluation, the Chief Executive Officer and Chief Financial Officer
have concluded that these confrcls and procedutes are effective in
providing reasonable assurance of compliance.

Changes in nternal Control over Financial Reporting

Under the supervision and with the participation of
management, including the Chief Executive Officer and Chigf
Financial Officer, the Duke Energy Registrants have evaluated
changes in internal control over financial reporting (as such term is
defined in Rules 12a-15(f) and 15d-15(f) under the Exchange Act)
that occurred during the fiscal quarter ended Decermber 31, 2011
and have concliuded no change has materially affected, or is
reasonably likely to materially affect, internal control over financial
reporting.

Management's Annual Report On internal Control Over Financial
Reporting

The Duke Energy Registrants’ management is responsible for
establishing and maintaining an adequate system of internal control
over financial reporting, as such term is defined in Exchange Act
Rules 13a-15(f) and 15d-15{f). The Duke Energy Registrants’
internal control system was designed to provide reasonabie assurance
regarding the reliability of financial reporting and the preparation of
financial staternents for external purposes, in accordance with U S.
generally accapied accounting principles. Because of inherent
limitations, internal control over financial reporting may not prevent or
detect misstatements. Also projections of any avaluation of

“effectiveness to future periods are subject to the risk that controls may
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become inadequate because of changes in conditions, or that the
degree of compliance with policies and procedures may dateriorate.

The Duke Energy Registrants' management, including their
Chief Executive Officer and Chigf Financial Officer, has conducted an
evaluation of the effectiveness of their internal contrel cver financial
reporting as of December 31, 2011 based on the framework in
Internal Controf — Integrated Framework issued by the Committes of
Sponsoring Organizations of the Treadway Commission. Based on
that evaluation, management concluded that its intemal controls over
financial reparting were effective as of December 31, 2011.

Deloitte & Touche LLP, Duke Energy’s indenendent registered
public accounting firm, has issued an attestation repont on the
effectiveness of Duke Energy’s internal cantral over financial reporting.
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

Duke Energy will provide information that is responsive to this ltem 10 in its definitive proxy statement or in an amendment o this Anhual
Report not later than 120 days after the end of the fiscal year covered by this Annual Report, in either case under the caption “Directors and
Executive Officers,” and possibly cisewhere therein. That information is incorporated in this ltem 10 by reference.

ITEM 11. EXECUTIVE COMPENSATION.

Duke Energy wilt provide information that is responsive to this iem 11 in its definitive proxy statement or in an amendment 1o this Annual
Report nat later than 120 days after the end of the fiscal year covered by this Annuai Report, in either case under the caption “Executive
Compensation,” and possibly eisewhere therein. That information is incorporated in this Item 11 by reference.

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

Duke Energy will provide information that is respansive to this ltem 12 in its definitive proxy statemant or in an amendrment to this Annual
Report riot later than 120 days afier the end of the fiscai year covered by this Annual Report, in either case under the caption “Security

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

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

Duke Energy will provide information that is responsive to this Item 13 in its 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 either case under the caption “Certain
Relationships and Related Transactions,” and possibly elsewhere therein. That information is incorporated in this ltem 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 (collectively, Deloitte) provided
professional services to Duke Energy Corporation (Duke Energy) and its consolidatec subsidiaries for 2011 and 2010, A portion of these costs
have been allocated to Duke Energy Carolinas, LLC {Duke Energy Carolinas), Duke Energy Ohio, Inc. (Duke Energy Ohio} and Duke Energy -
Indiana, Inc. {Duke Energy Indiana), collectively referred to as the Subsidiary Registrants. The following tables present the Deloitte fees for
sepvices rendered fo Duke Energy and the Subsidiary Registrants during 2011 and 2010:

Duke Energy
(In millions)
Types of Fees ‘ ) oo 2011 2010
Audit Feeste $85 $85
Audit-Related Fees® i - , ) . . Co 28 21
Tax Fees . ’ ) 02 0.8
Total Fees: : : $11.5 $l114
Subsidiary Registrants
(In millions}

" Duke Energy Carolinas  Duke Energy Ohio  Duke Energy Indiana
Types of Fees 2011 2010 2011 2010 2011 2010
Audit Feese : $39 $42  $21 318 $L1 $1.3
Audit-Related Fees®d ’ 1.2 11 0.7 c4 . 0.4 0.3
Tax Fees® ‘ 0.1 0.4 -— 0.2 — 0.1
Total Fees: $5.2 $5.7 $2.8 $2.4 $1.5 $1.7

(a) Andit Fees are fees billett or expecled o be billed for professional services for the audit of Duke Ernergy and the Subsidiary Registrants’ financial statements inciuded in the annual report
on Form 10-K and the veview of financial statements includea in quarterly reporis on Form 10, for services that are normafly provided by Detoitte in connection with statutory,
regulatory or ather filings or engagements or for any other service performed by Deloitie to comply with generally accepted auditing standards.

(b) Audit-Related Fees are fees for assurance and related services that are reasonably related to the perfarmance of an audlt or review of financial statements, including assistance with
acquisitions and divestitures and interna! control reviews.

(c) Tax Fees are fees for tax retum assistance and preparation, tax exarnination assistance, and professional services related 1o tax pianning 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 permitted o provide services fo Duke Energy and its consolidated subsidiaries, including the
Subsidiary Registrants that have been pre-approved by the Duke Energy Audit Committee. Pursuant to the policy, detailed audif services, audit-
related services, tax services and certain other services have been specifically pre-approved up to certain fee limits. In the event that the cost of
any of these services may exceed the pre-approved limits, the Duke Energy Audit Committee must pre-approve the senvice. All other services
that are nct prohibited pursuant to the Securities and Exchange Commission's or other applicable regulatory bodies’ rules of regulations must be
specifically pre-approved by the Duke Energy Audit Committee. All services performed in 2011 and 2010 by the independent public
accountant were approved by the Duke Energy Audit Committee pursuiant to its pre-approval policy.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.

(a) Consolidated Fnancrai Staternents, Supplemental Financial Data and Supplemental Schedules mcluded inPart Il of thls annual report
are as follows:
Duke Energy Curporahon
Consolidated Financial Statements
: Consolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2009
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 Equity and Comprehensive income for the Years ended December 31, 2011, 2010 and 2009 -
Notes to the Consolidated Financial Statements
Quarterly Financial Data, (unaudited, included in Note 24 to the Consolidated Financial Statements)

Consolidated Financial Statement Schedule | — Condensed Parent Company Financial Information for the Years Ended
December 31, 2011, 2010 and 2009

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

Report of Independent Registered Public Accountlng F|rm

" Duke Energy Carollnas. LLC:
Consolidated Financial Statements
Consolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2009
Consolidated Balance Sheets as of December 31, 2011 and 2010 o
Consoiidated Statements of Cash Flows for the Years Ended December 31, 2011, 2010 and 2009

Consolidated Staternents of Merber's Equity and Comprehenswe Income for the Years ended December 31, 2011, 2010
and 2009

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

_Consolidated Financial Statement Schedule |1 — Valuation and Qualifying Accounts and Reserves for the Years Ended
December 31, 2011, 2010 and 2009 .

Report of independent Registered Public Accountlng Farm

All other schedues are omitted because they ‘are not required, or bec‘ause‘ the required information is included in the'
Consolidated Financial Statements or Notes.

Duke Energy Ohio, Inc:
Consolidated Financial Statements
Consolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2009
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 Common Stockholder's Equity and Comprehensive Iricome for the Years Ended December 31,
2011, 2010 and 2009 . -

Notes to the Consclidated Financial Statements
Quarterly Financial Data (unaudited, included in Note 24 to the Consolldated Flnanc:al Statements)

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

Report of Independent Registered Public Accounting Firm
All other schedules are omitted because they are not required, or because the required information is included in the
Consolidated Financial Statements or Nates.
Duke Energy Indiana, Inc:
Consolidated Financial Statements
Consolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2009
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 Common Stockholder’s Equity and Comprehensive Income for the Years Ended December 31,
2011, 2010 and 2009

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

Consolidated Financial Statement Schedule 11 — Valuation and Qualifying Accounts and Resetves for the Years Ended
December 31, 2011, 2010 and 2009

Report of Independent Registered Public Accounting Firm
All other schedules are omitted because they are not required, or because the required |nformat|on is included in the
Consolidated Financial Statements or Notes.

{b} Exhibits—See Exhibit Index immediately following the signature page.
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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 behalf by the undersigned thereunto duly authorized.

Date: February 28, 2012

DUKE ENERGY CORPCRATION
(Registrants}
By: fs/ 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 EIIoMng persons on
behalf of the registrant and in the capacities and on the date indicated.

(i} /5 James E. Rogers
James £. Rogers
Chaiman, President and Chief Executive Officer (Principal Executive Cfficer and Director)

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

(i) /sf Steven K. Young

Steven K. Young ' .

Senior Vice President and ContreHer (Principal Accounting Officer)

(iv) Directors;

William Barnet, Hi*

Ann M. Gray*

G. Alex Bemhardt, Sr.*

James H, Hance, Jr.*

Michaei G. Browning*

E. James Reinsch*

Daniel R. DiMicco*

James 7. Rhodes*

- John H. Forsgren*
Philip R. Sharp*

Date: February 28, 2012 .

Lynn J. Geod, 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 paower of attomey duly executed by the registrant and such persons, filed with the
Securities and Exchange Commission as an exhibit hereto.

By: /5 LYNN J. GOOD
Attorney-In-Fact
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Pursuant 1o the requirements of Section 13 or 15{d) of the Secwrities Exchange Act of 1934, the reglstrant has duly caused this
repoﬁtnbesignedomﬁbehaﬁbymeunderslgned thereunto duly authorized.

Date: February 28, 2012

DUKE ENERGY CAROLINAS, LLC

{Registrant)
By: /5 JAMES E. ROGERS
James £. Rogers
Chief Executive Officer

Pursuant to the requuements of the Securities Exchange Act of 1934 this report has been slgned helow by the followmg persons an
behalf of the registrant and in the capacities and on the date indicated. oo

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

(i) /& Lynn J. Good
Lynn J. Good
Chief Financial Officer {Principal Financial Officer)

(i) /s/ Steven K. Young
Steven K. Young
Senior Vice President and Controller (Principal Accounting Officer)
(iv) Directors:

/s/ James E. Rogers
James E. Rogers

Jsf Lynn 4, Good
Lynn J. Good

/¢ Marc E. Manly
Marc 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 reglstrant has duly caused this
report ta be signed on its behalf by the undersigned, thereunto duly authorized.

Date: February 28, 2012

DUKE ENERGY OHIO, INC.

{Registrant)
By: /& 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 persens on
behalf of the registrant and in the capacities and on the date indicated.

(i) /sf James E. Rogers
James E, Rogers
Chief Executive Officer (Principal Executive Offi oer)

(i) /s/ Lynn J. Goed
Lynn J. Good
Chief Financial Officer (Principal Financial Officer)

(ii) s/ Steven K. Young
Steven K. Young
Senior Vice President and Controller (Principal Accounting Officer)
(iv) Directors: '

/s/ James E. Rogers
James E. Rogers

s/ Lynn J. Good
Lyan J. Goad

/s/ Marc E. Maniy
Marc 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 to be signed on its behalf by the undersigned, thereunto duly authorized,

Date: February 28, 2012

DUKE ENERGY INDIANA, INC.

(Registrant)
By: /5 JAMES E. ROGERS
. James E. 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)

(in /s Lynn J. Geod
Lynn J. Good _
Chief Financial Officer (Principal Financial Officer)

(ifi} fo/ Steven K. Young
Steven K. Young
Senior Vice President and Controller (Principal Accounting Officer)

(iv) Directors:

/s Kelley A. Karn
Kelley A, Kam

/s Douglas F. Esamann
Dougias F. Esamann

/5/ Marc E. Manly
Marc E. Manly

Date: February 28, 2012
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EXHIBIT INDEX

Exhibits filed herewith are designated by an asterisk {*). Al exhibits not so designated are incorporated by reference to a prior filing, as
indicated. lterns constituting management contracts of compensatory. plans of arrang'ements are designated by a double asterisk (**). The
Company agrees to fumish upan request to the Commission a copy of any omitted schedules or exhibits upen request on all items designated
by a triple asterisk (***). .

Exhibyit Duke Energy Duke Energy Duke Energy

Mumber Duke Energy Carolinas Ohio Indiana
21 Agreement and Plan of Merger, dated as of May 8, 2005, as amended as X X

of July 11, 2005, as of October 3, 2005 and as of March 30, 2006, by
and ameng the registrant, Duke Energy Corporation, Cinergy Corp., Deer
Acquisition Cerp., and Cougar Acquisition Corp. (filed with Form 8-K of
Duke Energy Comporation, File Ne. 1-32853, April 4, 2006, as Exhibit 2-
1

2.2 Separation and Districution Agresment, dated as of Decamber 13, 2006, X
by and between Duke Energy Corporation and Spectra Energy Corp (filed
with the Form B-K of Duke Energy Corporation, File
No. 1-32853, December 15, 2008, as Exhibit 2.1).

2.3 Agreemenit and Plan of Merger by and amiong 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 Corporaticn, File
No. 1-32583, January 11, 2011).

3.1 Amended and restated Certificate of Incorporation (fi féd with the Form 8K X

of Duke Energy Corporation, File No. 1-32853, April 4, 2006, as Exhibit 3-
i)

3.2 Articles of Organization Including Articles of Conversion (filed with Form 8-K : X
of registrant, File No. 1-2928, April 7, 2008, as exhibit.3.1). . : :

3.2.1 Amended Certificate of Incorporation, effective October 1, 2008 (filed with . X
the Ferm 1C-Q of the registrant for the quarter ended September 30, 2008,
File No. 1-4928, as exhibit 3.1). .

3.3 Amended Articies of Incorporation of Duke Energy Ohio, inc. effective - . X
Qctober 23, 1996 (filed with Form 1C-Q of Duke Energy Ohio, Inc. :
{farmerly The Cincinnati Gas & Electric Company) for the qua rter ended
September 30, 1996, File No. 1-1232). o

331 Amended Articles of Consolidation, effective October 1, 2006 (filad with ) X
Form 10-G of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & . - .
Electric Company) for the quarter ended Sepiember 30, 2006, File No. 1-
1232).

3.4 Amended Atticles of Consofidation of PSI, as amended April 20, 1995 (filed . X
with Form 10-Q of Duke Energy Indiana, Inc. (formerly PSI Energy, inc.) for
the quarter ended June 3G, 1995, File No, 1-3543). '

34.1 Amendment to Article D of the Amended Articles of Consalidation of PSI, - ' X
effective July 10, 1997 (filed with Form 10-K of Duke Energy Indiana, Inc.
{formerly PS! Energy, Inc.) for the vear endad December 31, 1997, File No.
1-3543).

3.4.2 Amended Adicles of Consolidation, effective October 1, 2006 {filed with : X
Form 10-GQ of Duke Energy Indiana, inc. formerly PSI Energy, Inc.} for the
quarter enced 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 Corporatron File No, 1-32853, March 3, 2008, as Exhibit
3.1
36 Limited Liability Company Operating Agreement (filed with Form 8-K of X

registrant, File No. 1-4928, April 7, 2006, as exnibit 3.1).
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i Exhibit Duke Energy Duke Energy Duke Energy
Number ’ Duke Energy Carolinas Chio Indiana

3.7 Regulations of Duke Energy Ohio, Inc., as amended on July 23, 2003 (filed . X
with Form 10-Q of Duke Energy Ohio, Inc. {formerly The Cincinnati Gas &
Electric Company) for the quarter ended Jure 30, 2003, File No. 1-1232).

3.8 By-Laws of PSI, as amended on July 23, 2003 (filed with Form 10-Q of X
Duke Energy Indiana, Inc. (formerly PSI Energy, inc.} for the quarter ended .
June 30, 2003, File No 1-3543).

4.1 Original Indenture (First Mortgage 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, tnc. (formerly The
Cincinnati Gas & Eiecfric Company) File No. 2-2374),

41.1 Fourteenth Supplemental Indenture 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 C:ncmnan
Gas & Electric Company) File No. 2-60961),

4.1.2 Thirty-third Supplemental Indenture between Duke Energy Ohio, Inc. and : ‘ X
The Bank of New York dated as of September 1, 1992 (filed with
Registration Statement of Duke Energy Ohia, Inc. (formerly The Cincinnati
Gas & Blectric Company) File No. 2-53578).

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

4.1.4 Thirty-fifth Supplemental Inderiture between Duke Energy Ohic, Inc. and - X
The Bank of New York dated as of January 1, 1994 (filed with Registraticn
Staternent of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Hectric
Company} File No. 2-52335).

4,15 Thirty-sixth Supplemental Indenture between Duke Energy Chio, Inc. and : X
The Banik of New York dated as of February 15, 1994 (fited with
Registration Staternent of Duke Energy Ohio, Inc. {formerty The Cincinnatt
Gas & Electric Company) File No. 2-52335).

4.1.6 Thirty-seventh Supplemental Indenture betwsen Duke Energy Ohio, Inc. X
g ’ and The Bank of New York dated as of October 14, 1996 {filed with Form

i 10-K of Duke Energy Ohio, inc. (formerly The Cincinnati Gas & Electric

‘ Company} for the year ended December 31, 1996, File Ne. 1-1232).

4.1.7 Thirty-eighth Supplementat Indenture between Duke Energy Chio, 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-rinth 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-G of Duke Energy Ohio, lnc. (formerly The Cincinnati
Gas & Electric Cormpany?} for the quarter ended September 30, 2002, File
No. 1-1232).

4.2 Original Indeniure (First Morigage Bonds) dated September 1, 1939, . X
between PS| and The First National Bank of Chicago, as Trustee, and
LaSalie National Bank, as Successer Trustee (filed as Exhibit A-Part 5 in File

L; No. 70-258 Supplemental Indenture dated March 30, 1984).

4.2.1 Forty-second Supplemental Indenture between PS| and LaSalle National X
Bank dated August 1, 1988 (filed with Form 10-K of Duke Energy Indiana,
: Inc. (farmerly PSi Energy, Inc.) for the year ended December 31, 1988, File
] No. 1-3543).
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Exhibit
Number

Duke Energy

T R T R B TR A B

Duke Energy Duke Energy Duke Energy
Carolinas Ohia Indiana

4.2.2

423

4.2.4

4.2.5

426

427

4,28

429

4.2.10

4.2.11

4.2.12

4.2.13

4.2.14

Forty-fourth Supplemental Indenture between PSI and LaSalle National
Bank dated March 15, 1990 (filed with Form 10-K of Duke Energy
Indiana, Inc. (formerly PSH Energy, Inc.) for the year ended December 31,
1990, File No. 1-3543),

Forty—ﬁfth Supplemental indenture between PS| and LaSalle National Bank

dated March 15, 1990 (filed with Form 10-K of Duke Energy Indiana, Inc.

(formerly PS) Energy, Inc.) for the year ended December 31, 1950, File No.
1-3543).

Farty-sixth Supplemental {ndenture between P3| and LaSalle National Bank
dated Jure 1, 1990 {filed with Form 10-K of Duke Energy Indiana,.!nc.
{formerly PS| Energy, inc,) for the year ended December 31, 1991, File No.
1-3543). :

Forty-seventh Supplemental Indenture between PSI and LaSalle National
Bank dated July 15, 1991 {filed with Form 10-K of Duke Energy Indiana,
Inc, (formerly PS! Energy, Inc.) for the year ended December 31, 1991, File
No. 1-3543).

Forty-eighth Supplemental Indenture between PSI and LaSalle Naticnal
Bank dated July 15, 1992 (filed with Form 10-X of Duke Energy indiana,
Inc. formerly PS! Energy, Inc.) for the year ended December 31, 1992, File
No. 1-3543).

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

Fiftieth Supplemental Indenture between PSi and LaSaile Nationa! Bank
dated Februaiy 15, 1993 (filed with Form 10-K of Duke Energy Indiana,
Inc. {formerty PS! Energy, Inc.) for the year ended December 31, 1992, File
Nao. 1-3543).

Fifty-first Supplemental Indeniuire between PSI and LaSale Mational Bank
dated February 1, 1954 (filed with Form 10-K of Duke Energy indiana, Inc.
(formerly PSI Energy, Inc.} for the year ended December 31, 1993, File No.
1-3543).

Fifty-second Supplernental Indenture between PS| and LaSalle National
Bank, as Trustee, dated as of April 30, 1999 (filed with Form 10-Q of Duke
Energy indiana, Inc. {formerty PS! Energy, Inc.} for the quarter ended

March 31, 1999, File No. 1-3543).

Fifty-third Supplemental Indenture between PSI and LaSalie Nationa! Bank
dated June 15, 2001 {filed with Form 10-Q of Duke Energy Indiana, Inc,
(farmerly PSI Erergy, Inc.) for the quarter ended June 30, 2001, File No.
1-3543).

Fify-fourth Supplemental Indenture dated as of September 1, 2002,
between PS! and LaSalle Bank Naticnal Association, as Trustee (filed with
Form 10-Q of Duke Energy Indiana, Inc. (formarly PSI Energy, Inc.) for the
guarter ended Sentember 30, 2002, File No. 1-3543).

Fifty-fitth Supplemental Indenture between PSI and LaSalle National Bank
dated Fepruary 15, 2003 (filed with Form 10-Q of Duke Energy Indiana,
Ine. (formerly PSI Energy, inc.) for the guarter ended September 3C, 2003,
File No. 1-3543).

Fifty-Sixth Supplemental Indenture dated as of December 1, 2004, between
PS) and LaSalle Bank Nationai Assaciation, as Trustee (filed with Form
10-K of Duke Energy Indiana, Inc. (farmerly PSL Energy, inc.] for the year
ended December 31, 2004, File No. 1-3543).
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Duke Energy

Duke Energy Duke Energy Duke Energy

Carolinas

Ohio Indiana

4.3

1.4

4.4.1

442

4,43

444

4.4.5

4.4.6

4.4.7

4,4.8

4.5

46

4.6.1

Repayment Agreement between Duke Energy Chie, inc. and The Dayton
Power and Light Company dated as of December 23, 1892 (filed with
Form 10-K of Duke Energy Ohig, Inc. (formerly The Cincinnati Gas &
Electric Company) for the year ended December 31, 1992, File No. 1-
1232).

Indenture dated November 15, 1996, between PSI and The Fifth Third
Bank, as Trustee {filed with Form 1C-K of Duke Energy Indiana, Inc.

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

1-3543).

First Supplermnental inderiure dated November 15, 1996, between PSi and
The Fifth Third Bark, as Trustee (filed with Form 10-K of Duke Erergy
Indiana, Inc. formetly PS! Energy, Inc.) for the year ended December 31,
1996, File No. 1-3543).

Third Supplermental Indenture dated as of March 15, 1998, between PSi
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,
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. (formerly PSI Energy, Inc.) for the quarter ended June 30,
1998, File No. 1-3543). -

" Fifth Supplemental indenture )dated as of Decernber 15, 1998, between

PSl and The Fifth Third Bank, as Trustee (filed with Form 10-K of Duke
Energy Indiana, Inc. formerly PSi Energy, Inc.} for the year énded
December 31, 1998, File No. 1-3543).

Sixth Supplemental Indenture dated as of April 30, 1999, between PSI and
The Fifth Third Bank, as Trustee (filed with Form 10-Q of Duke Energy
Indiana, Inc. (formerly PS! Energy, Inc.) for the quarter ended March 31,
1999, File Mo, 1-3543).

Seventh Supplemental Indenture 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 quaiter ended
Septemnber 30, 1999, File No. 1-3543). '

Eighth Supplernentat 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 P31 Energy, Inc.) for the quarter ended
September 30, 2003, File No. 1-3543).

Tenth Supplemental Indenture dated as of June 9, 2006, between PS!
Energy, Inc. and The Bank of New York Trust Company, N.A, (successcr
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, 2008, File No,
1-3543).

Loan Agreement between Duke Energy Chio, Inc. and the State of Ohio Air

Quality Development Authority dated as of September 13, 1995 (filed with

Form 10-Q of Duke Energy Ohio, inc. {formerly The Cincinnati Gas &
Elactric Company} for the quarter ended September 30, 1995, File No. 1-
1232).

Twernty-fifth Supplemental Indenture between PS| and The First Natiohal
Bank of Chicage dated September 1, 1978 (filed with the registratich
statement of Duke Energy Indiana, Inc. (formerly PSI Energy, lng.), File No.
2-62543). ‘

Thirty-fifth Supplemental Indenture between PSI and The First National -
Bank of Chicage dated March 30, 1984 {filed with Form 10-K of Duke
Energy Indiana, Inc. (formerly PSI Energy, Inc.) for the year ended
December 31, 1984, File No. 1-3543).
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Exhibit
‘Mumber
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Duke Energy
Duke Energy Carolinas
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Duke Energy  Duke Energy

Qhig

Indiana

4.7

48

4.9

4.9.1

4.9.2

4.9.3

4.9.4

4.9.5

495

4.9.7

410

412

Loan Agreerment between Duke Energy Ohio, Inc. and the State of Ohio Air
Quality Development Authority dated August 1, 2001 (fiied with the Form
10-Q of Duke Energy Ohio, 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 PSl and LaSalle National Bank, as Trustee {filed with Form 10-K/A
No. 2 of Duke Energy Indiang, Inc. (formerly PSI Energy, Inc.) for the vear
ended December 31, 1992, filed on July 15, 1993, File Ne. 1-3543).

Original tnderture (Unsecured Debt Securities) between Duke Energy Ohio,
Inc. and The Fifth Third Bank dated as of May 15, 1995 (filed with the
registration statement on Form 8-A, filed on Jjuly 24, 1595, File No. 1-
1232).

First Supplemental Indenture between Duke Energy Ohio, Inc. and The Fifth
Third Bank dated as of June 1, 1895 (filed with the Form 10-Q of Duke
Energy Ohio, Inc. (farmerly The Cincinnati Gas & Electric Company) for the
quarter ended June 30, 1995, File No, 1-1232).

Second Supplemental Indenture between Duke Energy Ghfo, Inc, and The
Fifth Third Bank dated as of Juna 20, 1995 {filed with the ragisiration
statement on Form 8-4, filed on July 24, 1995, Fite No. 1-1232).

Third Supplemental Indenture between Duke Energy Ohio, Inc. and The
Fifth Third Bank dated as of October 9, 1597 (fiied with the Form 10-Q of
Duke Energy Ohio, Inc. (formerly The Cincinnat Gas & Electric Company)
far the quarter ended Septermber 30, 1997, File No. 1-1232).

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

Fifth Suppfemental Indentura between Duke Energy Ohio, inc. and The
Fifth Third Bark dated as of June 8, 1998 {filed with the Form 10-Q of
Duke Energy Ohia, Inc. (formerly The Cincinnati Gas & Electric Company)
for the quarter ended June 30, 1998, Fiie No., 1-1232).

Sixth Supplemental indenture between Duke Energy Ohic, Inc. and The
Fifth Third Bank dated as of September 15, 2002 {filed with the Form 10-
Q@ of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric
Company) for the quarter ended September 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 Energy Ohio, inc. (formerly The Cincinnati Gas & Electric Company)
for the quarter ended June 30, 2003, File No. 1-1232).

Indenture (Secured Medium-term Nates, Series B), dated July 15, 1992,
between PSI and LaSalle Naticnal Bank, as Trustee (filed with Form 10-K/A
Na. 2 of Duke Energy Indiana, inc. {formerly PSI Energy, inc.} for the year
ended December 31, 1992, filed on July 15, 1593, File No. 1-3543).

Loan Agreament hetweer Duke Enargy Qhio, Inc. and the Ohic Air Quality
Development Authority dated as of September 1, 2002 Hfiled with the Form
10-Q of Duke Energy Chio, Inc. (formerly The Cincinnati Gas & Electric
Company) for the quarter ended September 30, 2002, File No, 1-1232),

Loan Agreament between PSI and the City of Princetan, Indiana dated as of
November 7, 1996 (filed with Form 10-Q of Duke Energy Indiana, Inc.
(formerly PSi Energy, Inc.) for the quarter ended September 30, 1956, File
No. 1-3543).
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Duke Energy Duke Energy
Duke Energy Carolinas Ohia

L BRI R

Duke Energy
indiana

4.13

4.15

4.17

4.18

4.19

4.20

4,21

4.22

4.23

4.24

4.25

Loan Agreement hetween Duke Energy Ohio, Inc. and the Ohio Air Guality X
Development Authority dated as of November 1, 2004, relating to Series A :

(filed with the Form 8-K of Duke Energy Ohic, Inc. (formerly The Cincinnati

Gas & Electric Company), filed cn November 19, 2004, File No. 1-1.232),

Loan Agreement between PS! and the City of Princeton, Indiana dated as of
Febniary 1, 1997 (filed with Formi 10-K of Duke Energy Indiana, Inc.
(formerly PSI Energy, Inc.) for the year ended December 31, 19986, File No.
1-3543).

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

Unsecured Promissory Note dated October 14, 1598, between PS! and the
Rural Utilities Servieé (filed with Form 10-K of Duke Energy Indiang, Inc.
(formerly PSI Energy, Inc.) for the year ended December 31, 1998, Fiie No.
1-3543).

Loan Agreement between PS| and the Indiana Development Finance
Autharity dated as of July 15, 1988 (filed with Form 10-Q of Duke Energy
Indiana, Inc. (formerly PSI Enetgy, inc.} for the quarter ended June 30,
1998, File No. 1-3543).

Loan Agreement between PSI and the Indiana Develcpment Finance
Autherity dated as of May 1, 2000 (filed with Form 10-Q of Duke Energy
Indiana, Inc. {formerly PSI Energy, tnc.) for the quarter ended June 30,
2000, File No. 1-3543).

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

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

Loan Agresment between PSI and the Indiana Development Finance
Authority dated as of February 15, 2003 {filed with Form 10-Q of Duke
Energy Indiana, Inc, (formerly PSI Enargy, Inc.) for the quarter ended
March 31, 2003, File No. 1-3543). :

6.302% Subordinated Note between P3| and Cinergy Corp., dated
February 5, 2003 (filed with Ferm 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 Note between PSI and Cinergy Corg., 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 Ne.
1-3543).

Loan Agraement between PSI and the Indiana Development Finance
Authority dated as of December 1, 2004, relating to Series 2004B (filed
with Form &-K of Duke Energy Indiana, inc. formerly PSI Energy, Inc.),
filed on December 9, 2004, File No. 1-3543).

Loan Agreement between PSH and the Indiana Development Finance
Authority dated as of December 1, 2004, releting to Series 2004C (filed
with Form 8-K of Duke Energy Indiana, Inc. (formerly PSI Energy, Inc.),
filed on December 9, 2004, File No. 1-3543).

1
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Number . Duke Energy Carolinas Ohio Indiana !
4,26 Farm of Sixth Supplemental Indenture, dated as of November 17, 2011, to X ’;

the Indenture, dated as of June 3, 2008, between Duke Energy Corporation ;
and The Bank of New York Mellon Trust Comparyy, N.A., as Trustee (filed . E
with Form 8-K of Duke Energy Corporation, November 17, 2011, Fite Ne. I
1-32853, as Exhibit 4.1). ’ i

4.27 Form of Fifth Supplemental Indenturg, dated as of August 25, 2011, fo the X
Indenture, dated as of June 3, 2008, hetween Duke Energy Corporation
and The Bank of New York Mellon Trust Company, N.A., as Trustee {filed
with Form 8-K of Duke Energy Corperation, August 25, 2011, Fife No.1-
32383, Exhibit 4.1).

4.28 Ninety-third Supplemental Indenture dated as of May 19, 2011 between X
the Company and The Bank of New York Mellon Trust Company, N.A., as
Trustee {filed with Form 8-K of Duke Energy Carclinas, May 19, 2011, File
Ne. 1-04928, as Exhibit 4.1).

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

Duke Energy Americas, 11.C, and LSP Bay | Harbor Holding, LLC (filed
with the Form 10-Q of the registrant for the quarter ended March 31,
20086, File No, 1-32853, as Exhibit 10.2).

H
10.1 Purchase and Sale Agreement dated as of January 8, 2006, by and among X I
i
i

10.1.1 Amendment to Purchase and Sale Agreerent, dated as of May 4, 2008, by X i !
and among Duke Energy Americas, LLC, LS Power Generafion, LLC |
(formenly known as LSP Bay Il Harbor Holding, LLC), LSP Gen Finance Co,
LLC, LSP South Bay Holdings, LLC, LSP Qakland Hoidings, LLC, and LSP
Morro Bay Hoidings, LLC (filed with the Form 10-Q of the registrant for the
quarter ended March 31, 2006, File No. 1-32853, as Exhibit 10.2.1).

10.2 Purchase and Sale Agreement dated as of January 8, 2006, by and among X
Diske Energy Americas, LLC, and LSP Bay Il Harbor Hokiing, LLC (filed ) . ;
with Form 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).

10.2.1 Amendment to Purchase and Sale Agreement, dated as of May 4, 2006, by X
and among Duke Energy Americas, LLC, LS Power Generation, LLC
(formerly known as LSP Bay il Harbor Holding, LLC), LSP Gen Finance Co
LLC, LSP South Bay Holdings, LLC, LSP Oakland Hoidings, LLC, and LSP
Moarro Bay Holdings, LLC {filed with Form 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 10.2.1

103 Employment Agreement dated February 4, 2004, among Cinergy Corp., X
Duke Energy Ohig, Inc., and Duke Energy, Indiana, Inc., and James E. i
Rogers (filed with Form 10-K of Duke Energy Ohio, Inc, (formerly The ;
Cincinnati Gas & Electric Company) for the year ended December 31,
2003, File No. 1-1232),

i0.4 Employment Agreement dated February 4, 2004, among Cinergy Corp., X
The Circinnati Gas & Electric Company (CG&E), and PS!, and James E. ' ’
Rogers (filed with Form 10-Q of Duke Energy Indiana, Inc. (formerly PS{
Energy, Inc.) for the guarter ended September 30, 1996, File No. 1-3543).

10.5%* Directors’ Charitable Giving Program (filed with Form 10K of Duke Energy X

Carolinas, LLC for the year enced December 31, 1992, File No. 1-4928, f
as Exhibit 10-P)., : ;
10.5.1**  Amendment to Directors’ Charitable Giving Program dated June 18, 1997 X

{fited with Form 10-X of Duke Energy Carglinas, LLC for the year ended
December 31, 2003, File No. 1-4928, as Exhibit 10-1.1).

E-7
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Exhibit
Number

A

Duke Energy Duke Energy
Duke Energy Carolinas Chio

I LSRR

Duke Energy
indiana

10.5.2%*

10.5.3*%*

10.6

10.7

10.7.1

1.8

10.8.1

10.9**

'10.10

1011

10.12

' 10.13%

Amendment to Directors’ Charitable Giving Program dated July 28, 1997 X
{filed with Form 10-K of Duke Energy Carolinas, 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
1598 (filed with Form 10-K of Duke Energy Carolinas, LLC for the year
ended December 31, 2003, File No. 1-4928, as Exhibit 10-1.3).

Fifteenth Supplemental indenturs, dated as of April 3, 2006, among the . : X
registrant, Duke Energy and JPMorgan Chase Bank, N.A. (as successor to

Guaranty Trust Company of New York), as trustee (the “Trusteg”),

supplementing the Senior Indenture, dated as of September 1, 1998,

between Duke Power Company LLC (formerly Duke Energy Corporation)

and the Trustee (filed with Form 10-Q of Duke Energy Corporation, File No.

1-32853, August 9, 2006, as exhibit 10.1%.

Armended and Restated Dmployrnent Agreement dated October 11, 2002, X
amoeng Cinergy Corp., Services, Duke Energy Ohic, Inc., and Duke Energy : B

Indigna, Inc., and William J. Grealis {filed with Form 10-K of Duke Energy

Chio, Inc. (formeriy The Cincinnati Gas & Electric Company) for the year

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

Amended Employment Agreement effective December 17, 2003 to ‘ ' X
Empioyment Agreement dated Qctober 11, 2002, among Cinergy Corp., ' ‘ e
Services, Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc., and

Wiltiam J. Grealis (filed with Form 1C-K of Duke Energy Chio, Inc. (formerly

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

2002, File No. 1-1232).

Amended and Restated Employment Agreement dated October 11, 2002,
ameng Cinergy Corp., Services, CG&E, and PSi, and William J. Grealis
(filed with Form 10-G of Duke Energy Indiana, Inc. {formeérfy PSI Energy,
Inc.) for the quarter ended September 30, 1996, File No. 1-3543).

Amended Emplcyment Agreement effective December 17, 2003 to o ’ X
Empioyment Agreement dated October 11, 2002, among Cinergy Coip.,

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

Duke Energy Indiana, Inc. (formerly PSI Energy, Inc.) for the quarter ended

September 30, 19986, File No. 1-3543),

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

" {filed as Exhibit 1 to Schedule 14A of Duke Energy Carciinas, LLC, March

28, 2003, File No. 1-4928), ., ‘ o .

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

Corporation 1o provide wholesale electricity and related power scheduling

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

Form 10-Q) of Duke Energy Corporation, File No. 1-32853, August 8,

2006, as exhibit 10.15).

Amanded and Restated Employrent Agreemment dated October 1, 2002, ‘ T X
among Cinargy Coip., Services, Duke Energy Chio, Inc., and Duke Energy

Indiana, Inc., and Donald B. ingle, Jr. (filed with Form 10-¥ 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 Agreement dated October 1, 2002,
among Cinergy Corp., Services, CG&E, and PSI, and Donald B. Ingle, Jr.
(filed with Form 10-G of Duke Energy Indiana, Inc. (formerly PSI Energy,
Inc.) for the quarter ended Septermber 30, 1996, File No. 1-3543).

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

* : . E8
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Exhibit . - ) - Duke Energy Duke Energy  Duke Energy

Number ‘ - Duke Energy Carotinas Ohio Indiana !
10.14 $2,650,000,000 Amended and Restated Credit Agreement, dated as of X

June 28, 2007, among Duke Energy Corporation, Duke Energy Carolinas, “ I
LLC, Duke Energy Ohia, Inc., Duke Energy Indiana, Inc. and Duke Energy : i
Kentucky, Inc., as Borrowers, the banks fisted therein, Wachovia Bank, . i
Mational Association, as Administeative Agent, JPMorgan Chase Bank, ' . M
Nationat Association, Barclays Bank PLC, Bank of America, N.A. and |
Citibank, N.A., as Co-Syndication Agents and The Bank of Tokyo- N
Mitsubishi, Ltd., New York Branch and Credit Suisse, as Co- - - ’ ‘ N
Docurnentation Agents (filed with the Form 8-K of the reglstrant July 5, '
2007, Fite No. 1-4928, as Exhibit 10.1).

10.15 Amended and Restated Employment Agreement dated September 12, X i
20C2, among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Duke - ‘
Energy indiana, Inc., and Michael J. Cyrus {filed with Form 10-K of Duke : ’ i
Energy Ohio, Inc. {formerly The Cincinnati Gas & Electric Company) for the . : ’ ,
year ended December 31, 2002, File No. 1-1232). : - o

10.15.1 Amerded Employment Agreement effective December 17, 2003 to S X i
Employment Agresment dated Septemper 12, 2002, among Cinergy
Corp., Services, Duke Energy Ohio, inc., and Duke Energy Indiana, Inc.,
and Michael J. Cyrus (filed with Form 1C0-K of Duke Energy Ghio, Inc.
(formerly The Cincinnati Gas & Electric Company) for the year ended
December 31, 2003, File No. 1-1232).

10.15.2 Form aof amendment to employment agreement, adopted and effective X
Decernber 14, 2005, between Services and each of Michaei J. Cyrus and ) )
James L. Turner (filed with Form 10-K of Duke Energy Ohlo, Inc. {formerly .
The Cincinnati Gas & Electric Company) for the year ended December 31, ' - ’ |
2002, File No. 1-1232). : . :

10.16 Amended and Restated Employment Agreement dated September 12, X i
2002, among Cinergy Corp., Services, CG&E, and PSI, and Michael | :
Cyrus (filed with Form 10-Q of Duke Energy Indiana, Inc. (formerly PSI : o
Energy, Inc.) for the guarter ended September 30, 1996, Fiie No.
1-3543). )

10.16.1 Amended Employment Agreament effective December 17, 2003 to X
Employment Agreement dated Septemnber 12, 2002, among Cinergy ’
Corp., Services, CG&E, and P31, and Michael J. Cyrus {filed with Form 10- - . o i
G of Duke Energy Indiana, Inc. {formerty PSI Energy, nc.) for the quarter ' . I
ended September 30, 1996, File No. 1-3543). . ' o

10.16.2 Form of amendment to employmeant agreement, adopted and effective : X -
December 14, 2005, between Services and each of Michael J. Cyius and ’ L
James L. Tumer (filed with Form 10-Q of Duke Energy indiana, Inc. : ’ : He
(formerty PSI Energy, Inc.} for the quarter ended September 30, 1996, F|Ie~ . L - H
No. 1-3543). ’ :

10.17** Duke Energy Corporation Executive Savings Plan, as amended and restated X
filed with Form 8-K of Duke Energy Corporation, Octobe'r 31, 2007, File
No. 1-32853, as Exhibit 10,1

10.18 Asset Purchase Agreement by and Between Saluda River Electic . - - X
Cooperative, Inc., as Seller, and Duke Energy Carolinas, LLC, as Purchaser,
dated December 20, 2006 (filed with the Form 8-K of the registrant, File
No. 1-4928, December 27, 2006, as exhibit 10.1).

10.19 Amended and Restated Employment Agreement daied September 24, : x:
2002, among Cinergy Corp., Services, Duke Energy Ohio, Inc., and Ouke -
Energy Indiana, Inc., and James L. Turner (filed with Form 10-K of Duke
Energy Chio, Inc. (farmerly The Cincinnati Gas & Electric Company) for the'
year ended Dacember 31, 2003, File No. 1-1232).
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Exhibit
Number

Duke Energy Duke Energy
Duke Energy Caralinas Ohio

Duke Energy
Indiana

10.19.1

10.20

. 10.201

10.21%*

10.22

10.23

10.23.1

10.24

10.24.1

10.25%*

Amended Employment Agreement effective December 17, 2003 to : . . . X
Empilayment Agreement dated September 24, 2002, among Cinergy .

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

and James L, Tumer (filed with Form 10-K of Duke Energy Ohio, Inc.

{formerly The Cincinnati Gas & Electric Company) for the year ended

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

Amended and Restated Empfoyment 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, Inc. (formerdy 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
Comp., Services, CG&E, and PSI, and James L. Tumer (filed with Form 10-
Q of Duke Energy Indiana, Inc. (formerly PS| Energy, Inc.) for the quarter
ended September 30, 1996, Fite No. 1-3543).

Non-Gualified Option Agreement dated as of November 17, 2003 . X
pursuant to Duke Energy Corporation 1998 Long-Term Incentive Plan, by

and between Duke Energy Corporation and Paul M. Anderson (filed with

Form 10-K of Duke Energy Carolinas, LLG for the year ended

December 31, 2004, File No. 1-4928, as Exhibit 10-18.4).

Settlement between Duke Energy Corporation, Duke Energy Carolinas, LLC X
and the U.S. Department of Justice resolving Duke Energy’s used nuclear - :

fuet litigation against the U.S. Depariment of Energy dated as of March 6,

2007 (filed with the Form 8-K of the registrant, File No, 1-

4928, March 12, 2007, as item 8.01).

Employment Agreement dated November 15, 2002, among Cinergy Comp., - . X
Duke Energy Ohio, inc., and Duke Energy Indiana, Inc, and Marc E. Manly :

(filed with Form 10-K of Duke Energy Chio, Inc. (formerty The Cincinnati

Gas & Electric Company} for the year ended December 31, 2003, File No.

1-1232).

Amended Employment Agreement effective December 17, 2003 to X
Employment Agreement dated Novernber 15, 2002, among Cinergy Comp., .
Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc., and Marc E.
Manly {filed with Formn 10-K of Duke Energy Chio, Inc. {formerly The
Cmcmnatt Gas & Electric Company) for the year ended 12/31/03, File No.
1-1232).

Employment Agreement dated November 15, 2002, among Cinergy Corp.,
CG&E, and PSI and Marc E. Manly (filed with Form 10-Q of Duke Energy
indiana, Inc. {formerly PSI Energy, Inc.} for the guarter ended

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

Amended Employment Agreement effective December 17, 2003 to
Employment Agreement dated November 15, 2002, among Cinergy Corp.,
CG&E, and PSI, and Marc E. Manily {ffled with Form 10-Q of Duke Energy
Indiana, Inc. {formerly PSI Energy, Inc.) for the quarter ended

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

Form of Phartom Stock Award Agreement dated February 28, 2005, - X
pursuant to Duke Energy Corporation 1998 Long-Term Incentive Plan by

and hetween Duke Energy Corporation and each of Fred ). Fowler, David

L. Hauser, Jimmy W. Mogg and Ruth G. Shaw (filed with the Form 8-K of

Duke Energy Carolinas, LLC, File No, 1-4928, February 28, 2005, as

Exhibit 10-2).
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Exhibit - : ’ Duke Energy Duke Energy  Duke Energy
Number : Duke Energy Caralinas Ohio Indiana

10.26 Engineering, Procurement and Construction Agreement, dated July 11, X
2007, by anc between Duke Energy Carclinas, LLC and Stane &Webster
National Engineering P.C. (filed with the Form 10-Q of the registrant,
November 13, 2007, File No. 1-4928, as Exhikit 10.1). (Partions 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 Form 10-K of ' : :
Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric Company)
for the year ended December 31, 1992, File No. 1-1232).

10.28 Deferred Compensation Agreement, effective as of January 1, 1992, ' . o X
between PSi and James E. Rogers (filed with Form 10-Q of Duke Energy T . ,
Indiana, Inc. (formerly PSI Energy, Inc.) for the guarter ended
September 30, 1996, File No. 1-3543).

10.29** Form of Phantom Stock Award Agreement dated as of May 11, 2005, X
pursuant 1o Duke Energy Corporation 1998 Long-Term Incentive Plan by - '
and batween Duke Energy Corporation and Jimmy W. Mogg. (filed with
Farm 10-CG of Duke Energy Carclinas, 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 hetween Duke Energy
Carolinas, 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). (Porticns of the exhikit have been omitted and filed

separately with the Securities and Exchange Cornmission pursuant to a

request for confidertial treatment pursuant to Rule 24h-2 under the

Securities Exchange Act of 1934, as amended).

1031 Split Dollar Insurance Agreement, effective as of May 1, 1993, between ’ X
Duke Energy Ohio, Inc. and Jackson H. Randoiph (filed with Form 10-K of
Duke Energy Ohio, Inc. {formerly The Cincinnat! Gas & Electric Company)
for the year ended December 31, 1924, File No. 1-1232).

10.32 Split Doilar Life Insurance Agreement, effective as of January 1, 1992, T X
petween PSI 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).

10.321 First Amendment to Split Dollar Life insurance Agreement befween PS1 and X
James E. Rogers dated December 11, 1992 (filed with Form 10-Q of ‘
Duke Energy indiana, Inc. {formerfy PSI 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 Corporation 1998 Long-Term Incantive Plan by )
and between Duke Energy Corporation and noremployee directors (fited i in ’ 1
Form 8-K of Duke Energy Carclinas, LLC, May 17, 2005, File Na. '
1-4928, as Exhibit 10-1).

10.34 Amended No. 1 to the Amended and Restated Credit Agreement (filed on X
Form 8-K cof 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 Ohio, Inc. and Jackson H. Randclph dated
January 1, 1995 (filed with Form 10-K of Duke Energy Chio, tnc.
(formerly The Cincinnati Gas & Electric Company) for the year ended
December 31, 1995, File No. 1-1232),

E-11
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Exhibit
Number

‘Duke Energy  Duke Energy
Buke Energy Carolinas Ohio

Duke Energy
Indiana

10.36

10.37

10.38

10.39

10.40

1G.41

10.42

10.43

10.44

10.45%*

10.45.1**

10.45.2%*

10.46

Asset Purchase Agreement by and among Cinergy Capital & Trading, Inc. -
(Capital & Trading), CinCap Madison, LLC and PSI dated as of February 5,
2003 (fited with Form 10-Q of Duke Energy Indiana, Inc. (formerly PSE
Energy, Inc.) for the quarter ended September 30, 1996, Fife No.
1-3543).

Forr of Phantom Stock Award Agreement (filed with Form 8-K of Duke
Energy Corporation, File No. 1-32853, April 4, 2006, 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 Carolina, Inc.

Amended and Restated Supplemental Executive Retirement Income
Agreement between Duke Energy Ohio, Inc. and certain executive officers
(filed with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati

Gas & Electric Company) for the year ended December 31, 1997, File No. ‘

1-1232}.

Asset Purchase Agreement by and among Capital & Trading., CinCap V11,
LLC and PSi dated as of February 5, 2003 (filed with Form 10-Q of Duke
Energy Indiana, Inc. (forrmerly PSI Energy, Inc.) for the quarter ended
Septernber 30, 1996, File No. 1-3543).

Form of Performance Share Award Agreement (filed with Form 8-K of Duke
Energy Cormporation, 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 York Mellon
Trust Company, N.A,, as Trustee {fited with the Form 8-K of the registrant,
File No. 1-4928, November 17, 2008, as itern 4.1).

Asset Purchase Agreement by and amaong Duke Energy Indiana, Inc. and
Duke Energy Ohio, Inc. and Allegheny Energy Supply Company, LLG,
Allegheny Energy Supply Wheatland Generating Facility, LLC and Lake
Acquisition Company, L.L.C. . dated as of May 6, 2005 (filed with Form
10-G of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric -
Company) for the quarter ended June 30, 2005, File No, 1-1232).

‘Asset Purchase Agreament by and among PS! and CG&E and Allegheny

Energy Supply Company, LLC, Allegheny Energy Supply Wheatland

Generating Facility, LLC and Lake Acquisition Company, L.L.C., dated as of.

May 6, 2005 (filed with Form 10-Q of Duke Energy Indiana, inc. (formerly
PS| Energy, Inc.) for the quarter ended Septembrer 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, Apiil 6, 2006, as Exhibit 10.1).

Performance Award 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 &, 2006, as Exhibit 10.2).

Phantom Stock Grant Agreement between Duke Enargy Comoration 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 Exhibit 10.3).

Underwriting Agreement, dated as of November 12, 2008, with Barclays
Capital Inc., Citigroup Globat Markets Inc, and Credit Suisse Secuiities
(USA) LLC, as representatives of the several underwriters named therein, in
connection with Duke Energy Carofinas, LLC's issuance and sale of
$400,000,000 aggregate principal amount of its First and Refunding
Mortgage Bonds, 5,75% Series C due 2013 and $500,000,000
aggregate principal amount of its First and Refunding Morigage Bonds,
7.00% Series C due 2018 (filed with the Form 8-K of the registrant, File
No. 1-4928, Novermber 17, 2008, as item 99.1).

. ' F-12
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Exhibit -
Number

Duke Energy

Duke Energy  Duke Energy

Carolinas

Ohio

Duke Energy
Indiana

10.47

10.47.1

10.48

10.49**

10.50

10.51

10.51.1

10.61.2

10.52

10.83

$2,650,000,000 Amended and Restated Credit Agresment, dated as of .
June 28, 2007, among Duke Erergy Corporaticn, Duke Energy Carolinas,
LLC, Duke Energy Chig, inc., Duke Energy Indiana, Inc. and Duke Energy
Kentucky, inc., as Borrowers, the banks Yisted therein, Wachovia Bank,
Naticnal Assoctation, as Administrative Agent, JPMorgan Chase Bank,
National Association, Barclays Bank PLC, Bank of America, N.A. and
Citibark, N.A., as Co-Syndication Agents and The Bank of Tokyo-
Mitsubishf, Ltd., New York Branch and Credit Suisse, as
Co-Documentation Agents (filed in Form 8-K of Duke Energy Ohig, Inc.,
July 5, 2007, File No. 1-1232, as Exnibit 10.1).

Amendment NG‘ 1 to the Amended and Restated Credit Agreement (filed
on Form 8-K of Duke Energy Ohio, Inc., March 12, 2008, File No. 1-
1232, as Exhibit 10.1).

Underwriting Agreement in connection with PSI issuance and sale of
$350,000,000 aggregate principal amount of its 6.12% Debentures due
2035 {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).

Form Phantom Stack Award Agreement and Election to Defer (filed with
Formr 8-K of Duke Energy Comporation, File No. 1-32853, May 16, 20085,
as Exhihbit 10.1).

Keepwell Agreement, dated April 10, 2008, between Duke Capital LEC
and Duke Energy Chio, Inc. (filed with Form 10-K of Duke Energy Chio,
inc. {formerly The Cincinnati Gas & Electric Company), filed on April 14,
20086, File No. 1-1232).

$2,000,000,000 Amended and Restated Credlit Agreement among the
registrant, such subsidiaries, the banks listed thergin, Barclays Bank PLC,
as Administrative Agent, and JPMorgan Chase Bank, N.A., as.Syndication
Agent {filed with Form 10-Q of Duke Energy Indiana, Inc. (formerly PS!
Energy, Inc.) for the quarter ended September 30, 19986, File No, 1-
3543).

$2,650,000,000 Amended and Restated Credit Agreement, dated as of
June 28, 2007, among Duke Energy Corporation, Duke Energy Carolinas,
LLG, Duke Energy Chio, Inc., Duke Energy Indiana, Inc. and Duke Energy
Kentucky, Inc., as Borrowers, the banks listed therein, Wachovia Bank,
National Association, as Administrative Agent, JPMorgan Chase Bank,
National Association, 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 Agenis (filed in Form 8-K of Duke Energy Indiana, inc.,
July 5, 2007, File Na. 1-3543, as Exhibit 10.1).

Arendment No. 1 o the Armended and Restated Credit Agreement (filed in
Form &K of Duke Energy Indiana, Inc., March 12, 2008, File No. 1-
3543, as Exhibit 10.1).

Agreements with Piedmont Eectric Membership Comporaticn, Rutherford
Electric Membership Corporation and Blue Ridge Electric Membership
Corporation lo provide wholesale electricity and related power scheduling
services from September 1, 2006 through December 31, 2021 (filed with
the Form 10-Q of Duke Energy Corporatien for the quarter ended June 30,
2006, File Ne. 1-32853, as Exhikit 10.15).

Asset Purchase Agreement by and between Duke Energy Indiana, Inc., as
Selfer, and Wabash Valley Power Association, [nc., as Buyer, Dafed as of
December 1, 2006 {filed with Form 10-Q of Duke Energy Indiana, inc.
{formerly PSI Energy, Inc.) for the quarter ended September 30,. 1996, File
Ng. 1-3543).
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Exhibit
Number

T R R S R L T L

Duke Energy Duke Energy Duke Energy

Duke Energy Carolinas Ohic

Indiana

10.54

10.55

10.56**

10.57

10.58**

10.59

10.60

10.60.1

10.861**

10.62

10.63

10631

Purchase and Sale Agreement by and among Cinergy Capital & oX
Trading, In¢., as Seller, and Fortis Bank, S$.A./N.V., as Buyer, dated as of

June 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, Bank of America, N.A., as Administrative Agent,
Banco Bilbao Vizcaya Argentaria, S.A.-New York Branch, as Syndication
Agent, and the Bank of Toigyo-Mitsubishi UFJ, Lid., Intesa Sanpaolo
S.p.A., New York Branch, Mizuho Corporate Bank {USA}, and Wells Fargo
Bank, National Association, as Co-Documentation Agents (filed with

Forrn 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 X
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 Construction Management Agreement dated
December 15, 2008 between Duke Energy Indiana, Inc. and Bechtel
Pawer Corporation (Portions of the exhibit have been omitted and filed'
separately with the Securities and Exchange Commission pursuantto a
request for confidential treatment pursuant to Rute 24b-2 under the
Securities Exchange Act of 1934, as amended).

Form of Amendment to Phantorn Stock Award Agreement (filed with X
Form 8-K of Duke Energy Corporation, File No. 1-32853, August 24,
20086, as Exhibit 10.2). ‘

Formation and Sale Agreernent by and among Duke Ventures, LLC, X
Crescent Resources, LLC, Morgan Stanley Real Estate Fund V U.S. LP.,

Morgan Stanley Real Estate Fund V Special U.S., L.P., Morgan Stanley

Real Estate Investors 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 Corporation for the

quarter ended September 30, 2006, File No. 1-32853, as Exhibit 10.3).

Fifteenth Supplemental Indenture, dated as of April 3, 2006, among the X
registrant, Duke Energy and JPMorgan Chase Bank, N.A. (as successor to

Guaranty Trust Company of New York), as trustee (the “Trustee™),

supplementing the Senior Indenture, dated as of September 1, 1998,

between Duke Energy Carofinas, LLC {formerly Duke Energy Corporation}

and the Trustee (filed with the Form 10-Q of Duke Energy Corporation for

the quarter ended June 30, 20086, File No. 1-32853, as Exhibit 10.1).

Stock Option Grant Agreement betwaen Duke Energy Corporation and X
James E. Rogers, dated April 4, 2006 (filed with Form 8-K of Duke
Energy Corporation, File No. 1-32853, April 6, 2006, as Exhibit 10.4).

Duke Energy Corporation 2006 Long-Term Incentive Plan {filed with Form X
8-K of Duke Energy Corporation, File No, 1-32853, October 27, 2006,
as Exhibit 10.1). o :

Tax Matters Agreement, dated as of December 13, 2006, by and X
between Duke Energy Corporation and Spectra Energy Corp (filed with

Form 8-K of Duke Energy Corporation, Fite No. 1-32853, December 15,

2006, as Exhibit 10.1),

Transition Services Agreement, dated as of Decermber 13, 20086, by and X
between Duke Energy Comporation 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, 2006, by and between Duke Energy Corporation and X
Spectra Energy Corp. (filed in Form 10-Q of Duke Energy Corporation for '
the quarter ended March 31, 2007, File Mo, 1-32853, as Exhibit 10.4).
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Exhibit
Number
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e ke
1

Duke Energy  Duke Energy  Duke Energy
Duke Energy Carolinas Ohio Indiana

10.63.2

10.63.3

10.63.4

10.64

10.65

10.66**

10.67**

10.68%*

10.69

10.69.1

10.70%*

10.71%*

10.72

Amendment No. 2 to the Transition Services Agreement, dated as of
December 13, 2006, by and betwaen Duke Energy Corporation and
Spectra Energy Corp. (filed in Form 10-Q of Duke Energy Corporation for
the quarter ended-March 31, 2007, File No. 1-32853, as Exhibit 10.5)

Amencment Ne. 3 to the Transition Services Agreement, dated as of
December 13, 2006, by and between Duke Energy Corporation and
Spectra Energy Corp, (fiied in Form 10-Q of Duke Energy Corporation for
the quarter ended June 30, 2007, File No. 1-32853, as Exhibit 10.3}.

Amendment No, 4 to the Transition Servicas Agreement, dated as of
June 30, 2007, by and between Duke Energy Corporation and Spectra
Energy Corp. (filed in Form 10-Q of Duke Energy Corperation for the
quarter ended September 30, 2007, File No. 1-32853, as Exhibit 10.1).

Employse Matters Agreement, 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, Fite No. 1-32853, December 15,
2006, as Exhibit 10.3;

First Amendment to Employee Matters Agreement, dated as of

Septernber 28, 2007 (filed in Form 10-Q of Duke Energy Corporation for

the quarter ended September 30, 2007, File No. 1-32853, as Exhibit
103 .

Duke Energy Corporation Directors' Savings Plan | & 1, as amenced and
restated (filed with Form 8-K of Duke Energy Corporation, dated
October 31, 2007, File No. 1-4298, as Exhibit 10.2).

Form of Phantom Stock Award Agreement {filed in Form 8-K of Duke
Energy Corporation, March 8, 2007, File No. 1-32853, as item 10.01).

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).

Separation and Distribution Agreement, dated as of December 13, 20086,
by and between Duke Energy Comeration and Spectra Energy Corp, (filed
in Form 8-K of Duke Energy Corporation,

File No. 1-32853, December 15, 2006, as ftem 2.1).

Amendment No. 1 to the Separation and Distribution Agreement, dated as
of December 13, 2006, by and between Duke Energy Corporation and
Spectra Energy Com, (filed in Form 10-Q of Duke Energy Comoration far
the quarter ended March 31, 2007, File No. 1-32853, as Exhibit 10.3),

Amendment to the Duke Energy Corporation 1998 Long-Term Incentive
Plan, effective as of February 27, 2007, by and between Duke Energy
Corporation and Spectra Energy Comp. (filed in Form 10-Q of Duke Energy
Corporation for the quarter ended March 31, 2007, File No. 1-32853, as
Exhibit 10.6). :

Arendment to the Duke Energy Carporation 2006 Long-Term Incentive
Plan, effective as of February 27, 2007, by and between Duke Energy
Corporation and Spectra Energy Comp. (filed in Form 10-Q of Duke Energy
Cortporation for the quarter ended March 31, 2007, File No. 1-32853, as
Exhibit 10.7). '

$2,550,000,000 Amended and Resiated Cradit Agreement, dated as of
June 28, 2007, ameng Duke Energy Corporation, Duke Energy Carolinas,
LLC, Duke Energy Ohio, Inc., Duke Energy Indiana, Inc. and Duke Energy
Kentucky, Inc., as Borrowers, the banks listed therein, Wachovia Bank,
National Association, as Administrative Agent, JPMorgan Chase Bank,
National Association, Barclays Bank PLC, Bank of America, N.A. and
Citihank, 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 Carparation,

July 8, 2007, File No. 1-32853, as Exnibit 10.1; the agreement was
executed June 28).
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Exhibit . - : L ’ Duke Epergy  Duke Energy Duke Energy
Number . - Duke Energy Carolinas Ghio Indiana
10,72.1 Amendment No. 1 to Amended and Restated Credit Agreement (filed In : X -

Form 8-K of Duke Energy Corporation, March 12, 2008, File No. 1- -
32853, as Exhibit 10.1), e

10.73 Engineering, Procurement and Construction Agreement, 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 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 September 30 2007,
File No. 1-32853, as Exhibit 10.2).

10.74%= Change in Control Agreement by and between Duke Energy Corporation X
and James L. Turner, dated April 4, 2006 {filed with Form 10-K of Duke
Energy Corporation for the year ended December 31, 2007, File No 1-
32853, as Exhibit 10.64.1).

10.75**  Change in Control Agreement by and between Duke Energy Corporation X
and Marc E. Manly, dated April 4, 2006 (filed with Form 10-K of Duke
Energy Corporation for the year ended December 31, 2007, File No. i-
32853, as Bxhibit 10.66.1).

10.76 Amended and Restated Engineering, Procurement and Construction X
Agresment, dated February 20, 2008, by and between Duke Energy ’
Carolinas, LL.C and $tone & 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 No. 1-32853, as Exhibit 10.1).

10.77** Form of Phantom Stock Agreement (filed on Form 8-K of Duke Energy *
Corporation, February 22, 2008, File No. 1-32853, as Exhibit 10.1).

10.78** Form of Performance Share Agreement (filed on Form 8-K of Duke Energy ' X
Corporation, February 22, 2008, File No, 1-32853, as Exhibit 10.2).

10.79 Amendment No. 1 to the Amended and Restated Credit Agreement (filed X
on Form 8-K of Duke Energy Corporation, March 12, 2008, File No. 1-
32853, as Exhibit 10.1).

10.80** Summary of Director Compensation Program (filed in Form 10-Q of Duke X
Energy Corporation for the quarter ended June 30, 2008, File No. 1- :
32853, as Exhibit 10.1).

10.81 Agreement and Plan of Merger by and among DEGS Wind 1, LLC, DEGS . X
Wind Vermont, Inc., Catarnount Energy Corporation (filed in Form 10-Q of
Puke Energy Corporation for the quarter ended June 30, 2008, File No. 1-
32853, as Exhibit 10.2).

10.82 Amended and Restated Engineering and Construction AQreement, dated as X .
of December 21, 2009, by and between Duke Energy Cardiinas, |.LC and
Shaw North Carolina, Inc.

10.83 Operating Agreement of Pioneer Transmission, LLC (filed in Form 10-Q of X« . .
Duke Energy Corporation for the quarter ended September 30, 2008, File . - S
No. 1-32583, as BExhibit 10.1). ; . .

10.84** 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).

10.85%* Duke Energy Corporation Executive Cash Balance Plan, as Amended and X
Restated Eifective August 26, 2008 (filed on Form 8-K of Duke Energy
Corporation, September 2, 2008, File No. 1-32583, as Exhibit 10.2).

E-16




PART IV

= SR

Exhibit -
Number
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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+

10.94

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,
September 2, 2008, File No. 1-32583 as Exhibit 10.3).

Form of Amended and Restated Change in Control Agreement, effective as
of August 26, 2008 (filed on Form 8-K of Duke Energy Corporation,
September 2, 2008, File No. 1-32583 as Exhibit 1C.4).

Améndment to Phantom Stock and Performance Awards with James £.
Rogers, effective as of August 26, 2008 (filed on Form 8-K of Duke Energy
Corporation Septembper 2, 2008, File No. 1-32853, as Exhibit 10.5).

Amendment to Deferred Compensation Agreement with James E. Rogers,
effective as of August 26, 2008 (filed on Form 8-K of Duke Energy
Corporation, September 2, 2008, File No. 1-32583, as Exhibit 10.6).

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, Septemtber 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 Form 8-K of
Duke Energy Comporation, September 2, 2008, File No. 1-32583, as
Exhibit 99.1}.

Amendment to Duke Energy Corporation 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 Exhibit 99.2). ‘

Deferred Compensation Agreement dated Decernber 16, 1992, between
PSI Energy, Inc. and James E. Rogers, Jr.

Engineering, Procuremient and Construction Management Agreement dated -

December 15, 2008 between Duke Energy Indiana, Inc. and Bechtel
Power Corporation. {Porlions 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). ‘

Retirement Agreement by and between Duke Energy Business Services LLC
and David L. Hauser, effective as of June 22, 2009 (filed on Form 8-K of
Duke Energy Corporation, June 26, 2009, File No. 1-32853, as 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
Nerth Caroling, Inc. {filed in Form 10-G of Duke Energy Comoration for the
quarter ended March 31, 2010, File No. 1-32853, as Exhibit 10.1).

Retirement Agreement dated December 9, 2010 betwean 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 10.1).

Form of Performance Award Agreement of Duke Energy Corporation (filed
on Form 8-K of Duke Enargy Corporation, February 22, 2011, File No.
1-32583 as Exhibit 10.1),

" Form of Phantem Stock Award of Duke Energy Corporation {filed on Form

8-K of Duke Energy Corporation, February 22, 2011, File Ne. 1-32583 as
Exnibit 10.2). .
Form of Performance Award Agreement by 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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Number

Duke Energy
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Duké Energy Duke Energy Duke Energy

Cardlinas

Ohio

Indiana

10.101

10.102

10.103

10.104

10.105

10.106

10.107%*

10.108**

10.109%*

*12.1
*12.2

*12.3

*12.4

Cuke Energy Corporation Executive Severance Plan {filed on Form 8-K of
Duke Energy Corporation, January 10, 2011, File No. 1-32383 as Exhibit
10.15

Form of Amendment to Change in Control Agreement by Duke Ene:
Corporation. -

$200,000,000 Credit Agresment dated as of April 7, 2010 among Duke
Energy Corporation and Duke Energy Carolinas, LLC, as Borrowers, the
banks listed therein, Branch Banking and Trust Company, as Administrative
Agent, Regions Bank, as Syndication Agent and First Tennesses Bank N.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 Supplermental Indenture dated as of June 7, 2010 of Duke
Energy Carolinas, LLC to The Bank of New York Melion Trust Company,
N.A., as Trustee {filed on Form 8-K of Duke Energy Carolinas, LLC, Jure 7,
2010, File No. 1-04928 as Exhibit 4.1).

Sixty-Second Supplemental Indenture, dated as of July 9, 2010, between
the Company and Dewutsche Bank National Trust Company, as trustee,
providing for the issuance of the Bonds. (filed on Form 8-K of Duke Energy
Indiana, Juty 9, 2010, Fite No. 1-03543 as Exhibit 4.1).

$6,000,000,000 Five-Year Credit Agreement, dated as of Novernber 18,
2011, among the Corparation, Duke Energy Carolinas, LLC, Duke Energy
Ohio, Inc., Duke Energy indiana, Inc. and Duke Energy Kentucky, Inc., as
Borrowers, the lenders listed therein, Wells Fargo Bank, National
Association, as Administrative Agent, Bank of Armerica, N.A. and The Rayal
Bank of Scotland plc, as Co-Syndication Agents and Bank of China, New
York Branch, Barclays Bank PLC, Citibank, N.A., Credit Suisse AG, Cayman
Islands Branch, Industrial and Commercial Bank of China Limited, New
York Branch, JPMorgan Chase Bank, N.A. and UBS Securities LLC, as
Co-Documentation Agents, (filed on Form 8-K of Duke Energy Corporation,
Duke Energy Carolinas, LLC, Duke Energy Indiana, Inc. and Duke Energy
Ohio, Inc., November 25, 2011, File No. 1-01232, as Exhibit 10.1).

Form of Performance Award Agreement of Duke Energy Corporation under
the Duke Energy Corporation 201G Long-Term Incentive Plan {filed on
Form 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 Energy Corporation
under the Duke Energy Corporation 2010 Leng-Term Incentive Pian {filed
on Form 8-K of Duke Energy Corporation, February 22, 2011, File No. 1-
32853, as Exhibit 10.2),

Farm of Performance Award Agreement by and between Duke Energy
Cerporation and James E. Rogers under the Duke Energy Corporation 2010
Long-Tenm Incentive Plan (filed on Form 8-K of Duke Energy Corporation,
February 22, 2011, File No. 1-32853, as Exhibit 10.3). .

Cemputation of Ratio of Eamings to Fixed Charges — DUKE ENERGY
CORPORATION

Cemputation of Ratic of Earnings to Fixed Charges — DUKE ENERGY
CAROLINAS

Computation of Ratio of Eamings to Fixed Charges — DUKE ENERGY OHIO

Computation of Ratio of Earnings o 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. X
*23.1.1 Consent of independent Registered Public Accounting Firm. X
*23.1.2 Consent of Independent Registered Public Accounting Firm. X
*23.1.3 Consent of Independent Registered Public Accounting Firm. X
*23.1.4 Consent of Independent Registered Public Accounting Firm. X
*24.1 Power of attorney autherizing Lynn J. Good and athers to sign the annual X
report on behalf of the registrant and certain of its direciors and officers.
*24.2 Certified copy of resolution of the Board of Directors of the registrant X
. authorizing power of attorney.
*31.1.1 Certification of the Chief Executive Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.1.2 Certification of the Chief Executive Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.1.3 Certification of the Chief Executive Officer Pursuant t¢ Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.1.4 Certification of the Chief Eiecutive Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002,
*31.2.1 Certification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes-Oxiey Act of 2002.
*31.2.2 Ger‘tiﬁcatién of the Chief Financial Cfficer Pursuant to Section 302 of the X
Sarbanes-Oxiey Act of 2002.
*31.2.3 Certification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002,
*31.2.4 Cextification of the Chief Financial Officer Pursuant to Section 302 of the X
’ Sarbanes-Oxley Act of 2002,
*32.1.1 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section S06 of the Sarbanes-Oxley Act of 2002. :
*32.1.2 Cerification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxiey Act of 2002.
*32.1.3 Certification Pursuant to 18 U.8.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarhanes-Oxley Act of 2002.
*32.1.4 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.
*32.2.1 Certification Pursuanito 18 U.S.C. Section 13820, as Adopied Pursuant fo X
Section 906 of the Sarbanes-Oxley Act of 2002. ’
*32.2.2 Certification Pursuant fo 18 U.S.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 905 of the Sarbanes-Oxley Act of 2002.
*32.2.4 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to 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 forlong-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 Exchangs Commission, o fumish copies of any or all of such instruments fo it.
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INVESTOR INFORMATION

Annual Meeting
The 2012 Annual Meeting of Duke Energy Shareholders
will be:

Date:  Thursday, May 3, 2012
Time: 10 a.m.

0.J. Miller Auditorium
Energy Center

526 South Church Street
Charlotte, NC 28202

Ptace:

Shareholder Services

Shareholders may call 800-488-3853 or 704-382-3853

with ques"iiOns about their stock accounts, legal transfer

requirements, address changes, replacement dividend

checks, replacement of [ost certificates or other

services, Additionally, registered shareholders can view
« their account online through DUK-Online, available at

" www.duke-energy.com, Send written requests to:

investor Relations

Duke Energy

P.O. Box 1005

Charlotte, NC 28201-1005

For electronic correspondence, visit
- .Www.duke-energy.com/investors/contactIR.

Stock Exchange Listing

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

Website Adﬂresses
Corporate home page: www.duke-energy.com

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

InvestorDirect Choice Plan

The InvestorDirect Choice Plan provides a simple and
convenient way to purchase common stock directly
through the company, without incurring brokerage fees,
Purchases may be made weekly. Bank drafts for monthly
purchases, as well as a safekeeping option for depositing
certificates into the plan, are availahle.

The plan also provides for full reinvestment, direct
deposit or cash payment of a portion of the dividends.
Additionally, participants may register for DUK-Online,
our onling account management service.

Financial Publications

Duke Energy’s annual report and related financial
publications can be found on our website at
www,.duke-energy.com/investors. Printed copies
are also available free of charge upon request.

Duplicate Mailings

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

Transfer Agent and Registrar

Duke Energy maintains shareholder records and

acts as transfer agent and registrar for the company’s
commaon 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 decfaration by the
Board of Directors, on March 16, June 18, Sept. 17
and Dec. 17.

Bond Trustee
If you have questions regarding your bond account,
call 800-254-2826, or write to:

The Bank of New Yark Mellon
Global Trust Services

101 Barclay Street — 21st Floor
MNew York, NY 10286

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 shareholders
and is nof to be considered an offer, or the solicitation
of an offer, to buy or sell securities.

Producis with a Mixed Sources label support the

development of responsibie forest management

warldwide. The wood comes from Forest Stewardship e
Council® (FSC-certified well-managed forests, FSL,, FSCt C015782
company-controlled sources and/or recycled material,

This annual report is printed on paper manufactured

with energy generated from renewable sources.

MIX
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“. “affordable, reliable and clean. This
" requifes us to constantly fook for ways
" to improve, to grow and to reduce
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DUKE ENERGY CORPORATION™ . **"

FINANCIAL HIGHLIGHTS"

(In mitiions, except per-share amounis and ratios) 2010 2009 2008
Operating Results
Total operating revenues $14,272 $12,731 $13,207
Net income . $ 1,323 $ 1,085 $ 1,358
Net income attributable to Duke Energy Corporation $ 1,320 $ 1,075 $ 1,262
Ratio of Earnings to Fixed Charges 3.0 3.0 3.4
Common Stock Data
Shares of commaon stock cutstanding
Year-end 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 earnings per share $ 1.00 $ 083 $ 1.07
Adjusted diluted earnings per share $ 143 $ 122 % 121
Dividends per share $ 0.97 $ 094 $ 0.80
Balance Sheet Data
Total assets $59,090 $57,040 $53,077
Long-term debt including capital Jeases and
variable interest entities, less current maturities $17,935 $16,113 $13,250
Total Duke Energy Corporation shareholders’ equity $22,5622 $21,750 $20,988

{a) Significant transactions reflected in the results above include the 2010 and 2009 impairments of goodwill and other assets (see Note 12 1o the Consolidated
Financial Statements, “Goodwill, Intangible Assets and Impairments").

See Motes to Consolidated Financial Statements in Duke Energy’s 2010 Form 10-K.

EARNINGS PER SHARE DIVIDENDS PER SHARE CAPITAL AND INVESTMENT EXPENDITURES

{in dollars) {in dollars) {dollars in billions}

10 100 89

N ——— — T ) S
- . 2 B B . = E=m =
- R o = ==

: 2008 2008 2610 : P R ey 0 008 2009 200

® Reported Diluted

® Adjustad Diluted
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Headquartered in Charlotte, N.C., Duke Energy Corperation is one of the largest
electric power halding companies in the United States. A Fortune 500 company,
Duke Energy is listed on the New York Stock Exchange under the symbol DUK.
More information about Duke Energy can be found at: www.duke-energy.com,
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CHAIRMAN'S LETTER TO STAKEHOLDERS

L

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:

| na 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 Progress 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. It is targeted to close by the end of 2011.

EXPECTED
EMPLOYEE
BENEFITS:
m Fuel savings and joint dispatch = Earnings accretion in the » Expanded career growth
efficiencies for customers in first year of the merger! oppartunities

the Carolinas m Strong credit ratings, balance

m Improved operating sheet, cash flow, and dividend
efficiencies, over time,

m Long-term earnings growth
for all regulated customers

target of 4 to 6 percent!

El'i'gr%yo + & Progress Energy

KEY MERGER STATIiSTICS

Duke Progress
Energy Energy  Combined Rank
. Market Cap. (billions) $23.7 $12.8 $36.5  #1
Electric Customers (miliiens} 4.0 3.1 7.1 #1

® Duke Energy
® Progress Energy

Regulated Adjusted EBIT Mix*  77% 100% 85% N/A

For more, visit www.duke-enargy.com/progress-energy-merger.

Notas: All data as of 12/31/2010,

1 Based on ad|usted diluted earnings per share.

2 Excludes purchased power. Duke Energy and combined amounts exclude approximately 4 gigawatts [GW) of Duke Energy International assets.

3 Total assets ars a summation of the two stand-alone companies and do not include any pro-forma purchase accounting adjustments from this transaction,

4 Eamings before interest and taxes (EBIT); exciudes Duke Energy operations labeled as “Other,” and Progress Energy operations labeled as “Corporate and Other Businesses,”
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LETTER TO STAKEHOLDERS (CONTINVED)

DELIVERING RESULTS TODAY: A FINANCIAL REPORT CARD

Duke Energy detivered exceptional 2010 resuits, both financially and operationalty.

During 2010, we met our financial commitments as we grew earnings, increased
the quarterly dividend, and maintained the strangth of our balance sheet, Extreme
weather boosted sales and earnings during 2010. We ended the year with adjusted difuted
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 flest 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 guarterly 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 long-
term dividend payout catio of 65 to 70 percent, based on adjusted diluted earnings per share.

[n 2010, we continued to focus on maintaining the
st.reng_th of our I?alance sheet. We are taking advantage of
historically low interest rates to issue debt {0 finance our : ’
modernization programs. Over the past two years, we have tfor 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 rates will
help us mitigate customer rate impacts.

Our strong investment-grade credit ratings have stable
outlooks with both S&P and Moody's. We had total avail-
able liguidity of approximately $3.4 billion at year-end.

Our sharehotders enjoyed a total return (including
dividends and the change in stock price) of 9.5 percent in
2010, outperforming the Philadelphia Utility index, which
returned 5.7 percent. Longer term, oo, Duke Energy has
cutperformed the utility index, with cumulative three-year

. @ Duke Energy Corporation
returns of 4.7 percent and five-year returns of 44.2 percent, @ Philadelphia Stock Exchange Utility Sector Index

compared to -15.4 percent and 20.9 percent, respectively, @ SEP 500 Index
for the utility index.

INTENDED MERGER WITH PROGRESS ENERGY

In January 2G11, we announcad our intended merger with Progress Energy. (See Creating
the Leading U.S. Ulility, Page 2.) Headquartered in Raleigh, N.C., Progress Energy
has regulated utility 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 millien customners with around 57,000 megawatts (MW) of domestic nuclear, ceal,
hydro and alternative enargy generation. We are targeting closing the transaction by the end
of 2011, subject to sharehelder and regulatory 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
effectively manage the transformation occurring 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 will benefit from productivity gains and that our
employees will benefit from increased opportunities. We expect sharehoiders to realize eamn-
ings accretion, based on adjusted diluted eamnings per share, in the first year after closing.
We are very excited about this transaction. Our combinad strength will exceed the
strength we have as separate companies. It wii! allow us to provide benefits o all our

1 From a base of 2009 adjusted diluted earnings per shaie of $1.22, DUKE ENERGY CORPORATION / 2010 ANNUAL RERPORT




OPERATIONAL PERFORMANCE SUPPORTS
OUR AFFORDABLE, RELIABLE, CLEAN MISSION

Affordable

Cur customers expect us

to provide them with
affordable energy both today
and in the future. Given the
long lead times needed to
build new generation, we
carefully make investments
to satisfy future demand.
Our diverse fuel portfolio
reduces commodity price
volatitity. Currently, Duke
Energy offers some of the
most competitive electric
rates in the United States.

Reliable

Our customers expect us

to deliver reliable energy.
Today's investments to mod-
ernize our grid will increase
the reliable delivery of energy
in the future. The new power
plants we are building today
will replace ofder, less
efficient ones. Our high oper-
ational perfermance helps
ensure that cur services are
available when nseded. In
2010, our nuclear fleet set
an ali-time company capacity
record of approximately

95.9 percent.

Clean

Qur customers want cleaner
energy. Over the last decade,
we have spent over $5 billion
lo significantly reduce suifur
dioxide (30,) and nitrogen
oxide (NOx) emissions from
our coal fleet. The modern
generating plants we are
currently building will
generate cleaner energy and
further reduce emissions. In
addition, our investments in
wind and solar will help us
to promote cleaner energy.

COMPARISON OF AVERAGE ELECTRIC RATES

{cents per kilowatt-hour, 12 months ended June 30, 2010)
@ Duke Energy @ State Average @ .S, Average

0 North Carolina  South Carolina Ina ' Ohio entucky IJ. Avege

Sourge: Fdison Electic Ingtituie Typical Bills and Average Rates Report, June 30, 2010.

EAR GENERATION CAN FOSSIL GENERATION COMMERCIAL AVAILABILITY
@ Duke Energy @ Industry Average @ Duke Energy
100% 100%

8 2008 2007 2008 2009 2010 70 2008 2007 2008 2009 2010

Source: Industry average abtained from Nuclear Energy
Institute (NEI)

{pounds emitted per net MWh of generation)
# 50, Intensity @ NOx Intensity

(in thousand tons)
® 30, Emissions @ NOx Emissions

1,000 12

207 2008 2009 2010 7 2008 2007 2008 2008 2010

T 2006

Note: SO; and NOx reported from U.S. electric generation based on ownership share of generating asseis.




LETTER TO STAKEHOLDERS (CONTINUED)

stakeholders — our customers, investors, employees, and the communities in which we
work and live. Integration planning has begun so that we can ensure a smooth transition

and increase productivity gains in all aspects of our business.

At the same time, we will continue to focus on execution of our 2011 financial

and operational objectives as a stand-alcne company.

RELIABLE PERFORMANCE

Our fleet and grid performed admirably in 2010, Confronted with record-breaking
termperatures — both winter and summer — Duke's operating teams met the chalienge
of high load requirements. For example, the regulated fossil generation fleet had commercial
availability of approximately 88.7 percent. The company’s nonregulated Midwest generation
fleet also met customers’ needs while establishing record highs for totai generation.

Industry data show that our nuclear fleet is among the most reliable in the nation
at delivering low-cost baseload power. During 2010, cur 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 Oconee Nuclear Staticn became the nation's
first nuclear plant to receive Nuclear Regulatory Commission approval to transition from
an analog to a digital plant safety system. Upgrading these systems will hefp prevent
urnecessary shutdowns and result in more reliable and simplified operations. The digital

upgrade for ail three Oconee units wilt be complete by 2013.

Strong preductivity, operational performance and efficiency are good for our customers
and communities. Investors also benefit when we reduce costs and increase profitability.

Duke Energy does business in a way that is good for
pecple, the planet and profits. Our strategy was affirmed
in 2010, as Duke Energy earned a place on the Dow
Jones Sustainability World Index. We were ane of only
15 electric utilities around the globe to be named to this
elite index. Duke Energy alsc earned a place on the Dow
Jones Sustainability North America Index for the fifth year
in a row. You can read about our sustainahility plan on
Page 6 of this report. Our 2010|2011 Sustainabiiity Report,
available at www.duke-energy.com, has more details.

INVESTING FOR QUR FUTURE:
MODERNIZATION STRATEGY

Duke Energy is making decisions today for future enetgy
investments. These decisions are critical to our mission
to deliver affordable, reliable and clean energy. Power
plants take years to permit and construct and require
enormous amounts of capital to be invested over several
years. We recover these investments through customer
rates aver the 30- to 40-year operating lives of our
baseload power plants.

Our customers enjoy reliable power today because of

FLEET MODERNIZATION THROUGH 2020

(capacity in megawatts)

Carolinas Modernization Indiana Modernization

Retirements Retirements

0 additions Additions
® (liffside Unit 6 @ Edwardsport
@ Buck and Dan River Gas Plants  # Wabash River
® Cliffside Retirement @ Legacy Edwardspart
Commitments @ Remaining units to be
@ Other Planned Retirements evaluated for retirement/
contrals

{nvestment decisions made many decades ago. In the Carolinas, for example, Duke Energy
has not built any new baseload generating plants since 1986. Over the past decade, we
have invested roughly $5 killion to significantly reduce sulfur dicxide 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.

INNOVATIVE PRODUCTS

AND SERVICES

Provide innovative products
and services in a carbon-
constrained, competitive world

Our customers want products
and services that are
affordable yet responsive

to environmental concerns

ENVIRONMENTAL
FCOTPRINT

Reduce our environmental
footprint

As an energy company, we
have a large impact on the
environment and depend on
natural rescurces for our fuel

ENERGY EFFICIENCY: Reduce customer energy consumption
by 2,500 gigawatt-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 naticnal average and the high refiability of our
generation and distribution systems

CARBON EMISSIONS: Reduce or offset the carbon dioxide
(CO,) emissions from our U.S. generation fleet 17 percent
from 2005 by 2020 (i.e., go from 105 million tons in
2305 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 2C05 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

QUALIT
WORKFORCE

Atiract, develop and retain
a diverse, high-guality

Energy companies will be
differentiated by the quality,
creativity and customer focus
of their employees

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

workforce employse engagement at 75 percent and 64 percent,
respectively, or higher, as measured by favorable scores
on survey questions

STRONG Our success is linked to a PHILANTHROPY: Develop the baseline number of

COMMURNITIES

Help build strang
communities

TRANSPARENCY

Be profitzble and demonstrate
strong governance and
transparency

the health and prosperity of
the communities we serve

and eaming the trust and
confidence of our many
stakeholders keeps us

in business

individuals positively impacted by our support of
key community partners during 2010

SHAREHOLDER RETURN: Cutperform our peers in total
shareholder return, annually and over a three-year period,
as measured by the Philadelphia Uiility Index

To learn more, see our 2010|2011 Sustainability Report available on www.duke-energy.com.
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LETTER TO STAKEHOLDERS (CONTINUED)

result, we expect to retire and replace our entire flest, 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:

m  EDWARDSPORT POWER PLANT IN INDIANA. When operational in 2012, this 618-megawatt,
state-of-the-art Integrated Gasification Combined Cycle (IGCC) facility will 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 poliutants, and

then use this gas to produce power. Indiana coal will
help power homes, husinesses, schools and factories
and reduce emissions fo the environment. Duke Energy
has received approval for local, state and federal

tax incentives totaling mare than $460 million for

the project, which will help mitigate customer rate
increases over time. Construction remained on schedule
in 2010, but the scale and complexity of the project
have pushed costs higher than the previous estimate
of $2.35 hittion. We have a pending request before

the Indiana Utility Regulatory Commission to approve
{he estimated cost increase from $2.35 billion to
$2.88 hillion. A decision is expected in 2011.

m  GLIFFSIDE POWER PLANT IN NORTH CAROLINA, This advanced
coal-fired 825-megawatt facility is expected to go on
line in 2012 at an estimated cost of $2.4 billion. Cnce
it is operational, we will start to retire 1,000 megawatis
of generation at older, less efficient plants — some built
in the 1920s. At year-end, the project was on schedule
and on budget and had been awarded $125 million in
federal clean-coal tax credits.

= BUCK POWER PLANT IN NORTH CAROLINA. Construction of our
620-megawatt combined c¢ycle gas-fired Buck plant
is estimated to cost $700 million, with an expected
in-service date in late 2011. It ended the year on
schedute and on budget. By 2015, we plan to retire
the construction site’s four existing coal units, all built
betweesn 1941 and 1953.

am  DAN RIYER POWER PLANT IN NORTH CAROLINA. In Octoher
2010, we broke ground on our second 620-megawatt
combined cycle naturai gas-fired plant — the Dan
River facility. The $710 million plant is expected to go
on line in late 2012, and we pian to retire the site’s
three existing coal units that were built between 1949
and 1955.

USFERG MAJOR CONSTRUCTION PROJECTS OVERVIEW!

(doltars in milligns}
@ Spentas of 12/31/2010 @ Estimated expenditures to complats praject

0 Edwardsport Cliffside Buck Dan River
Edwardsport ® 618 MW IGCC facility
1GCC Plant a Expected in service in 2012
Indiana m Project is 80% complete?
Ciifiside Advanced ® 825 MW advanced clean-coal unit
Clean Coal Plant ® Expected in service in 2012
North Carclina m Project is 80% complete 2
Buck Combined ® 620 MW combined-cycle
Cycle Plant gas-fired plant
North Carclina w Expected in service in 2011

m Project Is 75% complete 2

Dan River Combined a 620 MW combined-cycle
Cycle Plant gas-fired plant
North Carolina m Expacted in service in 2012

m Project is in early stages of
construction 2

1 Project costs include direct capital and Allowance for Funds Used During
Construction {AFUDC)
2 Approximate as of December 31, 2010

Additionally, we are investing up to $1 billion in the long-term build-out of a digital
two-way communications network along the power grid. Once complete, customers will be
able to better manage their energy usage and save money. All these modernization projects

are creating jobs in our communities.

DUKE ENERGY CORPORATION / 2010 ANNUAL REPGRT




E LETTER TO STAKEHOLDERS (CONTINUED)

RECOVERING FLEET MODERNIZATION COSTS

In 2011, we expect to ask regulators in up to three of our five jurisdictions to approve
customer rate increases so we can recaver investments associated with enviranmental
compliance 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 over the past 50 years. In
fact, Duke Energy currently offers some of the most compsetitive electric rates in the United
States. Our retes in the Carolinas, in particular, benefit from the low-cost, baseload nuclear
pawer that serves our North Carolina and South Carolina customers.

In all our jurisdictions, we want to achieve pricing

" AVERAGE ANNUAL ELEETRICITY. PRICES (ALL SECTORS), 1960 — 200 structures that balance customer and shareholder neecs.
R — ' To maintain that balance and keep rates low for customers,
{cents per Kivh) we must obtain timely recovery of our investments and

% Real 2005 Dollars @ Nominal carn a fair retum.

u We will continue to control costs and focus on
productivity. To that end, we have held nonrecoverable
operation and maintenance costs essentially flat for the
past four years,

A NEW PATH IN OHIO

Achieving a balance between our customers’ need for
affordabte, reliable and clean power and our investors’ need
for competitive and fair returns has grown difficult in Ohio.

0 ‘50 ‘65 0 ‘75 ‘80 ‘&5 ‘90 ‘95 W ‘05 ‘09 By law, Ohic customers can switch. generation provider.s,
allowing them to capture the benefit of lower market prices.
Data Source: Energy Information Adminisiration However, our generation must stand ready to serve all

customers in our service territory, including those who have
switched, Therefore, we have not 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 electric 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 to other
retail suppiiers who offered generation at lower prices.

In the current Ohic regulatory framework, provisions in place do not aillow utilities fo
adequately recover their investments, whether in existing assets, new power plants to meet
future customer demand, or in improvements 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 the end of 20190, we filed a new electric standard service offer,
or Market Rate Offer, with the Pubiic Utilities Commission of Ohio, requesting a plan to
set market-based rates for customers of Duke Energy Chio. This filing was a significant
departure for Duke Energy Ohio, however, we believed it was the best opticn 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 ruting, we are currently exploring our options.

DUKE ENERGY CORPORATION / 2010 ANNUAL REFORT




DUKE ENERGY'S COMMERCIAL BUSINESSES

Our Commercial Power and International business segments contributed around
$900 million or approximately 23 percent of our total adjusted segment EBIT
{earnings before interest and taxes) in 2010. We executed on our strategies in each
of our Commercial Businesses:

a  INTERNATIONAL: Cur international business, consisting mostly of hydroelectric generation
plants in Brazi{ and a combination of hydre and fossil generation in Peru and other
Latin American countries, has provided consistent earnings growth. Favorable pricing
and exchange rates helped drive an approximate 20 percent increase in adjusted
segment earnings in 2010.

= MIDWEST GENERATION: Our Ohio generation teams achieved record safety and production
results in 2010. Financial results were boosted by Duke Energy Retall, our competitive
retai) business in Ohio, which grew from a cold start in spring 2009 to a company
with 17 employees and more than 100,000 customers. Duke Energy Retall sarves
approximately 60 percent of the switched load from Duke Energy Ohio as well as
customers from outside our Ohio franchise territory. This is an outstanding achieverment
and demonstrates our team’s hard work and diligent execution 1o retain margin in the
competitive Chio environment.

m  RENEWABLE ENERGY: Duke Energy now has more than 1,000 MW of commercial
renewable energy on line, with two major projects — the Top of the World Windpower
Project in Wyoming and the Kit Carson Windpower Project in Celorado — completed
and in service at the end of 2010. Long-term power purchase agreements support
beth projects. Our commetcial solar business also grew in 2010. We added the Blue
Wing Solar Project in Texas, a 14-MW installation, compiete with a 30-year power
purchase agreement.

A CULTURE OF SAFETY

A culture of “safety first” is foremost in everything we do &s a company.
A safe company heips drive productivity and efficiency.

In 2019, Duke Energy achieved its best ever employee safety
performance, meastred by our tota! incident case rate, which improved
10 percent from 2008. Specifically, our regulated fossil/hydro fleet
reduced its safety incidents in 2010 by approximately 25 percent; our
Midwest generation fleet and our International operations reduced their
safety incidents, by half and by 75 percent, respectively. Each of these
fleets set all-time historic safety records for employees.

The 3R program in our U.S. fossil/hydro generation plants is one
example of how we continually strengthen our safety culture. The Rs
stand for Reduce risk, Remove exposures to hazards and Reinforce safe

behavior. Introduced in 2010, the program encourages and rewards
employees and contractors for reporting potential hazards, Anyone at a plant can

record problems they observe and recommend corrective action or initiate a work order

to address the issue. This simple checkiist has improved safaty across our plants.

Another example is the “Fresh Eyes” concept at our Ohio plants. Two workers started
the program with a common 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 their own to 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 cur partners at jointly-
owned facilities 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.

DUKE ENERGY CORPORATICN / 2010 ANNUAL REPGRT
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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 more efficient
aperations as well as more
information to heip them
manage their erergy use
and costs.

LEARNING FROM CHALLENGES

While we are proud of aur emplovees’ stellar safety performance, we must improve
contractor safety. Several contractors working 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 precedures to safeguard our contractors on the job. To underscore the importance of
a fatality-free workplace for both employees and contractors, rigorous safety measures are
a part of our annual employee incentive compensation program.

Just as we are committed to ensuring the safety of employses and cortractors, we are
also committed i earning the trust of cur communities. tn 2010, that trust was tested
in Indiana with coniroversy over the hiring of a regulatory attorney, When the issue first
emerged, we immediately launched an internal investigation and have ceoperated fully with
external investigations. As we learned mare, we took swift, decisive and appropriate policy
and personnel actions. While the Indiana Utility Regutatory Commission's investigation
found no improprieties in rulings related to our Edwardsport project under construction
in that state, we recognize the need to rebuild our stakeholders’ trust.

INVESTING IN TECHNOLOGY

We face a different kind of challenge when we lay the groundwork for & 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 digital 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 our 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 technology that has changed fitile since the days
of Thamas Edison. In 2009, we began a $1 billion upgrade to move from an analog system
te an advanced digital grid. Sometimes
called "smart grid,” today's modernization
efforts bring 21st century technology to
the 20th century power grid.

Wa began by Instailing two-way
communication devices on parts of our
distribution system. These devices can
heip identify outages, enabling us to
respond more quickly to resolve problems.
They can also help us monitor potential
irregularities and pravent future outages,
improving the gric’s reliability. Digital
meters at our customers’ homes and
pusinesses permit remote meter reading
and decreased on-site visits, resulting in
greater efficiencies.
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The technoltogy also makes possible the integration of appliances and other in-home
devices, so customers can — if they choose — use the tools and information we provide

to reduce their energy usage and confral costs.

As part of the upgrade, we have installed state-cf-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 instalied approximately 140,00C electric meters,
100,000 gas meters and 22,000 communication nodes in Qhio.

With this technology in place, we have begun residential energy management pilot
programs in Ohio and in a small area of Charlotte, N.C. Participating customers have

realized savings in their monthly energy bills.

Customer Service Improvements

in addition o improvermnents in our power delivery
system, the digital grid will help customers become more
invalved in managing their energy use. We'll be able o give
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 investmenis we are making
in Qhio, and eventually in the cther states we serve, wili
create a customer experience similar to other technological
revolutions, like the Internet and the smartphone. Of
course, taking action is optional — and we feel strongly
that customers should be the cnes to make that choice.

We are not waiting to build out the smart grid,
however, to create new opporiunities for customers to
connect with us. Today, in addition to person-to-person
services, customers can communicate with us via social
media and online tools, so that we can respond more
guickly to their suggestions and concerns. Our storm
feeds on Twitter — @DukeEnergyStorm, and Facebook
http://www.facebook.com/DukeEnergyStorm), are great
examples of how we are reaching customers with
information they want and need.,

The efforts of our employees to offer prompt and
effective customer service were recognized in 2010. In
a customer satisfaction survey for electric utilities, Duke
Energy was ranked third in the nation by the Key Accounts
National Benchmark Survey. Additionally, in the J.D. Power
and Associates 2010 Electric Utility Residential Customer
Satisfaction Study™ Duke Energy Carolinas ranked highest
among large utility companies in the South region, and our

BID YOU KNOW:

ELECTRIC VEHICLES

]. per mile, versus an average of 15 cents per mile for
gasoling per gallon.

2 The Unitsd Staies now imports mere i $

nil. at a cost of hilliens of dollars par year. The use
of plug-in glectric vehicies can dramaticaily improy
our energy independence.

3 Even in regions where most electricity is produced by
coal, electric vehicles still reduce greenhouse gases
by 25 to 30 percent over conventional vehicles.

SOURCE.: GoElectricDrive.com

Midwest operations moved up three spots to sixth place among 17 providers. We are proud
aof our employees whose actions embedy our long-standing culture of safety and service.

Electric Vehicles

We are working with the manufacturers of vehicles, batteries, and charging stations to

expand the adoption of plug-in electric vehicles. In 2010, the Electric Drive Transportation
Asscciatfon, 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 about environmental benefits, charging infrastructure, purchase incentives,
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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 federal policies and standards. This technology
is good for the planet and good for our profits, helping drive electricity sales.

QUTLOOK FOR 2011 AND BEYOND

Throughout 2011, we will be planning for the integration of Duke Energy and Progress
Energy and filing for merger approvals with various 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 tearn 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 efforts, and stabilization of the competitive environment in Ohio. 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

a Requests for increases in customer rates to recover expenses incurred in constructing
and upgrading power plants

= Continued efforts across our jurisdictions to gain approval of mechanisms that narrow
the gap between allowed and earned returns

m Increased safety performance and improved reliability due to plant and equipment
investments and the continued rollout of digital technology, and

= 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
depend on the decisions we make today to build the right infrastructure to power our world
for the future,

Our persistent push for productivity improvements in every aspect of our busfness
enables us to better meet the needs of alt our 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 communities.

We will remain sharply focused on these objectives and continue to deliver resuits
today, while investing for our future,

e & fopere

James E. Rogers
Chairman, President and Chief Executive QOfficer
March 4, 2011
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OUR PRIORITIES, PROGRESS, AND OUTLOOK

OUR
PRIORITIES |

ouR ' OUR
PROGRESS OUTLOOK

Finalize merger with ] Announced top-tier management team for m Plan to begin- makrng state and federa

Progress Energy combined company regulatory filings in frrst quarter 2011
m Merger teams have begun initial m Targeting close of. merger transaction b
integration planning end of 2011 ' :
Continue operational = Achieved record capacity factor for = Continue focus on operatioha’r_f 'ei'cellérr
performance of fleet nuclear fleet in 2010 S
and grid ® Achieved record generation levels for

nonregulated Midwest generation in 2010

Agpgressively manage = Maintained relatively flat adjusted net m Modest increases to costs antrcrpate
capital and operating and operating and maintenance costs! from major construction prolec'm camie on ne

maintenance costs 2007-2010 ‘2011 and 2012 i
Grow adjusted diluted EPS m Realized adjusted diluted EPS growth of m Targeting 2011 adjusted dlluted EPS range
and the dividend approximately 17 percent in 2010 of $1.35-$1.40 ;
= [ncreased guarterly dividend from n Targeting a long-term’ dl\ndend payout range:’ ?
$0.24 per share to $0.245 per share of 65 to 70 percent of adjusted dlluted ERS
during 2010 » Project a dividend increase in 2011 ﬁg E
= Deiivered Total Shareholder Return of (subject to Board of Drrectors drscretlon
9.5 percent during 2010 and approval} - - : .
Maintain balance sheet m Credit ratings affirmed in January 2011 = Maintain current cred[t ratrngs : . 7
strength m Issued over $285 million of equity through = Project no equiity issuances through 2013 W
internal plans during 2010 based on current busrness plan
REGULATED OPERATIONS - -
Obtain constructive m No significant regulatory outcomes were w Plan to file rate cases in up o three of -~ g
regulatory outcomes reached during 2010 our regulated Jurlsdrctlons in 2011 -
Complete major construction = Major construction projects are on time :
projects on budget and and on budget, except for Edwardsport
on time
Advance legislative agenda w Planning forA-l\eAg"relative agendas = Propose legrslatron to address regu ory . lag
to reduce regulatory lag and the timely recovery of Investments, such

as new nuclear

Position Midwest generation w Filed 2 Market Rate Offer (MRO) in m Achieve a constructive outcome for
business for the long term November 2010, proposing generation generation pricing in Ohio '
rates for Ohie customers in 2012 and
beyond; in February 2011, PUCO failed to
approve our MRO filing; we are currently
exploring options

' Strategicaliy respond m Duke Energy Retail has retained u Respond to additional customer
to customer switching approximately 60 percent of Duke Energy switching pressures in Ohio through
pressures in Ohio Ohio's switched customers Duke Energy Retail
Strategically invest in the -"'Grew the renewable generation portfolio by  w Continue to evaluate investment
renewable energy and aver 250 megawatts during 2010 _ opportunities

International businesses

1 Net of deferrals, cost recovery riders and special items




CORPORATE GOVERNANCE

BOARD OF DIRECTORS

William (Bill) Barnet tll
Chairman, President and

Chief Exacutive Officer

The Barnet Company Inc. and
Barnet Development Corp.

Chair, Finance and Risk Management
Committee

Member, Nuclear Oversight
Committee

Director of Duke Energy or its
predecessor companies since 2005

G. Alex Betnhardt Sr.
Chairman and

Chief Executive Officer
Bernhardt Furniture Company
Member, Audft Committee,
Nuciear Qversight Committee

Director of Duke Energy or its
predecessor companies since 1961

Michael G. Browning
Chairman and Prasident
Browning Investments Inc.

Chair, Audit Commiilee

Member, Corporafe Governance
Committee, Finance and Risk
Management Committee

Director of Duke Energy or its
predecessor companies since 1990

Daniel R. {Dan) DiMicco
Chairman, President and

Chief Executive Officer

Nucer Corp.

Member, Compensation Committee,
Corporate Governance Comimittee

Director of Duke Energy or its
predecessor companies since 2007

John H. Forsgren

Retired Vice Chairman,
Executive Vice President and
Chief Financial Officer
Northeast Utilities

Member, Audit Committee,
Cornpensation Cornmittee

Director of Duke Energy or fts
predecessor companies since 2009

Ann Maynard Gray

Former Vice President, ABC Inc.
and former President, Diversified
Publishing Greup of ABC Inc.

Lead Director
Chalr, Corporate Governance
Committee

Member, Compensation Comrmittee,
Finance and Risk Management
Committee

Director of Duke Energy or its
predecessor comparnies since 1994

James H. (Jim) Hance Ir.
Retired Vice Chairman and
Chief Financial Gfficer

Bank of America Corp.

Chair, Compensation Commitlee
Member, Finanice and Risk
Managernent Committee

Director of Duke Energy or its
hredecessor comparnies since 2005

E. James (Jim) Reinsch
Retired Senior Vice President
and Partner

Bechtel Group

Member, Finance and Risk

Management Committee, Nuciear
Oversight Committee

Director of Duke Energy or its
predecessor companies since 2009

James T. (Jim) Rhodes
Retired Chairman, President
and Chief Executive Officer
Institute of Nuclear Power
Operations

Chair, Nuclear Qversight Committee
Member, Audit Cormmitlee

Director of Duke Energy or its
predecessor companies since 2001

James E. (Jim) Rogers
Chairman, President and
Chief Executive Officer
Duke Energy Corp.

Director of Duke Energy or its
predecessor cornpases since 1988

Philip R. {(Phil) Sharp
President

Resources for the Future
Member, Audit Committee, Nuciear
Qversight Committee

Director of Duke Energy since 2007
and its predecessor companies from
1985-2006

From left to right: Jim Hance Jr., Michaei Browning, John Forsgren, Dan BiMicco, Ann Maynard Gray,
Jim Reinsch, Jim Rogers, Bili Bamnet IlI, Jim Rhodes, Phil Sharp and Alex Bernhardt Sr.
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DUKE ENERGY LEADERSHIP

EXECUTIVE MANAGEMENT

James E. (Jim) Rogers
Chairman, President and
Chief Executive Officer

Roberta 8. Bowman
Senior Yice President and
Chief Sustainability Officer

Brett C. Carter
President — Duke Energy
North Carolina

Douglas F. (Doug) Esamann
President — 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 Caralina

Dhiaa M. Jamil

Group Executive,

Chief Generation Officer and
Chief Nuclear Officer

Julie S. Janson
President — Duke Energy Chio
and Duke Energy Kentucky

Gianna M, Manes
Senior Vice President and
Chief Customer Officer

Marc E. Manly
Group Executive, Chief Legal
Officer and Corporate Secretary

David W. Mohler
Senior Vice President and
Chief Technology Officer

B. Keith Trent

Group Executive and
President — Commercial
Businesses

William F. (Bill} Tyndall
Senior Vice President —
Federal Government and
Regulatory Affairs

Jennifer L. Weber
Group Executive,
Human Resources and
Corporate Relations

T N i R

TR

I A T S S s

From ‘eft 1o right: Rick Haviland, Jennifer Weber, Brett Carter, Roberta Bowman, Marc Manly, tynn Good,
: Keith Trert, Jim Rogers, Dniaa Jamil, Catherine Heigel, David Mohier, Gianna Manes, Bi! Tyndail, 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 cwned capacity)

B Coal 9%
W Ruclear 19%
B Natural Gas/Fuel 0il 20%
W Hydro 12%
CUSTOMER DIVERSITY

(in billed GWh sales}

“.

B Residential 34%
M Commercial 32%
M Industrial 25%

=1 Wholesale/Qther 9%

. OVERVIEW

U.S. Franchised Electric 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 sources designed to provide
energy af the lowest possible cost.

Electric Operations

m Owns approximately 27,000 megawatts (MW) of
generating capacity

@ Service area covers about 50,000 square miles with an
estimated population of 12 million

& Service to approximately 4 million residential, commercial
and industrial customers

m Over 152,200 miles of distribution lines and a 20,900-mile
transmission system

Gas Operations

m Regulated nalural gas transmission and distribution services
o approximately 500,000 customers in southwestern Ohig
and northern Kentucky

COMMERCIAL
POWER

GENERATION DIVERSITY
{percent owned capacity)

Commercial Power owns, operates and manages power plants,
primarily located in the Midwest, and a renewable energy
pottfolio. Commercial Power's subsidiary, Duke Energy Retail,
serves tetail electric customers in Ohio with generation and
other energy services at competitive rates. Cornmercial 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)
m 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

W Coal 4%
B Natural Gas 44%
& Renewable 12%
W Other 3%
DUKE ENERGY GENERATION DIVERSITY

(percent owned capacity)

o

INTERNATIONAL

W Hydro £9%
B Fuel Oil 20%
B Katural Gas 1%

Duke Energy International {DEI) operates and manages power
generation facilities and engages in sales and marketfing of
electric power and natural gas cutside the U.S. DEI's activities
target power generation in Latin America. DEI also has an
equity investment in National Methano! Co., a Saudi Arabian
regional producer of MTBE, a gasoline additive.

m Owns, operates or has substantial interests in approximately
4,200 net MW of generation facilities

m About 70 percent of DEI's generating capacity is
hydroelectric




SAFE HARBOR STATEMENT

This document contains forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995.
Forward-looking statements are typically identified by words or
phrases such as “may,” *will,” “anticipate,” “estimate,” “expect,”
“project,” “intend,” “plan,” “believe,” “target,” “forecast,” and
other words and terms of similar meaning. Forward-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 guaraniee of future performance and that
actual results could differ materfaily from those contained in

the forward-looking statement. Such forward-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 pians, objectives, expectations and
intentions, the expected timing of completion of the transaction;.
and other statements that are not historical facts. Important
factors that could cause actual results to differ matertaily from "
those indicated by such forward-Idoking statements include risks
and uncertainties relating 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 )
chtain governmental and regulatory appravals required for the
merger, o required governmental and regulatory approvals may
delay the merger.or tesult in the imposition of conditions that
could cause the parties to abandon the merger; the risk that

a condition to closing of the merger may not be satisfied; the
timing to consurnmate the proposed merger; the risk that the
businesses wiil not be integrated successfully; the risk that the
cost savings and any other synergies from the transaction may
not be fully realized or may take ionger to realize than expected;
distuption from the transaction makmg it more difficult to
maintain relationships with customers, employees or suppllers ‘
the diversion of management time on merger-related issues;
general worldwide economic conditions and related
uncertzinties; the effect of changes in governmental regufations
and other factors discussed or referred to in the “Risk Factors”
section of each of Duke Energy's and Progress Energy's most
recent Annua! Report on Form 10-K filed with the Securities
and Exchange Commissicn. These risks, as well as other risks
associated with the merger, will be more fully discussed in

the joint proxy statement/prespectus that will be included in

the Registration Statement on Form S-4 that will be filed with
the SEC in cannection with the merger. Additional risks and
uncertainties are identified and discussed in Duke Energy's

and Progress Energy’s reports filed with the SEC and available
at the SEC's website at www.sec.gov. Each forward-looking
statemnent speaks cniy as of the date of the particufar statement
and neither Duke Energy ner Progress Energy undertakes any
cbligation to update or revise its forward-looking statements,
whether as a result of new information, future events or otherwise.
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Additional information on the merger and where to find it
This document does not constitute an offer to sell or the
solicitation of an offer to buy any securities, or a solicitation of
any vote or approval, nor shall there be any sala of se,cur‘iti'es in
any jurisdiction in which such offer, solicitation or sale would be
unlawful prior to regisiration or gualification under the securities
laws of any such jurisdiction. In connection with the proposed
merger between Duke Energy and Progress Energy, Duke Energy
wilf file with the SEC a Registration Statement on Form S-4 that
will inclucte a joint proxy statement of Duke Energy and Progress
Energy that also constitutes a prospectus of Duke Energy.
Duke Energy ‘and Progress Energy will deliver the joint proxy
statement/prospectus to their respective shareholders. Diike
Energy and Progress Energy urge investors and shareholders
to read the joint proxy statement/prospectus regarding the -
proposed merger whedi it becomes available, as well as other
documents filed with the SEC, because they will ‘contain _
important information. You may abtain 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 documents, free of charge, from Duke Enargy’s website
(www.duke-energy.com) under the heading “Investors® 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 soiiciting proxies from
Duke Energy and Progress Energy shareholders in favor of the
merger and related matters. Information regarding the persons
who may, under the rules of the SEC, be deerned participants in
the soficitation of Duke Energy and Progress Energy shareholders
in cennection 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 their most
recent definitive proxy statement. Additianai information about
Duke Energy’s and Progress Energy’s executive officers and
directors can be found in the above-referenced Registration
Statement on Form $-4 when it becomes available. You can
obtain free copies of these documents from Duke Energy and
Progress Energy using the contact information above.



http://not.be
http://www.sec.gov
http://www.sec.gov
http://www.duke-energy.com
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NON-GAAP FINANCIAL MEASURES

Adjusted Diluted Earnings per Share (“EPS™)

Duke Energy's 2010 Annual Report references 2010 adjusted
diluted EPS of $1.43. Adijusted diluted EPS is a non-GAAP
{generally accepted accounting principles) financial measure

as it represents diluted EPS from continuing operations
attributable to Duke Energy Corporation common shareholders,
adjusted for the per share impact of special items and the mark-
to-market impacts of eccromic hedges in the Commercial Power
segment. Special items represent certain charges and credits
which management believes will nct 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 eamings immediately as such derivative
contracts do not gualify for hedge accounting or regulatory
accounting, used in Duke Energy's hedging of a portion of

the economic vaiue 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 involves
bath purchases and sales of those input and cutput commodities
related to 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-io- = °
market changes of the economic hedge contracts from adjusted
earnings until settlement better matches the financial impacts
of the hedge contract with the portion of the economic value -
of the underlying hedged assct. Management befieves that the
presentation of adjusted diluted EPS provides useful information
to investors, as it provides them an additional relevant
comparison cf the company's performance across periods.
Adjusted diluted EPS is also used as a basis for employee
incentive bonuses. ' ' N
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The most directly comparable GAAP measure for acjusted
diluted EPS is reportad 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. The following is a reconciliation of reported diluted
EPS from continuing operations to adjusted diluted EPS for
2010, 20089, and 2008: '

2010 2005 2008

Diluted EPS from continiuing operaticns,

as reported $1.00 $0.82 $1.01
Diluted EPS from discontinued operations, :

as reperted — 0.01 0.0t
Diluted EPS from extraordinary items,

as reported — — 005
Diluted EPS, as reported $1.00 $0.83 §1.07
Adjustments to reported EPS: ’ S
Diluted EPS from discontinued operaticns — {3.01) (0.01)

Diluted EPS from extraordinary items — —  {0.05)
Diluted EPS impact of special items
and_mark-to-market in .
Commercial Power {see below) 043 040 0.2C

Diluted EPS, adjusted” $1.43 $1.22 $1.21

The following is the detai! of the ${0.43} per share in
special items and mark-to-market in Commercial Power
impacting adjusted diluted EPS for 2010:

- 2010
Diiuted
Pre-Tax Tax EPS

{in millions, excent per-share amounts) . Amount  Effect Impaét

Goodwili and other impairments $(660) $58 %$(0.46)
Voluntary retirément plan & o
office consolidation costs ! (172) 67 (0.08)
Costs to achieve the Cinergy merger 27 10 (0.01)
Litigation reserve - (26) 10 (0.01)
Asset sales . T 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:

20093
Diluted
Pre-Tax . Tax EPS

(In millions, excent pér-share amounts) Amount  Effect Impact

Goodwill and other impairments $(431) $21 $0.3%

Mark-to-market impact of economic hedges (60) 22 (0.03}
International transmission adjustment {32 . 10 (.02}
Crescent related guarantees and ‘ ‘ .

tax adjustments (26) (3) (0.02)
Costs to achieve the Cinergy merger (25) 10 (G.oLn
Total adjusted EPS impact $(0.40)

" The following is the.detall of the $(0.20) per share in
special items and mark-te-market in Commercial Power
Impacting adjusted diluted EPS for 2008:

2008
Diluted
Pre-Tax Tax EPS

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

Crescent project impairments $(214)  $83 H(0.10}

Emission aliowances impairment {82) 30 (0.04)
Mark-to-market impact of economic hedges (75) 27 (0.04)
Costs to achieve the Cinergy merger (44} 17, (0.02)
Total adjusted EPS impact O $(0.20)

2011 Adjusted Diluted EPS Outlook

Duke Energy's 2010 Annual Report references Duke
Energy's forecasted 2011 adjusted diluted ERS outlook range -
of $1,35-$1.40 per share, which Is consistent with the 2011
employee incentive earnings target. The materials also reference
the forecasted range of growth of 49%-6% in adjusted diluted
EPS {on a compound annual growth rate ("CAGR™} basis) from -
a hase of adjusted diluted EPS for 2009 of $1.22. Adjusted
diluted EPS is a non-GAAR financial measure as it represents
diluted EPS from centinuing operations attributable to Duke.
Energy Corporation shareholders, adjusted for the per-share
impact of special iterns and the mark-to-market impacts of
eccenomic hedges in the Commercial Power segment. Special . -
items represent certain charges and credits which management
helieves will not be recurding 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 eamnings
immediately as such derivative contracts do not qualify for
hedge accounting or regulatory accounting treatment, used
in Duke Energy's hedging of a portion of the ecaonomic value
of its generation assets in the Commercial Power segment
(as discussed separately under “Adjusted Diluted Earnings per
Share (‘EPS")"). The most directly comparable GAAP measure
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for adjustea 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,
information to reconcile it to the most directly comparable GAAP
financial measure is net available at this time, as management
is unable to project special items or mark-to- market adjustments
for future periods.
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 o evaluate segment performance is segment
EBIT from continuing operations, which at the segment level
represents all profits from continuing operations (both operating
and non-cperating), including any eguity in earnings of
unconsolidated affiliates, hefore deducting Interest and taxes,
and is net of the income attributable to non-controlling interests.
Management befieves segment EBIT from continuing operations,

" which is the GAAP measure used to report segment results, is

a good indicator of each segment's operating performance as it
represents the results of Duke Energy’s ownership interests in.
continuing operations without regard to financing methods or
capital structures. Duke Energy also uses adjusted segment
EBIT as a measure of historical and anticipated future segment
performance. ‘When used for future periods, adjusted segment
EBIT may also include any amounts that may be reported as.
discontinued operations or extraordinary items. .,

Adjusted segment EBIT is a non-GAAP financial measure
as it represents reported segment EBIT adjusted for the impact
of special items and the mark-to market impacts of ecenomic
hedges in the Commercial Power. segment. Special ems
represent certain charges and credits which management
believes will not be recurring on a regular basis, altheugh 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 eamings
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 {as
discussed above under “Adjusted Djluted Earnings per Share
{(‘EPS')"). Management believes 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 comparable
GAAP measure for adjusted segment EBIT is reported segmant |
EBIT, which represents segment results from continuing
cperations, including any special items and the mark-to-market
impacts of economic hedges in the Commercial Power segment.



NON-GAAP FINANCIAL MEASURES (CONTINUZD)

The following is a reconciliation of adjusted segment EBIT for the years ended Decermnber 31, 2010 and 2009, to the most

directly comparable GAAP measure:

For 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 5 — $— $2,966
Commercial Power 398 (660) a3 (229)
International Energy 486 —_ —_ 486
Total 201G reportable segment EBIT 53,850 $(660) $33 $3,223
For the Year Ended December 31, 2009
: Economic
Adjusted International Goodwill & Hedges Reported
Segment Transmission Cther Asset (Mark-to- Segment
{In millicns) EBIT Adjustment mpairments Market} EBIT
U.8. Franchised Electric & Gas $2.321 $ — 5 — 3 — $2,321
Commercial Power 500 e {413) (60} 27
International Energy 409 {26) (18) — 365
‘lotai 2009 reportable segment EBIT $3,230 $(26) $(431; $(60) $2,713

Adjusted Earnlngs per Share Accretion in ‘{ear 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 shareholders, adjusted
for 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 Earnings per Share
(‘EPS')"). The most directly comparable GAAP measure for
adjusted diluted EPS is reparted diluted EPS from contiruing
operations attributable to Duke Energy Corporation commaon
shareholders, which includes the impact of special items
{including costs-to-achieve the merger) and the mark-tc-market
impacts of econcmic hedges in the Commercial Power segment.
On a reported diluted EPS basis, this transactior is not
anticipated to be accrative 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 GAAFP 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 Regert includss a discussion
of Duke Energy’s anticipated long-term dividend payout ratio
of 65-70% based upon adjusted diluted EPS. This payout ratio
is a non-GAAP financial measure as it is based upon foracasted
diluted EPS from centinuing operations attributable to Duke
Energy Corporaticn shareholders, adjusted for the pei-share
impact of special items and the mark-te-market impacts of
economic hedges in tha Cemmercial Power segment (as
discussed abeve under “Adjusted Difuted Farnings Per Share
{'EPS')"). The most directly comparable GAAP measure for
adjusted diluted EPS is reported diluted EPS from continuing
operations attributable to Duke Energy Corporation common
sharehclders, 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 measurs for future periods,
information to reconcile it to the most directly comparable
GAAP financlal 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 available liquidity. Total available liquidity is a non-GAAP
financial measure as it represents cash and cash equivalents
(excluding amounts held in foreign jurisdictions} and remaining
availability under the master credit and regional bank credit
facilities. The most directly comparable GAAP financial measure
for available liquidity is cash and cash equivalents. The following
is a reconciliation of total available liguidity as of December 31,
2010, to the most directly comparable GAAP measure:

As of
(In millions) December 31, 2010
Cash and cash equivalents $1,670
Less: Amounts held in foreign jurisdictions {724)
946

Plus: Remaining availability under master credit
and regional bank credit facilities 2,482
Total available Hquidity $3,428

Adjusted Operation, Maintenance and Other Expenses

Duke Energy’'s 2010 Annual Report includes a discussion
of adjusted operation, maintenance and other costs ("O&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
riders. Special items represent certain charges and credits, which
management believes will not be recurring on a regular basis, -
although it is reasonably possible such charges and credits could
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 reconciliation of
adjusted O&M expenses for the years ended December 31, 2010
and 2009, to the most directly comparable GAAP measure:

{in millions) 2010 2009
Operation, mainterance and other (a) $3,825 $3,313
Transfers to capital (b} 108 149
Less:
Yoluntary retirement plan &
office consolidation costs (c) {164) —
International transmission adjustment {c) — (30)
Costs to achieve the Cinergy merger (c) 4) {5)
Deferrals, recoverables, and ather {d) (343) (85)
Adjusted operations and maintenance cost $3,422 $3,342

{a) As reported in the Consolidated Statemenis of Operations for the
years ended December 31, 2010 and December 31, 2008. 2008
and 2007 operation, maintenance and other expenses were $3,351
millicn and $3,324 million, respectively.

(b) Represents capitalized costs that were included for purposes of
calculating the employee operations and maintenance costs target.

{c} Presented as a special item for purposes of calculating adjusted
diluted earnings per share.

{(d) Primarily represents expenses to be deferred or recovered through
rate riders (e.g., impact of regutatory deferrals, reagents, etc.).
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CAUTIONARY STATEMENTS REGARDING
FORWARD-LOOKING iINFORMATION

This document includes forward-locking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securlties
Exchange Act of 1934. Forwarc-looking statements are based on management's
beliefs and assumptions. These forward-looking statements, which are intended
to cover Duke Energy and the applicable Duke Energy Registrants, are identified
by terms and phrases such as “anticipate,” “betieve,” “intend,” “estimate,”
“expect,” “continue,” *should,” “could,” “may,” “plan,” “project,” “predict,” “wilk,"
“potential,” “forecast,” “target,” and similar exprassions. Forward-looking
statements involve risks and uncertainties that may cause actual resuits to be
materiatly different from the results predicted. Factors that could cause actuat
results to differ materialiy from those indicated in any forward-looking statement
include, but are not limited to: .

« State, federal and foreign legislative and regulatory initiatives, including
costs of compliance with existing and future environmental requirements,
as welt as rulings that affect cost and investment recavery or fiave an
impact on rate structures;

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

+ industrizl, commercial and residential growth or decline in the raspective
Duke Energy Registrants’ service territories, customer base or customer
usage patterns;

* Additional competition in electric markets and continued industry

- consolidation;

- » Political and regulatory uncertainty in other countries in which Duke

Energy conducts business;

« The influence of weather and other natural phenomena on gach of the
Duke Erergy Registrants’ operations, including the economic, operational
and other effects of storms, hurricanes, droughts and tormadoes;

*» The timing and exdent of changes in commodity prices, interest rates and
fereign currency exchange rates;

» Unscheduled generation outages, unusual maintenance or repaits and
electric transmission system constraints;

» The performance of electric generation facilities and of projects undertaken
by Duke Energy’s non-regulated husinesses;

*»The results of financing efforts, inciuding the Duke Energy Registrants’
ability to obtain financing on favorable terms, which can be affected by
various factors, inciuding the respective Duke Energy Registrants’ credit
ratings and general economic conditions;

» Declines in the market prices of equity securities and resuitant cash
funding requirements for Duke Energy's defined bengfit pension plans;

+» The level of creditworthiness of counterparties fo Duke Energy Registrants’
transactions;

+ Employes workforce factors, Including the potential inability to attract and
retain key personnel;

« Growth in cpportunities for the respective Duke Energy Registrants’
business units, including the timing and success of efforts to develop
domestic and intematicnal power and ather 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 to 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 recover costs from ratepayers in a
timely manner or at ali;

= The effect of accounting pronouncements issued periadically: by
accounting standard-setting bodies; and

*» The expacted timing and likeithood of completion of the proposed merger
with Progress Energy, Inc., including the timing, receipt and terms and
vonditions of any required governmentat and regulatory approvals of the
proposed merger that coutd reduce anticipated benefits or cause the
parties to abandon the merger, the diversicn of management’s time and
attention from Duke Energy’s ongoing business during this time period, the
ability to maintain relationships with customers, employees or supplisrs as
well as the aDbility to successfully integrate the businesses and realize cost
savings and any ather synergies and the risk that the credit ratings of the
combined company or its subsidiaries may be different T'rom what the
companies expect.

+The ahbility to successfully complete merger, acquasmon or divestitura
plars.

In light of these risks, uncertainties and assumptions; the events desciibed
in the forward-looking statements might not occur or might occur 1o a different
aextent or at a different time than Duke Energy has described. The Duke Energy
Registrants undertake no obligation to publicly update or revise any forward-
looking statements, whether as a result of new information, future eventsor = -
otherwise. '
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Glossary of Terms ‘ o i
The following terms or acronyms used in this Form 10-K are defined below: E
Term or Acronym Definition Term or Acronym Definition
AAC ... .. Annually Adjusted Component DEGS .............. Duke Energy Generation Services, Inc. “
ACES ............. American Clean Energy and Security Act ~ DEl............ ... Duke Energy International, LLC
of 2009 DEIGP . .. evevenn. Duke Energy Interational Geracao
ADEA .. ... ..., ... Age Discriminatioh in Employment : «  Paranapenema S.A.
AEP ... ... American Electric Power Company, Inc. DENA.............. Duke Energy North America
| AFUDC . Allowarce for Funds Used During DENR .............. 'Eepartment of Erwironment and Natqral
; - esources .
Construction - ‘
: e DERF ,......... ..+ .. Duke Energy Receivables Fi
Aguaytia ..o Aguaytia Energy del Pert SRL. Lida. A ' Company. LLe e anee
ANEEL it ..., + ... Brazilian Electricity Regulatory Agency Duke Energy Retail ...". Duke Energy Retail Sales, LLC
AOCL. ... ... FERURI . Accumulated Other Comprehensive DETM .............. Duke Energy Trading and Marketing,
Income LLC . .
: ASC ... . Acc‘ounting Standards Codification DOE ........... .. Department of Energy
I ASU ... ...l Accounting Standards Update DOJ ... ..l Department of Justice i
! At ..o Attiki Gas Supply S.A. ‘ DRIP............. .. Dividend Reinvestment Plan i
| Bison ....... ....... BisonInsurance Company Limited - DsM.. LR . Demand Side Management ‘ M}
BPM .. .. ... '. _ Bulk Powef Marketing Duke Energy ......... Duke Energy Corporation (collectively 5‘3
ceeenaon.. .. Bl R - with its subsidiaries)
CAA ... ... ... Clean Air Act . l
) Duke Energy » : i
CAC ............0 Citizens Action Coalition of Indiana, Inc. Caroiinas ............ Duke Energy Carolinas, LLC . £
CAGR .............. ) Cofnpounded Annual Growth Rate Duke Energy Indiana ... Duke Energy Indiana, Inc.
CAIR ...coovr. .. . Clean Air Interstate Rul Duke Energy : ' !
- : ue _ 2 Kemtucky . ....... ... Duke Energy Kertucky, Inc. 4
Catamoulnt‘ .......... Catamount Energy Corporation Duke Energy Ohio ... Duke Energy Ohio, Inc.
L cc ... P RERRAEE Combined Cycle _ Duke Energy . i |
i CCP ..o, Coal Combusticn Product Registrants . ...... ... Duke Energy, Duke Energy Carolinas, i
; : : Duke Energy Ohie, and Duke Energy H
Celanese . ........... Celanese Acetate, LLC Indiana - j
CG&E .............. The Cincinnati Gas & Electric Company DukeNet . ........... DukeNet Communications, LLC '
Cinergy Receivables . . .. Cinergy Receivables Company, LLC DukeSoluticns . ....... DukeSolutions, Inc. - _ X
ﬁ . . . . ) ) il
Clifiside Unit6 ....... Cliffside Facility in North Carolina EPA ©... . ol Environmental Protection Agency b
T o Combuistion Turbine ' TOEPS Ll el Earnings Per Share H |
Cinergy . ............ Cinergy Corp. (collectively with its ERISA .............. Employee Retirement Income Security |
: o _ subsidiaries) . Act ]
COp «..vwvvevn ... Carbon Dioxide ESP . Electric S:e?urity Plan
coL ........ e . Combined Construction and Operating BIR ... T ﬁffectwe fax rate ‘ ‘
N License o EWG............ ... Exempt Wholesaie Generator '
CPCN ... ......... ' Certificate of Public Convenience and FASB .............. Financial Accourting Standards Board |
Necessity O Federal Communications Cornmission -
CRES ......... ~+ .. Compeitive Retail Electric Supplier FERC ...... DU Federal Energy Regulatory Comimission
Crescent ............ CrescentJjoint Venture FIP o Federal Implementation Plan
DAQ ........ ... ..., Division of Air Quality ‘ FPP ..... e Fuel and Purchased Power
DB ...... . Defined Benefit Pension Plan FPSC .. ...l Florida Public Service Commission
DCP Midstream. . . .. ... DCP Midstream, LLC (formerly Duke GAAP .............. Generally Accepted Accounting
Energy Field Services, LLC) Principles in the United States




Term ar Acranym Definition Term or Acronym Definition

GHG ............... Greenhouse Gas OVEC ....vovvenns .. Ohio Valley Electric Corporation
GWh ... . Gigawatt-hours - Pioneer Transmission-. . . Pioneer Trarjsmission, LLC
HAP ... .... S Hazardous Air Pollutant P PJM Interconnection, LLC
IGCC....... ORI Integrated Gasification Combined Cycle ~ Progress Energy ....... Progress Energy, Inc.
IMPA .............. Indiana Municipal Power Agency Prosperity ....... ... Prosperity Mine, LLC
WP . State Environmental Agency of Parana PSCSC ... e Eg%i:::ngerwce Commission Of South
IBAMA ............. Brazil Institute of Environment and . : ; T orat
Renewable Natural Resources PSD o Prevention of Significant Deterioration
m .. Investment Tax Credit PUCO ... ..ot Public Utilities Commission of Ohio
: PUHCA ............. Public Utility Holding Company Act of
URC oo Indiana Utility Regulatory Commission A 1935, Uty Holding Corpary Actof
KPSC ..o Kentucky PublicAService Commission QSPE ....coveo ... Qualifying Special Purpose Entity ..
KV o -+ Kilovoit : REPS . ...ovovvnnn. Renewable Energy and Energy
KWH Kilowatt-hour Efficiency Portfolioc Standard
LIBOR....evvens .. London Interbartk Offered Rate RICO. .ooannt - Racketeer Infiuenced and Gorrupt
. ) } - Organizations
MACT ... Maxmum achievabie control technology RSP ..vvrnn, L " Rate Stabilization Plan
Ml Thousand cubic feet RTO ..o Regional Transmission Organization
Merger Agreement . ... . Agreement and Plan of Merger  Saluda L............ Saluda River Electric Coopetative, Inc.’s
MergerSub .......... Diamond Acquisition Corporation S431 v South Cardlina General Assembly
MGP ..., Manufactured gas plant Senate Bill 431 v
Midwest ISO . ....... Midwest independent Transmission SBI .o, ) I‘leortht Cgf;l)iga General Assembly
System Operator, Inc. . - S g enaie bl
MMBtU ... .......... Millon British Thermal Unit .. S0 221 SERREEE Ohio Senate Bill 221
Moody's ............ Moody’s Investor Services e SCEUC ........ e South (-Jaro!ma Energy Users C:_J.mr-mttee
MRO ... .. . " Market Rate Offer SEC .. S_ecunﬂe; and Exchange Comnmission _
) SHGP .............. South Houston Green Power, L.P.
MIBE .............. Methyl tettiary buty! ether : : , .
SO ... Sulfur dioxide
MW Megawatt :
VP 5 Spectra Energy ....... Spectra Energy Carp.
............... Multi Value Projects
) ’ whva ) Spectra Capital ... .... Spectra Energy Capital, LLC (formerly
MWh ... L. Megawatt-hour - Duke Capital LLC)
NCUC .. ... e North Carolina Utilities Commission S&P . ... PRI Standard & Poor's
NDTF ...l Nuclear Decommissioning Trust Funds ~ Stimulus Bill ......... The American Recovery and
. . ’ Reinvestment Act of 2009
NEIL............... Nuclear Electric Insurance Limited o ) -
. Subsidiary Registrants . . Duke Energy Carolinas, Duke Energy
NMC............... Nafional Methanol Cormpany Ohio, and Duke Energy Indiana
NOx ......ooooeee. Nitrogen oxide COTSA e Transition Services Agreement
NPNS .............. Normal purchaéejnormal sake TSR-.......0 ..., . .~ Total shareholder return
NRC .......... ¢+« Nuclear Regula’tory Commission USFE&G .. ivnvennns u.s. Franchi}sed Flectric and Gas
NSR ..... P New Source Review Vectren . ............ Vectren Energy Delivery of Indiana
OhioT&D ....... .... Ohio Transmission and Distribution VIE oo Variable Interest Entity
ORS ...l South Carolina Office of Regulatory Staff ~ WACC ........... - - - Weighted Average Cost of Capital
OUCC .......vt.. .. Indiana Office of Utifity Consumer Windstream .......... - Windstream Corp.

Counselor . WVPA ...l Wabash Valley Power Association, Inc.




PART |

[

ITEM 1. BUSINESS.

Overview.

GENERAL

Proposed Merger with Progreés Energy, Inc.

On January 8, 2011, Duke Energy Corporation (Duke Energy)
entered fnto an Agreement and Plan of Merger (Merger Agreement)
between and among Ciamond Acquisition Corporation, & North
Carolina corporation and Duke Energy’s wholly-owned subsidiary
(Merger-Sub) and Progress Energy, Inc. (Progress Energy), a North -
Carolina corporation. Upon the terms and subject to the conditions
set forth in the Merger Agreement, Merger Sub will merge with and
into Progress Energy with Progress Energy continuing as the surviving
corporation and a whelly-owned subsidiary of Duke Energy, Pursuant
to the Merger Agreement, upon the closing of the merger, each
issued and outstanding share of Progress Energy comman stock will
autormnatically be cancelled and converted into the right to receive
2.6125 shares of common stock of Duke Energy, subject to
appropriate adjustrerit for a reverse stock split of the Duke Energy -
common stock as conterriplated in the Merger Agreement (and excapt
that any shares of Progress Energy common stock that are owned by
Progress Energy or Duke Energy, other than in a fiduciary capacity,
will be cancelled without any consideration therefor). Each
ouistanding option te acquire, and each outstanding eqiiity award
relating to, one share of Progress Energy common stock will be
converted into an option to acquire, or an equity award relating to
2.6125 shares of Duke Energy common stock, as applicable, subject
to appropriate adjustment for the reverse stock split. Completion of
the merger is conditioned upen, among other things, approval by the
shareholders of both companies as-well as expiration or termination -
of any applicable waiting period tnder the Hart-Scott-Roding Antitrust
Improvements Act of 1976 and approval, to the extent required, by
the Federal Energy Regulatory Commission (FERC), the Federal
Cornmunication Commission (FCC), the North Carolina Utilities
Commission (NCUC), the Public Service Commission of South’
Carolina (PSCSC), the Fiorida Public Service Commission (FPSC), the
Indiana Utility Reguiatory Commission (IURC), the Kentucky Public
Service Commission {KPSC), the Public Utilities Commission of Chic
{PUCQ) and the Nuclear Regulatory Commission (NRC). Duke -
Energy is targeting completion of the merger by the.end of 2011, but
cannot assure completion by any particuiar date. The Merger
Agreement contains certain termination rights for both Duke Energy -
and Progress Energy, and further provides for the payment of fees
and expenses upon termination under specified circumstances.
Further information conceming the propased merger will be included
in a joint proxy statement/prospectus contained in the registration . -
statement on Form S-4 to be filed by Duke Energy with the Securities
and Exchange Commission (SEC) in connection with the merger. On
February 22, 2011, the board of directors of Duke Energy approved
a reverse share split, at a ratio of 1-for-3 which will be subject to the
merger being completed and receipt of the requisite approval of the
sharehoiders of Duke Energy. For additicnal information on the details
of this proposed fransaction, 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 Comoration (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 whally-owned subsidiaries, Duke Energy Carcfinas,
LLC (Duke Energy Carolinas), Duke Energy Ohio, Inc. (Duke Energy
Qhio); which inctudes Duke Energy Kentucky, Inc. (Duke Energy
Kentucky), and Duke Energy Indiana, Inc. {Duke Energy Indiana), as
well as in South America and Central America primarily through
Duke Energy International, LLC. When discussing Duke Energy's -
consolidated financial information, it necessarily includes the results
of its three separate subsidiary registrants, Duke Energy Carolinas,
Duke Energy Ohio and Duke Energy Indiana (collectively referred fo
as the Subsidiary Registrants}, which, along with Duke Energy, are.
collectively referred to as the Duke Energy Registrants. -

Duke Energy Holding Corp. (Duke Energy HC) was incerporated
in Delaware on May 3, 2005 as Deer Holding Corp., a wholly-owned
subsidiary of Duke Energy Corporation (Ofd Duke Energy, for_
purposes of this discussion regarding the Cinergy merger). In the
second quarter of 2006, Duke Energy and Cinergy Corp. (Cingrgy)
consummated a merger which combined the Duke Energy and -
Cinergy-regulated franchises, as well as deregulated generation in the:
Midwestern Unitad States. On LApriI 3,:20086, in accordance with the
merger agreement, Old Duke Energy and Cinergy merged into wholly-
owhed 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 Corporation (New Duke Energy or Duke Energy) and Old
Duke Energy converted into:a limited liability company named Duke
Power Company, LLC (subsequently renamed Duke Energy Carolinas
effective October 1, 2006). As a result of the merger transaction,
gach outstanding share of Cingrgy 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 stock of Old
Duke Energy was converted into one share of Duke Energy common
stock. Old Duke Energy is the predecessor of Duke Energy for
purposes. of U.S. securities regulations governing financial-staterment
filing. . :
During the third quarter of 2005, Duke Energy's- Board of
Directors authorized and directed managemént 1o execute the sale or
disposition of substantially all of former Duke Energy North America's
(DENA) remaining assets and contracts outside the Midwestem
United States and certain contractual pesitions related fo the
Midwestern assets. The exit plan was compigted.in the second
quarter of 2006. Certain assets of the former DENA business were

* transfered ‘o the Commercial Power business segment and certain

operations that Duke Energy continues to wind-down are in Other.
On January 2, 2007, Duke Energy completed the spin-off of its
natural gas businesses, named Spectra Energy Corp. (Spectra
Energy), including its wholly-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 Trarismission business segment and Duke Erergy's 50%
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ownership interest in DCP Midstream, |LLC (DCP Midstream, formerly
Duke Energy Field Services, LL.C), which was pait of the Fleld
Services business segment.

Duke Energy Business Segments.

At December 31, 2010, Duke Energy operated the following
business segments, all of which are considered regortable segments
under the applicable accounting rules: U.S. Franchised Electric and
Gas (USFE&G), Commercial Power and International Energy. Duke
Energy’s chief operating decision maker reguiarly reviews financfal
information about each of these business segments in deciding haw
1o allocate rescurces and evaluate performance. For additional
information on each of these business segments, including financial
and geographic information abaut each reportable business segment,
see Note 2 to the Consolidated Financial Statements, “Business
Segments.” :

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

U.S. Franchised Electric and Gas.

LISFE&G generates, transmits, distributes and sells electricity in
central and western North Carolina, western South Carolina,
southwestern Ohio, central, north central and southemn Indiana, and
northem Kentucky. USFE&S aiso transports and sells natural gas in
southwestern Chic-and northern 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 arid regulations. of the FERC, the
NCUE, the PSCSC, the PUCG, the IURC and the KPSC. The .
substantial majority of USFE&G's operations are regulated and,
accordingly, these operations qualify for regulatory accounting
{reatment. :

Commercial Power.

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

Cermmercial Power also has a retail saies subsidiary, Duke
Energy Retail Sales, LLC (Duke Energy Retail), which is certified by
the PUCO as a Competitive Retail Electric Supplier (CRES) provider in
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Ohio. Duke Energy Retail serves retail electric cusiomers in
southwest, west central and northem Ohio with energy and other
energy sarvices at competitive rates. During 2010 and 2009, due to
increased levels of customer switching as a result of the competitive
markets in Ohio, Duke Energy Retail has focused on acquiring
customers that had previously been served by Duke Energy Ohio
under the ESP, as well as those prewously served by other Chio
franchised ufilities. .

Commercial Power owns a 9% lnterest in Ohio Valley Electrlc
Corporaticn (OVEC). Thiough its ownership interest in OVEC, .
Commercial Power has a confraciual arrangement through March
2026 to buy power from OVEC's power plants. All power purchased
from OVEC is sold inte whoiesale markets.

Through Duke Energy Generation Services, Inc. and its affiliates
(DEGS), Commercial Power develops, owns and operates electric .
generation for large energy consumers, municipalities, utilities and
industrial facilities.- DEGS currently manages 4,440 MW of power
genearation 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 aiso develcping transmission and biomass projects.

Intematlonal Energy

!nternatlonal Energy pnnmpally owns, operates and manages
power generation facilities, and engages in sales and marketing of
electric power and natural gas outside the U.S. It conducts operations
primarily through Duke Energy Intemational, LLC (DED) and its
affiliates and its activities target power generation in Letin America.
Through its wholly-owned subsidiary Aguaytia Energy del PerG S.R.L.
Lida. (Aguaytia) and its equity method investment in National
Methanct Company (NMC), which is located in Saudi Arabia,
International Energy also engages in the production of natural gas
liquids, methanot and methy! tertiary butyl ether (MTBE).

QOther.

The remainder of Duke Energy’s operations is presented as
Other, While it is not considered a business segment, Other primarily
includes certain unaliocated comporate costs, Bison Insurance
Compény Limited (Bison), Duke Energy’s wholly-owned captive
insurance subsidiary, contributions to the Duke Energy Foundaticn,
Duke Energy’s effective 50%. interest in DukeNet Communications,
LLC (DukeNet) and related telecom businesses. Additicnaily, Other
includes the remaining partion of Duke Energy's business formerty
known as Duke Energy North America that was not exited or
iransferred to Commercial Power, primarily Duke Energy Trading and
Matketing, LLC (DETM), which is 60% owned by Duke Energy and -
40% owned by Exxon Mobil Corporation and management is
currently in the process of winding down.

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

General,

Duke Energy is a Delaware corporation. its principal executive
offices are located at 526 South Church Street, Charlotte, North
Carclina 28202-1803. Duke Energy Carolinas is a North Carolina
limited liability company. Its principal executive offices are located at
526 South Church Street, Charlotte, North Carolina 28202-1803.
Duke Energy Ohio is an Ohio carporation, Its principal executive
offices are located at 139 East Fourth Street, Cincinnati, Ohio
45202, Duke Energy Indiara is an Indiana corporation. its principal
executive offices are located at 1000 East Main Street, Plainfield,
Indiana 46168.

The telephone number for the Duke Energy Registrants is
704-594-6200. The Duke Energy Registrants electronically file
reports with the SEC, including annual reperts on Form 10-K,
quarterly reperts on Form 18-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., Washingion, D.C. 20549. The public
may obtain information on the operation of the Public Reference
Room by calling the SEC at 1-800-SEC-0330. The SEC also
maintains an intemet site that contains regorts, proxy and information
staternents, and other inforrmation regarding issuers that file
electronically with the SEC at frite:vww. sec.gov. Additionally,
infermation about the Duke Energy Registrants, including its reporis
filed with the SEC, is available through Duke Energy's Web site at
Http:fiwww. duke-energy.com. Such reports are accessible at no
charge through Duke Energy’s Web site and are made available as
so0n as reasonably practicable after such material is filed with or
furnished to the SEC.

, The following sections describe the business and opsrations of

each of Duke Energy’s reportabie business segiments, as well as
Other. (For more information on the operating outlook of Duke Energy
and its reportable segments, see “Managenment’s Discussion and
Analysis of Financial Condition and Results of Operations,
Introduction—Executive Cverview and Eccenemic Factors for Duke
Energy’s Business”, For financial information on Duke Energy’s
reportabla business segments, see Note 2 to the Consolidated
Finanicizl Staterents, “Business Segments.”) '

U.S. FRANCHISED ELECTRIC AND GAS

Service Arez and Customers

USFE&G generates, transmits, distributes and selts elettricity
and transports and sefls natural gas. it conducts operations primarily
through Dulke Energy Carolinas, the reguiated transmission and
distribution operations of Duke Energy Ohio, Duke Energy Indiana
and Duke Energy Kentucky (Duke Energy Ohio, Duke Energy Indiana
and Duke Energy Kentucky collectively referred to as Duke Energy
Midwest). Its service 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 Carolina, southwestern Ohio, central,
north central and southern Indiana, and northern Kentucky.
USFE&G supplies electric service 10 4 million residential,
commercial and industrial customers over 152,200 miles of
distribution lines and a 20,900 mile transmission systerm.
USFE&G provides regulated transmission and distribution services
for natural gas to 500,000 customers in southwestern Ohio and
northern Kentucky via 7,200 miles of gas mains (gas distribution
lines that serve as a commen source of supply for more than one
service line) and 6,000 mites of service tines, Electricity is also
sold wholesale 1o incorporated municipalities, electric cooperative
utilities and other load serving entities.

Duke Energy Carolinas’ service area has a diversified
commercial and industrial presence. Manufacturing continues 1o be
one of the largest contributors to the econorry in the region. Qther

. sectors such as 'nealth care, finance, insurance, real estate services,

focal govemment and education also constitute key components cf
the states’ gross domestic product. Chemicals, food products, rubber

“and plastics, textile and motor vehicle manufacturing industries were

among the most significant contributors to the Duke Energy Carolinas’
industrial sales revenue for 2010.

Duke Energy Ohio’s and Duke Energy Kentucky's service area
hoth have a diversified commercial and industrial presence. Majar
components of the econormy include manufacturing, aerospace, reaf
estate and rentat leasing, wholesale trade, financial and insurance
services, retail trade, education, healthcare and profesfsionallbusjness
services. :

The primary metals industry, transportation equipmeht.‘
chemicats, and paper and plastics were the most signfficant
contributors to the area’s manufacturing cutput and Duke Energy
Ohio's and Duke Energy Kentucky's indusirial sales revenue for
2010. Food and beverage manufacturing, fabricated metals, and
electronics also have a strong impact on the area’s economic growth
and the region’s inclustrial sales. '

Industries of major economic significance in Duke Energy
Indiana's service territory include fabricated metals, rubber and plastics,
food brbducts, stone, clay and glass, primary imetals, and
transportation. Cther significant industiies operating in the area include
chemicals and other manufacturing. Key sectors among general service
customers include hezlth care, education and retzil trade.

The number of residential and general service customers within
the USFE&G's service terrtory, as well &s sales o these customers, is
expected to increase over time. However, growth in the nearterm is
heing-hampered by the current economic conditions. Industrial sales
increased in 2010 when compared to 2009, The recovery in sales
volumes was driven by higher levels of industrial production in
response 10 higher expected demand for manufactured goods,
Industrial sales will remain strong as the economy recovers, but with
a lower expected growth rates.

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



http://wvm.sec.gov
http://www.duke-energy.com

The following maps show the USFE&G's service territories and aperating facilifies..

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

Electric energy for USFE&G's custorrers is generated by three
nuclear generating stations with a combined owned capacity of
5,173 MW (including Duke Energy’s 19.25% ownership in the
Catawba Nuclear Station), fitteen coal-fired stations with an-overall
cembined owned capacity of 13,454 MW {including Duke Energy’s
69% ownership in‘the East Band Steam Station and 50.05%
ownership in-Unit 5 of the Gibson Steam Station), thirly-one
hydroelectric stations (including two purmped-storage facilities) with a
combined owned capacity of 3,201 MW, fifieen combustion turbine
(CT) stations buming naturat gas, il or cther fuels with-an overalt
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 8 MW
of capacity. Energy and capacity are also suppfied through contracts
with other generators and-purchased on the open market. Factors -
that could cause USFE&G to purchase power for its customers
include generating plant outages, extreme weather conditions,
generation refiability during the summer, growth, and price. USFE&G
has interconnections and arrangements with its neighboring utilities
to facilitate planning, ernergency assistance, sale and purchase of -
capacity and energy; and reliability of power supply.

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

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

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

USFE&G is engaged in piannmg efforts to meet projected load
growth in its 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, USFERG is taking steps now to
ensure those Ophons are available. Significant cument or potentlal
future capital projects are discussed below.

South Carolina passed energy legislation, (S 431), which
became effective May 3, 2007. This legislation includes provisions to
provide assurance of cost recovery related to a utility'é incurrence of
project development costs associated with nuclear baseload
generation, cost recovery assurance for construction costs éssociated
with nuclear or coal baseload generatlon and the ahility to recover
financing costs for new nuciear baseload generation in Tates during
construction through a rider. The North Carolina General Assembly
also passad comprehénsive energy legislation, (SB 3), which was
signed irito law by the Govemor on August 20, 2007. Like the South
Carolina legislation, the North Carolina legisiation provides cost
recovery assurance, subject to prudency review, for nucléar project
development costs as well as bassioad generation construction costs.
A uiility may include financing costs related to construction work in
progress for baselcad plants { na rate case.

William States Lee 11l Nuclear Station,

In December 2007, Duke Energy Carclinas filed an application
with the NRC, which has been docketed for review, for a combined
Construction and Operating License (COL) for two Westinghouse
AP100C (advanced passive) reactors for the proposed William States
Lee Il Nuclear Station.at a site in Cherokee County, South Carolina.-
Each reactor is capable of producing 1,117 MW. Submitiing the COL
application does not commit Duke Energy Carolinas to build nuclear
units. Buke Energy Carolinas had previously received approval to

incur project development costs associated with William States Lee |1,

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 |
costs for the project as reasonable and prudent through

December 31, 2009 and up to an aggregate maximum amount of

" $230 million. On Novermnber 15, 2010 and January 7, 2011, Duke
Energy Caralinas filed amended project development applications -

with the NCUC and PSCSC, respectively. These applications request .
approval of Duke Energy Carclinas’ decision to continue to incur
project developmenf and pre-construction costs for the project
through December 31, 2013 and.up to $459 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 lean -
guaranteg, which has the potential to significantly lower financing
costs associated with the proposed William States Lee Ill Nuclear
Staticn; however, it was not among the four projects selected by the
DOE for the final phase of due diligence for the federai 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
program.

Duke Energy Carolinas is seeking partners for the Wllllam States
Lee Il Nuclear Station by issuing cptions to purchase an ownership
interest in the plant.
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Cliffside Unit 6.

In June 2006, Cuke Energy Carolinas filed an app Ication W|th
the NCUC for a Certificate of Public Convenience and Negessity
(CPCN} to construct two 800 MW stzte of the art coal gereration .,
units at its existing Cliffside Steam Station in North Carolina. On
March 21, 2007, the NCUC issued an order aliowing D_pke Energy .
Carolinas to build one 800 MW unit. Following final equipment
selection and the completion of detailed enginesring, Ciifside Unit 6
is expected 1o have a net cutput of 825 MW. Oa February 27, 2009,
Duke Energy Carolinas filed an updated cost estimate of $1.8 billion
(exchuding up to $0.6 billion of allowance for funds used during
construction (AFUDC)) for the approved new Cliffside Unit 6. In
March 2010, Duke Energy Carolinas filed an updated cost estimate
with the NCUC where it reduced the estimated AFUDC financing
costs from $600 miliion to $400 million as a result of the December

2009 rate case settlement with the NCUC that allowed the inclusion

of construction ‘work in progress in rate base prospectively. Duke
Energy Carolinas believes that the overal! cost of Cliffside Unit 6 will
be reduced by $125 million in federal advanced clean coal tax
credits. The Cliffside Unit 6 project is 80% complete as of
December 31, 2010 and is currertly antlmpated tobe completed
and in-service in 2012.

Dan River _and Buck Combined Cyc‘le Facilities.

] In June 2008, the NCUC issued its.order approving the CPCN.
appilications 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 Station. The Division of Air
Qualty (DAQ) issued final air permits authorizing construction of the
Buck and Dan River combined cycle natural gas-fired generating
units in Qctober 2008 and August 2009, respectively,

On November 5, 2008, Duke Energy Carolinas notified the:
NCUC that since the issuance of the CPCN arder, recent economic
factars have caused increased uncertainty with regard to forecasted
ioad and near-term capital expenditures, resulting in a modification.of.
the construction schedule. On September 1, 2009, Duke Energy.
Carolinas fited with the NCUC further information clarifying the -
construction schedule for the two projects. Under the revised
schedule, the Buck project is expetted 1o begin operation in
combined cycle mode by the end of 2011, but without a phased-in
simpie cycle commercial operation, The Dan River project is expected
to begin operation in combined cycle mode by the end of 2012, also
without a phased-in simple cycle commercial operation, O
December 21, 2009, Duke Energy Carclinas entered into a First
Amended and Restated engineering, construction and commissioning
services agreement with Shaw North Carolina, Inc. for $322 millioh -
for the Buck project which reflects the revised scheduls, On -
December 1, 2010, Duke Energy Cardlinas entered into & First
Amended and Restatet] engineering, construction and commissioning
services agreerment with Shaw North Carolina, Inc. for $307 miltion -
for the Dan River project which reflects the revised schedule, Based
on the most updated cost estmates, fotal costs (including AFUDC) for
the Buck-and Dan River projects are'$700 million and $710 million,
respectively. The Buck project is approximately: 74% and is. -
scheduled to be placed in service in 2011, The Dan'River project is
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in the early stages of construction and is scheduled to be placed in-
service in 2012.

Edwardsport IGCC.

In September 2006, Duke Energy lnduana and Southern
Indiana Gas and Eiectric Company t/bfa Vectrerr Energy Delivery of
Indiana (Vectren) filed a joint petition. with- the IURC seeking &CPCP
for the construction of a 618 MW IGCC power plant at Duke Energy
Indiana’s Edwardsport Generating Station in nox County, Indiana.
The facility was initially estimated to cost $2 billion (includirig $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
praiect. On Navember 20, 2007, the IURC issued an order granting
Duke Energy indiana a CPCN for the propesed 1GCC project, -
approved the cost estimate of $1.985 billion and approved the timel
recovery of costs related to the project. On Jaruary 25, 2008, Duke
Energy Indiana received the final air-permit from the Indiaria
Department of Environmental Management. o ‘

On'May 1, 2008, Duke Energy Indiana filed #s first semi- -
annual IGCC Rider and ongoing review proceeding with the IURC as
required urder the CPCN order issued by the ILRC. In its filing, Duk
Energy Indiana requested approval of a new cost estimate for the -
IGCC Project of $2.35 billion (including $125 million of AFUDC) an
for approval of plans to study casbon capiure as required by the -
IURC’s CPCN order. CrvJanuary. 7, 2009, the JURC approved Duke
Energy indiana's request, including the new cost estimate of $2.35
billion, and cost recovery associated withra siudy on carben capture.
Duke Energy Indiana was required to file its plans for studying carbos
storage related to the project within 60 days of the order. On
November 3, 2008 and May 1, 2009, Duke Energy Indiana flled 'Sts

second and third semi-annual IGCC riders, respectively, both of
which were approved by the IURC in full. '

On Novemnber 24, 2009, Duke Enérgy Indiana filed a petltlon
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 anticipated from the
preliminary engineering design, capital costs to the 1GCC project
increased. Duke Energy Indiana forecasted that the additional capita!
cost items would use the remaining contingency and escalation -
amounts in the current $2:35 billion cost estimate and add $150
million, or approximately 6.4% to the total IGCC 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 semmi-annual update proceeding;
rather, Duke Energy indiana requested, and the IURC approved, a ™ -
subdacket proceeding in which Duke Energy indiana would present -
additional evidence regarding an uptiated estimated cost for-the IGCC
praject and in which a mcre comprehensive review of the IGCC
project-couid occur. An interim order was recelved on July 28, 2010
and approves implenientation of an updated IGCC rider to recover.—
costs incurred through September 30, 2009. The approvals are on
an interim basis pending the cutcome 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 testimeny in the subdocket
proceeding. Duke Energy Indiana requested approval of the new cost
estimate of $2.88 hillion, including AFUDC, and for continuation of
the existing cost recovery treatrnent. 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 {QUCC), Duke Energy Indiana Industrial Group
and Nucor Steel - Indiana to increase the autherized cost estimate of
$2.35 billion to $2.76 billion, and 1o cap the project's costs that
could be passed on to customers at $2,975 hitlion. Any construction
cost amounts above $2.76 billion will be subject to a prudence
review similar to most ather rate base investments in Duke Energy
Indiana's next general rate increase reguest before the IURC. Duke
Energy Indiana agreed to accept a 150 basis poirt reduction in the
equity return for any project canstruction costs greater than $2.35
biliion. 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 ctherwise
be reguired and to forego a deferred tax incentive related to the IGCC
project. As a result of the settlement, Duke Energy Indiana recorded a
ore-tax charge to eamings of $44 million in the third quarter of 2010
to reflect the impact of the reduction in the retum on equity. On
Decarnber 9, 2010, the pariies 1o the settlernent withdrew the
seftlernent agreement to provide an opportunity for the parties to the
seflerment to assess whether and to what extent the settlement
agreement ramained a reasonable allocation of risks and rewards and
whether modifications to the settlement agreement were appropriate.
The IURC granted the motion and scheduled a new evidentiary
hearing to begin March 17, 201 1. Management determined that the
%44 million charge discussed above was not impacted by the
withdrawa! of the settlement agreement.

Additionally, the Citizens Action Coalition of Indiana, Inc. {CAC),
Sierra Club, Inc., Save the Valley, Inc., and Valley Watch, Inc. filed
motions for two stibdocket proceedings alieging improper
circurnstarices, undue influence, fraud, concealment and gross
mismanagement, and a request for field hearing in this proceeding.
Duke Energy Indiana opposed the requests. The [URC has not yet
ruled on the request to open additional subdockets, The {URC has set
two field hearings for Fetruary 28, 2011 and March 2, 2011, which
will provide an cpportunity for the public to comment on the
proceeding. The final cost for the project could be greater than the
cument estimate of $2.88 billion based on current run rates invoiving
labor productivity at the site and higher AFUDC resutting 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 to mitigate the upward cost
pressures, Duke Energy has tot revised the $2.88 billion cost
estimate. Duke Energy is unable to.predict the ultimate outcome of
these procesdings. In the event the [URC disallows a portion of the
plant costs, additional charges to expanse could occur.

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

The Edwardspert IGCC facility is 80% compiete as of
December 31, 2010 and is expected 1o be compieted and placed i in
service in 2012,

Duke Energy Indiana Carbon Sequestration.

Duke Energy indiana fiied a petition with the {URC requesting
approval of its plans for studying carbon storage, sequeﬁt_'r'at!'ori and/or
enhanced oil recovery for the carbon dicxide (CQ,) from the
Edwardspert (GCC facility on March 6, 2008, Cn July 7, 2009,
Duke Energy Indiana fifed its case-in-chief testimony requesting
approvai for cost recovery of a $121 million site assessment and
characterization plan for CO, sequestration options inciuding deep
saline sequestration, depleted oil and gas sequestration and
enhanced cil recovery for the CO, from the Edwardsport I1GCC facility.
The QUCC filed testimony suppoartive of the continuing study of
carbon storage, but recommended that Duke Energy Indiana break its
plan into phases, recommending approval of only $33 million‘in
expenditures at this time and deferral of expenditures rather than cost
recovery through a tracking methanism as propesed 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 deférral of $42 million to cover the carbon storage
site assessment and characterization activities scheduled to occur
through the end of 2010, with further required study expenditures
subiect to future YURC proceadings. An evidentiary hearing was held
on November'9, 2009, and an order is expected by the end of the
secend quarter of 2011, .

See Note 4 to the Consolidated Financial Statements,

“Regulatory Matters,” for further discussion on the above in- process

or potential constructlon projects.
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Fuel Supply

USFE&G relies principally on coal and nuclear fuel for its generation of electric energy. The following table lists USFE&G's sources of power

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

Generation by Source Cost of Delivered Fuel per Net

(Percent) Kitowatt-hour Generated (Cents)

2010t 2008 2008 2010@ 200¢ 2008

Coal@ 61.5 59.6 66.9 3.04 2.88 2.59

Nucleart 36.3 385 321 0.52 0.48 0.44

Qil and gas© 0.9 0.4 07 6.77 771 1347

Al fuels {cost-based on weighted average)eib 98.7 98.5 99.7 2.15 1.86 1.97
Hydroelectricid i3 1.5 03
100.0 100.0 100.0

(a) Statistics refated to coal generation and all fucls reflect USFE&G's 69% ownership interest in the East Bend Steam Station and 50.05% ownership interest in Unit 5 of the Gibson Steam

Station,

(b) Statistics relatad to nuclear generation and alf fuels reflect USFE&G's 12.5% interest in the Catawba Nuclear Staticn through September 30, 2008 and a 19.25% ownership interest in

the Catawba Nuclear Station thereafter.
(¢) Cast statistics include amounts for light-off fuei at USFE&G’s coal-fired staticns.

() Generating figures are net of output raguired to replenish purmnped storage facilities during off-peak periods.
(&) inaddition, Duke Energy Carulinas produced approximately 6,000 megawatt-hours (MWh) in solar generation for 2010; no fusl costs are attributed to this generation.

Coal.

USFE&G meets its coal demand in the Carolinas and Midwest
through a portfolio of long-term purchase contracts 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 meset coal requirements not met by long-term
contracts. Expiration dates for its long-term contracts, which have
various price adjustment provisions and market re-openers, range
from 2C11 to 2014 for the Carolinas and 2011 to 2016 for the
Midwest. USFE&G expeacts 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
over time as coal markets change. The coal purchased for the
Carolinas is primarily produced from mines in eastern Kentucky,
West Virginia and southwestern Virginia. The coal purchased for the
regulatad Midwest entities is primarily produced in indiana, lllinois,
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 cperations.

The current average sulfur content of coal purchased by
USFE&G 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 (SC,) emission allowances, enable USFE&G to satisfy
current SO, emissior limitations for existing facilities in the Carolinas
and Midwest.

Gas.

USFE&G is responsible for the purchase and the subsequent
delivery of natural gas to native load customers in its Ohio and
Kentucky service territories. USFE&G's naturai gas procurement
strategy is to buy firm natural gas supplies (natural gas intended to be
available at all times) and firm interstate pipeline transportation
capacity during the winter season (November through March) and
during the non-heating season {April through October) through a
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combination of firm supply and transportation capacity along with
spot supply and interruptible transportation capacity. This strategy
allows USFE&G to assure reliable natural gas supply for its high
priority {(non-curtailable) firm customers during peak winter conditions
and provides USFE&G the flexibility to reducs its contract
commitments if firm customers choose alternate gas suppliers under
USFE&G customer choice/gas transportation programs. In 2010, firm
supply purchase commitment agreements provided approximately
100% of the natural gas supply. These firm supply agreements
feature two levels of gas supply, specifically i. base load, which is a
continucus supply to meet normal demand requirements, 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 a total
storage capacity of 16 millicn gafions of liquid propane. In addition,
USFE&G has access to 5.5 million gallons of fiquid propane storage
and product loan through a commergial 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
reguirgments for Duke Energy Ohio and Duke Energy
Kentucky. Duke Energy Ohio and Duke Energy Kentucky use
primarily fixed-price forward contracts and contracts with a ceiling
and fleor on the price. As of December 31, 2010, Duke Energy Chio
and Duke Energy Kentucky, combined, had locked in pricing for a
portion of their winter 2011/2012 system load requirements.
USFE&G is also responsible for the purchase and the
subsequent delivery of natural gas to the gas turbine generators to
serve native electric load customers in the Duke Energy Carolinas,
Duke Energy Indiana and Duke Energy Kentucky service territories.
The natural gas procurement strategy is to contract with one ar
several suppliers who buy spot market natural gas supplies along
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with firm or interruptible interstate pipeling fransportation capacity for
deliveries to the sites. This strategy allows for competitive pricing,
flexibility of delivery, and reliable natural gas supplies to each of the
natural gas plants. Many of the natural gas piants can be served by
several supply zones and multiple pipelines.

MNuclear.

The industrial processes for producing nuclear generating fuel
generally involve the mining and miiling of uraniurm ore to produce
uranium concentrates, the services to convert uranium concentrates
1o uranium hexafluoride, the service;s'to enrich the wranium
hexafluoride, and the services to fabricate the enriched uranium
hexafluoride into usable fuel assemblies.

Duke Energy Carolinas has contracted for uranium materials
and services to fuel the Oconee, McGuire and Catawba Nuclear
Stations in the Carolinas. Uranium concentrates, conversion senvices
and enrichment services are primarily met through & diversified
portfolic of long-term supply contracts. The contracts are diversified
by supplier, country of arigin and pricing. Duke Energy Carolinas
staggers its confracting so that its portfalio of long-term contracts
covers the majority of its fuef requirements at Cconee, McGuire and
Catawba in the near-term and decreasing portions of its fuel
requirements over time thereafter. Due 1o the technical complexities
of changing suprliers of fuei fabrication services, Duke Energy -
Carolinas generally sources these sevices to a single domestic
supplier on a plant-by-plant basis using muiti-year contracts.

Duke Energy Carolinas has entered into fuel contracts that,
based on its current need projections, cover 100% of the uranium
concentrates, conversion services, and enrichment services
requirements of the Cconae, McGuire and Catawba Nuclear Siations
through at least 2012 and cover fabrication services requirements for
these plants through at least 2018. For subsequent years, a partion
of the fuei requirerments at Oconee, McGuire and Catawba are
covered by long-term contracts. For future requirements not already
covered under long-term contracts, Duke Energy Carolinas befieves it
will be able to renew contracts as they expire, or enter into simitar
contractual arangements with other suppliers of nuciear fuel

materials and services. Near-term requirements not met by long-term’
supply coniracts have been and are expected to be fulfilled with spot

market purchases,

Energy Efficiency.

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

On.February 26, 2009, the NCUC approved Duke Energy
Carolinas’ energy efficiency programs and authorized Duke Energy
Carolinas to implernent its rate rider pending approval of a final
compensation mechanism by the NCUC. Duke Energy Carolinas
began offering energy conservation programs to North Carolina retail
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custorners and billing a conservation-program only rider on June 1,
2009. In Octobar 2009, Duke Energy Carolinas also began offering
demand response programs in North Carclina. On December 14,
2008, the NCUC approved the save-a-watt cormipensation mode!
and, effective January 1, 2010, Duke Energy Carolinas began billing
a rate rider reflecting both conservation and demand response
programs, The save-a-walt programs and compensation approach in
North Carolina are approved through December 31, 2013,

Duke Energy. Carolinas began oifering demand response and
consenvation programs to South Carolina retail customers effective
June 1, 2009. On January 20, 2010, the PSCSC approved a
save-a-watt rider for Duke Energy Carolinas’ energy efficiency
programs. Duke Energy Carolinas began billing this rider to retail
customers February 1, 2010. The save-a-watt programs and:
compensation approach in South Carclina are approved through
December 31, 2013. - )

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

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

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

SmartGrid and Distributed Renewable Generation Demonstration
Project.

Duke Energy Indiana filed a petition and case-in-chief
testimony, supporting its request to build an intelligent distribution
grid in Indiana. The propasal requested approval of distribution
formuta rates or, in the atternative, a SmartGrid rider to recover the
retum on and of the capital costs of the build-out and the recovery of
incremental operating and maintenance expenses and fost revenuies.
Duke Energy indiana filed supplemental testimony in January 2009
to reflect the impacts of new tavorable tax treatment on the cost/
benefit analysis for SmartGrid. in response 1o issues raised by
intervenors, Duke Energy indiana filed rebuttal testimony agresing to
siow its deployment, and agresing to work with the parties
collaboratively to design time differentiated rate and energy
management system pilots. During 2009, filings by intervenors and
Duke Energy Indiana have been made that address various issues
related to SmanGrid. On April 16, 2010, Duke Energy Indiana filed
supplemental testimony it support of a revisad SmartGrid proposal.
An evidentiary hearing was held in July 2010, and an tURC order is
anticipated in the first haff of 2011,

Duke Energy Ohio received approval to recover expenditures
incurred to deploy the SmartGrid infrastructure in December 2008 in
conjunction with the approval of Duke Energy Chio's ESP filing. On
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June, 30, 2009, Duke Energy Ohio filed an application to estaklish
rates for retum of its SmanGrid net costs incumred for gas and electric
distribution service through the end of 2008. The rider for recovering .
electric SmartGrid costs was approved by the PUCQ in its order
approving the ESP. Duke Energy Ohio provosed its gas SmartGrid
rider as part of its most recent gas distribution rate case. A Stipulaticn
and Recommendation was entered into by Duke Energy Ohio, Staff of
the PUCO, Kroger Company, and Chio Partners for Affordable
Energy, which provides for a revenue increase of $4.2 miflion uncler
the electric rider and $590,000 under the natural gas rider. Appraval
of the Stipulation and Recommendation occurred in May 2010.
Duke Energy Ohio filed its application for 2009 cost recovery in July
2010 and a Stipulation and Recommendation was filed on
February 14, 2011, which provides for a revenue requirement
increase of $8.7 million under the electric:rider and $5 million under
the gas rider. Duke Energy Ghio is awaiting a PUCO order. As part of
the Stipulation and Recommendation, Duke Energy Chio agreed to
include a mid-deployment summaty and review with its second
guarter 2011 filing outlining its expenditures, deployment mitestones,
systemn performance levels and customer benefits in comparison to
those cutlined in the original plan. The PUCO has alse begun an.
audit of ihe program, the resuls of which will be addressed in.the
Same case. ! t

Duke Energy Business Semces was awarded a $200 million
SmartGrid investment grant from the DOE in Qctober 2009. The
ofiginal grant application was based on a scaled SmanGrid
deployment in Ohio and Indiana and a distribution automation pilot
in Kentucky. However, due to the regulatory activities in Indiana
described above, the project was re-scoped 10 include a phased-in
approzch in‘Indiana and additional deploymenits in Kentucky,; North
Carolina and South Caralina. The re-scoped grant was fi f nalized with
the DOE in May 2010.

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

Renewable Energy

Concerns of ctumate change and energy secunty have sparked
rising government support of renawabie energy legislation at both the
federal and state level. For example, the North Carolina legislation . -
(58 3) establisned a renewable energy and energy efficiency portfclio
standard {REPS] for electric utilities, and-in 2008, the state of Chio
also passed legislation that included renewable energy and advanced
ensrgy targets. With the passage of Senate Bill 221 (SB 221) in Ohio
in 2008, Duke Energy Chio is required to secure renewable erergy
and include. an increasing percentage of renewables as part of its
reseurce portfolio, The compliance percentages are based on a three-
vear historical average of its Standard Service Offer load. The
reguirements begin at 0.25% of the baseline load from all renewable
resources, including 0.004% to be specifically from-solar beginning
in 2008, increasing fo 12.5% total renewable, with 0.5% from solar
by 2024, Of these percentages, at least 50% of each resource type
must come from resources located within the state of Chio. To
address this legislation, Duke Energy Ohic initiated several acquisition
activities focused on meeting the specific near-term 20038, 2010 and
2011 requirements. Effective: December 10, 2009, the PUCC
adopted a set of reporting standards known as “Green Rules” which
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will regulate.energy efficiency, altemative energy generation
requirements and emission reporting for activities mandated by
SB 221,

The North Carolma REPS was enacted in 2007 as partof SB 3
and became effective January 1, 2008. SB 3 requires that renewable
energy must equal 0.02% of retail sales beginning in 2010 and
increases 10 12.5% by 2021, A portion of the requirement may ke
met through energy efficiency programs (less than 25% until 202C
and less than 40% thereafter). A portion may also be met through
purchases of unbundled cut-of-state ranewable energy credits (less
than 25%). Duke Energy Carolinas recovers the majority of costs
associated with renewable compliance through rate rider regulatory
recovery; these costs appiy only to North Carolina customers. REPS
rider charges are statutorily capped in order to limit the impact of
renewabie compliance costs on customers and spending beyond the
cost cap is not reguired,

Duke Energy Carclinas is in full compiiance with these
requirerents. '

Inventory

Generation of electricity is capital-intensive. USFE&G must
maintain an adequate stock of fust, materials and supplies in order to
ensure continuous operation of generating facilities and reliable
delivery to customers. As of December 31, 2010, the inventory
balance for USFE&G was $1,106 million. See Note 1 to the .
Consolidated Financial Staterments, “Summary of Significant
Accounting Pelicies,” for additional information.

Nuclear Insurance and Decommissioning

Duke Energy Carolinas owns and cperates the McGuire ang
Qconee Nuclear Stations and aperates and has a partial ownership
interest in the Catawba Nuclear Station. The McGuire and the
Catawba Nuclear Stations each have two nuclear reaciors and the
Oconee Nuclear Station has three. Nuclear insurance includes:
nuclear liability coverage; property, decontamination and premature
decommissioning boverage; and business interruption and/or extra
expensa coverage. The other joint owners of the Catawba Nuclear
Station refmburse Duke Energy Carolinas for certain expenses
associated with nuclear insurance premiums per the Catawba
Nuclear Station jeint cwner agreements. The Price-Anderson Act
requires Duke Energy Carclinas to provide for public nuclear liability
claims resulting from nuclear incidents to the maximum total financial
protection Fability; which currently is $12.6 hillion. See Note 5 to the
Consolidated Financial Statements, “"Commitments and
Contingencies—NMNuclear Insurance,” for more information.

In 2005, and again in 2009 and 2010; the NCUC and PSCSC,
respectively-approved a $48 million arnnual amount for contributions:.
and expense levels for decommissioning. In each of the vears ended -
December 21, 2010, 2009 and 2008, Duke Energy Carolinas
expensed $48 miliicn and contributed cash of $48 million to the
Nucler Decommissioning Trust Funds (NDTF) for decomimissioning
costs. The entire amount of these contributicns were 1o the funds
reserved for contaminated costs as contributions to the funds reserved
for non-contaminated costs have been discontinued since the current
estimates indicate existing funds tc be sufficient to cover projected
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future costs. The balance of the external NDTF was $2,014 million
as of December 31, 2010 and $1,765 million as of December 31,
2009,

As the NCUC and the PSCSC require that Duke Enorgy Carblinas
ubdate its cost estimate for decommissioning its nuciear plants every
five years, new site-specific nuclear decommissioning cost studies
werz cormpleted in January 2009 that showed total estimated nuciear
decommissioning costs, including the cost to decommission plant
components not subject to radicactive contamination, of $3 billion in
2008 doliars. This estimate includes Duke Energy Carolinas' 19.25%
awnership interest in the Catawba Nuclear Station. The other joint

! owners of the Catawba Nuclear Station are responsible for -

i decommissioning costs related to their ownership interests in the
station. Both the NCUC and the PSCSC have allowed Duke Energy
Carolinas to recaver estimated decommissioning costs through retait
rates over the expected remaining service periods of Duke Energy

: Carolinas’ nuclear stations. Duke Energy Carolinas believes that the

i decommissioning costs being recovered through rates, when coupled

: with the existing fund balance and. expected fund eamings, wilt be
sufficient to pravide for the cost of future decommissioning;

Duke Energy Carolinas filed these site-specific nuclear
decommissioning cost studies with the NCUC and the PSCSC in April
2009, In addition to the decommissioning cost studies, a new -
funding study was completed and indicates the current annual
funding requirement of $48 million is sufficient to cover the estimated
decommissioning costs. Duke Energy Carolinas received an order
from the 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 NCUC and the PSCSC approved the existing $48
milfion annual funding level for nuclear decommissioning costs. See
Mote 9 to the Consolidated Financial Staternents, “Asset Retirement -
Onligations,” for mere 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 Palicy Act of 1982, Duke Energy Carolinas contracted
with the DOE for the disposal of used nuclear fuel. The DOE failed to
begin accepting used nuclear fuel on January 31, 1998, the date
specified by the Nuclear Waste Policy Act and in Duke Erergy's
contract with the DOE. Duke Energy Carolinas will continue to safely
manage its used nuclear fuel untit the DOE accepts it In 1998, Duke
Energy Carolinas filed a claim with the U.$. Court of Federal Claims
against the DCE related to the DOE's failure to accept commercial-
used nuclear fuel by the required date. Damages claimed in the
tawsuit were based upon Duke Energy Carolinas’ costs incurred as a
result of the DOE's partial material breach of its contract, including
the cost of securing additional used fuei storage capacity, On
March 5, 2007, Duke Energy Carolinas and the U.5. Cepartment of
Justice reached a settlement resolving Duke Energy Carolinas’ used
nuciear fugl lfigation against the DOE. The agreement provided for an
initial payment to Duke Energy Carolinas for certain storage costs
incumred through July 31, 2005, with additional amounts reimbursed
annually for future storage costs.
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Ashestos Related Injuries and Damages Claims

Duke Energy has experiencet numerous claims for
inderrnification and medical reimbursements refating to damages for
bodily injuries alleged to have arisen from the exposure to or use of
asbestos in connection with construction and maintenance activities
conducted by Duke Energy Carolinas on its electric generation plants
prior to 1985, As of December 31, 2010, there were 284 asserted
claims for non-malignant cases with the cumulative refief sought of
up to $69 million, and 119 asserted ciaims for malignant cases with
the cumulative relief sought of up to $37 million. Hased on Duke
Energy's experience, it is expected that the uitimate resolution of most
of these claims [ kely will be less than the amount claimed. ‘

Duke Energy has a third- party insurance policy to cover certain
losses related to Duke Energy Cardlinas’ asbestos-related injuries and
damages above an aggregate self insured retention of $476 miliion.
Reserves recorded on Duke Energy’s Consolidated Balance Sheets are
based upon the minimum amount in Duke Energy’s best estimate of
the range of loss for c_urrent and fuiure asbestos claims through
2030, Management beiieves that it is possitie there will be additional
claims filed against Duke Energy Carolihas after 2030. In light of the
uncertainties inherent in a longer-térm forecast, managsmert does
not believe they can reasonably.estimate'the indemnity and medical
costs that might be incurred after 2030 related 1o such potential
claims. Asbestos-related loss estimates incorporate anticipated
infiation, if applicable, and are recorded on an undiscounted basis.
These reserves are based upon current estimates and are subject to
greater uncertainty as the projection period lengthens. A significant
upward or dewnward trend in the number of <laims filed, the nature
of the alleged injury, and the average cost of resolving each such
claim could change management’s estimated liability, as could any
substantial adverse or favorable verdict at trial. A federal legislative
solution, further state tort reform or structured settlement transactions
couid also change the estimated llability. Given the uncertainties
associatad with projecting matters into the future and numerous other
factors outside Duke Energy's control, management believes it is
reasonably possible that Duke Energy Carolinas may incur asbestos
liakilities in excess of its reccrded. reserves.

Duke Energy indiana and Duke Energy Ohio have also been
named as defendants or co<defendants in lawsuits related to asbestos
at their electric generating stations. The impact on 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, cenceming uncertainties, such as, among
others: (i) the number of contractors potentially exposed to asbestos
during construction or maintenance of Duke Energy indiana and
Duike Energy Ohio generating plants; (i) the possible incidence of
various illnesses among exposed workers and (il the potential
seftlement costs without federal or other legislation that addresses
ashestos tort actions, Duke Energy estimates that the range of
reasonably possible exposure in existing and future suits over the
foraseeable future is not material. This estimated range of exposure
may change as additional settlements occur and claims are made
and more case law is established.

h_ _—-»—m
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See Note 5 to the Consolidated Financial Statements,
“Commitments and Contingencies-Litigation-Asbestos Related Injuries
and Damages Claims,” for more information.

Competition

USFE&G competes in some areas with govemment-owned
power systems, municipafly owned electric systems, rural electric
cooperatives and cther private utilities. By statute, the NCUC and the
PSCSC assign service areas outside municipalities in North Carolina
and South Carolina, respectively, 1o regulated electric utilities and
rural electric cooparatives. Substantially alf of the territory comprising
Duke Energy Carolinas' service area has been assigned in this
manner. In unassigned areas, Duke Energy Carolinas’ business
remains subject to competition. A decision of the North Caralina
Supreme Court limits, in some instances, the right of North Carolina
municipalities to serve customers outside their corporate limits. In
South Carclina, competition continues between municipalities and
other electric suppliers outside the municipalities’ corporate limits,
subject 1o the regulation of the PSCSC. In Kentucky, the right of
municipalities to serve customers outside corporate limits is subject to
couri appraval, In Chio, certified suppliers may offer retail electric’
generation service to residential, commercial and industrial
custorrers. In Indiana, the state is divided into certified electric service
areas for municipal utilities, rural cooperatives and investor owned
utilities. There are limited circumstances where the certified electric
service areas can be madified, with approval of the IURC. USFEZG
also competes with other utilities and marketers in the wholesale
electric business. in addition, USFERG continues to compete with
natural gas providers,

Regulation

State

The NCUC, the PSCSC, the PUCO, the IURC and the KPSC
(collectively, the State Utility Commissions) approve rates for retail
electric service within thefr respective states. In additicn, the PUCQO
and the KPSC approve rates for retail gas distribution service within
their respective states. The state utility commissions, except for the
PUCO, also have authority aver the construction and operation of
USFE&G's generating facilities. CPCN's issuied by the State Utility
Comimissions, as applicable, authorize USFE&G to construct and
operate ifs electric facilities, and to sell electricity to retail and
wholesale customers, Pricr approvai from the relevant state utility
commission is required for Duke Energy’s regulated operating
companias to issue securities.

Duke Energy Carolinas 2009 North Carolina Rate Case.

On June 2, 2009, Duke Energy Caralinas filed an Application
for Adjustrment of Rates and Charges Appficable to Electric Service in
North Carolina to increase its base rates, The Application was based
upon a historical test year consisting of the 12 menths enced
December 31, 2008. On October 20, 2009, Duke Energy Caralinas
entered into a seftlement agreement with the North Carolina Public
Staff. Two organizations representing industrial customers joined the
seftlement on October 21, 2008. 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 period beginning January 1, 2010. In order to mitigate
the impact of the increase on customers, the agreement provides for
(i) a one-year delay In the collection of financing costs related to the
Ciiffside modernization project until January 1, 2011; and (i) the
accelerated return of certain regUlatory liabilities to customers which
lowered the total impact to customer bills to an increase of 7% in the
near-term. The proposed settlement inciudss a 10.7% retum cn
equity and a capital structure of 52.5% equity and 47.5% long-term
debt. Additionally, Duke Energy Carolinas agresd not to file another
rate case before 2011 with any changes to rates taking effect no
sooner than 2012. The NCUC approved the settlement agreement in
full by order dated December 7, 2009. The new rates were effective
January 1, 2010,

Duke Energy Carolinas 2009 South Carolina Rate Case.

On July 27, 2009, Duke Energy Carolinas filed its Application
for Autherity to Increase and Adjust Rates and Charges for an
increase in ratas and charges in South Carolina. On September 25,
2009, Duke Energy Carolinas filed a supplemental raquest seeking
PSCSC approval of a charge to customer bills to pay for Duke Energy
Carolinas’ new energy efficiency efforts. Parties to the proceeding
inciude the South Carolina Office of Regulatory Staff (ORS), the South
Carolina Energy Users Committee (SCEUC), and the South Carolina
Green Party. Duke Energy Carolinas, ORS, and SCEUC filed a
settlernent agreement on November 24, 2009, racommending, () a
$74 million increase in base rates, (i) an aflowed return on equity of
11% with rates set af a retum on equity of 10.7% and capital
structure of 53% equity, and (i) various riders, including one that
provides for the return of Demand Side Management (DSM} charges
praviously collected from customers over three years rather than five
years, and anather that provides for a storm reserve provision
allowing Duke Energy Carclinas to collect $5 millich annually {up to
a maximum funding level of $50 milion accumulating in reserves) to
be used against large storm costs in any particular pericd. Cn
January 20, 2010, the PSCSC approved the settlement agreément in
full, including the cost recovery mechanism for the energy efficiency
effort. The new rates were effective February 1, 2010.

Duke Energy Ohio Electric Rate Filings.

New legislation (SB 221} passed in April 2008 and signed by
the Governar of Ohio an May 1, 2008 cadified the PUCQ's autharity
to approve an electric utility’s generation Standard Service Cffer
(3S0). An SSO may inciude an ESP, which allows for pricing
structures similar to those under the historic Rate Stabilization Plan
(RSP}, or a Market Rata Cffer {MRQ), in which pricing is determined
through a competitive bidding process. On July 31, 2008, Duke
Energy Ohio filed an ESP to be effective January 1, 2009, On
December 17, 2008, the PUCO issued its fincing and order adopting
a modified Stipulation with raspect to Duke Energy Ohio’s ESP filing.
The PUCQ agreed to Duke Energy Chio's request for a net increase in
base generation revenues, before impacts of customer switching, of
$36 million, $74 million and $98 miliion in 2009, 2010 and
2011, respectively, including the recovery of expenditures incurred to
deploy the SmartGrid infrastructure and the implementation of
save-a-watt. See “Commercial Power" szction below for additional
information related to the ESP.
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Duke Energy.Ohjo SSO Fifing.

On November 15, 2010, Duke Energy Chio filed for approval of
its next Stanidard Service Offer to replace the existing ESP that expires
on December 31, 2011. The filing seeks approval of a MRO through
which generation supply will ultimately procured thtough a
competitive solicitation format. A technical confarence was haid
November 22, 2010, and the hearing commenced on January 11,
2011. On February 23, 2011, the PUCO stated that Duke Energy
Ohio did not file an application for a five-year MRO as required under
Ohio statute. As a result, the PUCO ordered that the case cannot -
proceed as fited. Duke Energy Chio is evaluating its cptions and plans
to file a revised SSO in early second quarter of 201 1.

For more information on rate matters, see Note 4 to the
Consolidated Financial Statements, “Regulatory Matters—Rate
Refated nformation.” .

Federal

The FERC approves USFE&G’s cost-based rates for eiectnc sales
to certain wholesale custorners. Reguiations of FERC and the State
Utility Commissions govern access to regulated electric and gas
customer and cther data by nen-regulated entities, and sevices
provided between regulated and non-regulated energy affiliates.
These regulations affect the activities of non-regulated affiliates with
USFE&G.

Regional Transmission Organizationis. Duke Energy Ohio, Duke
Energy Kentucky and Duke Energy Indiana are transmission owners
in a regional transmission organization operated by the Midwest
Independent Transmission System Operator, Inc. (Midwest 1S0), a
non-profit crganization which maintains functional contra! over the
combined transmissicn systems of its members. In 2005, the
Midwest ISO began administering an energy markat within its
footprint and in January 2009 it began administering an ancillary
services market. Additionally, in-April 2009, the Midwest ISO began
administering a voluntary capacity auction, and in June 2009,
instituted a tariff based capaciy requirement.

The Midwest ISO is the provider of transmission service
requested on the transmission facilities under its tariff. It Is
responsible for the reliable operation of those transmission facilities
and the regional planning of new transmission facilities. The Midwest
150 administers energy markets utilizing Locational Marginal Pricing
(i.e., the energy price for the next MW may vary throughout the
Midwest ISC market based on transmission congestion and energy
lossas} as the methodalogy for relieving congestion on the
transmission facilities undear its functional control.

On May 20, 2010, Duke Erergy Kentucky filed an application
with the KPSC requesting permission to transfer control of certain of
its transmission assets from the Midwest 1SO to PIM interconnection,
LEC (PJM). There may be significant costs associaied with this
transition related to Midwest IS0 tfransmission expansion costs and
exit obligations. A hearing was held on November.3, 2010, and
briefs were filed by November 19, 2010. On Decamber 22, 2010,
the KPSC issued an order granting approval for the transition, subject
to several conditions. On January 25, 2011, the ®XPSC issued an
order stating that the order had been satisfied and is now
unconditionat. The order further requires Duke Energy Keniucky to
submit to the KPSC intemal procedures for the receipt and tracking of
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notlces frorn PJM regarding customer requests to participate in PJM. .
demand-response programs. .
On June 25, 2010, Duke Energy Ohio and Duke Energy

Kentucky submitted an initiai filing to the FERC requesting that it
issue an order by November 1, 2010 determining that the RTO
realignment meets FERC standards for withdrawal from the RTO and
approving the participation of Duke Energy Ohio and Duke Energy

Kentucky load and resources in certain PJM reliability pricing model

auctions. The FERC issued an order which approved Duke Energy
Ohio and Duke Energy Kentucky's request on October 21, 2010, and
authorized Duke Energy Ohio and Duke Energy Kentucky to
terminate their existing obligaticns to the Mldwest IS0, subject to
certain conditions.

On Decernber 16, 2010, FERC issued an order refated to the

Midwest 1S0's cost ailocation methodology surrounding Multi Value
Projects (MVP), a type of Midwest 18O transmission expansmn cost.
The Midwest [SO expects that MVP will fund the costs of large ’
transmission projects designed to bring renewable generation fom
the upper Midwest to load centers in the eastern portion of the
Midwest (SO footprint. The order provides for the allocation of MVP
costs to withdrawing transmission owners for projects approved by
the Midwest ISO up to date of the withdrawing transmission owners’
exit from the Midwest ISO. The basis for allocating such MVP costs is
the withdrawing transmission owners’ historical Lsage of the Midwest
ISQ system. The impact of this order could result in an increase in the
Midwest SO transmission expansicn costs incurred by Duke Energy
Ohio and Duke Energy Kentucky subsequent to a withdrawal from
Midwest 1SO. Duke Energy Ohio, among cther parties, is seeking
rehearing of the FERC MVP order.

Duke Energy Ohio is cumrently negotiating with various
stakeholders regarding recovery of the costs associated with the exnt
from the Midwest ISQ.

See "Other Issues” section of Management's Discussion and
Analysis of Financial Condition and Results of Operations for &
discussion about potential Global Climate Change legislation and the
potential impacts such legislation could have on Duke Energy’s
operations.

Other

USFE&G Is subjsct 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 Gconee nuciear 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 Carclinas’ McGuire and’

Catawba stations. The two McGuire units are licensed through 2041
and 2043, respectively, while the two Catawba units are licensed
through 2043. Al but one of USFE&G's hydroelectric generating
facilities are licensed by the FERC under Pait | 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 whose licenses expired in 2005 through 2010 are operating.
under annual extensions of the current license until FERC issues a
new license. Other hydroelectric facilities whose licenses expire . .

between 2011 and 2016 are in various stages of reflicensing. Duke -

Energy expects to recaive new licenses for all applicable hydroelectric
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facilities with the exceptian of the Dillsboro Project, for which Duke
Energy requested and the FERC approved license surrender. Duke
Energy Carolinas has removed the Dilishoro Project dam and
powerhouse as part of multi-project and muiti-stakeholder
agreerments and Duke Energy Carolinas is continuing with stream

COMMERCIAL POWER

restoration and post-removal monitoring as requested by FERC's
license surrender order.

USFE&G is subject to the jurisdiction pf the U.S. Environmenta
Protection Agency (EPAY-and state and local environmental-agencies
For a discussion of environmental regulation, see “Environmental
Matters” in this section.

P

Commercial Power owns, operates and manages power plants'
and engages in the wholesale marketing and procurement of electric
power, fuel and emission allowances related 1o these plants as well
as other contractual positions. Cormmercial Power's generation
operations, excluding renewable energy generation assets, consist
primarily of coal-fired generation assets located in Ohio which are
dedicated under the Duke Energy Ohio ESP and gas-fired k
non-regulated generation assets which are dispatched into wholesale
markets. These assets comprise of 7,550 net MW of power

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

The following map shows the Commercial Power servigé temitory and generation facilities. '-

Commercial Power Midwest Power Generation Facilities
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Commercial Power also has a retail sales subsidiary, Duke
Energy Retail, which is certified by the PUCO as a CRES provider in -
Ohio. Duke Energy Retail serves retait electric customers in
southwest, west central and northern Ohio with energy and other
energy services at competitive tates. 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 customers that had previously been served by Duke Energy
Ohio under the ESP, as well as those previously served hy other Ohio
franchised utilities. ‘

Through DEGS, Commercial Power develops, owns and
operates electric generation for large energy consumers,
municipalities, utilities and industrial facilities. DEGS currently -
manages 4,440 MW of power generation at 28 facilities throughout -
the U.S. In addition, DEGS engages in the development, construction
and operation of renewable energy proiects. Currently, DEGS.has over
5,000 MW of renewable energy projects in the development pipefine
with 1,002 net MW of renewable generating capacity in operation as
of December 31, 2010. DEGS is also developing transmission and
biomass projects.
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The following map shows the location-of DEGS generatncn assets,

Duke Energy Generahon Sennces — North Amem:a '
Power Generatwn Facslltles and Ofﬁces
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Effective January 1, 2009 Commermal Power‘s pnman[y ¢oat-
fired generation assets began operating Linder the Duke Energy Chio
ESP, which expires on Decermnber 31, 201 1. Prior to the ESP, these
generation assets had been contracted throligh the RSP, which
expited on December 31, 2008, The ESP consists of the followang
discrete charges:

* Annually Adjusted Component (AACY Rider — This rider is
intended o provide cost recovery primartly for certain
environmental compliance sxpenditures. This component is
avoidable (or by-passabie) by all custornars that swztch toan

- altemative eiectnc serwce prowder

e Fuel and Purchased Power (FPP) Rfder——Thas fderis
‘ mtended ta provide cost recovery for fuel purchased power
and emission al?owance EXpenses (mciudlng carbon or energy
) taxes) mcurred {0 generate or procure electncuty for retall
: 5 ratepayers thatare provided service by Duke Energy OhtO This
oomponent is avgidable (or by~ passable} by an customers that
swﬂ:ch to.an altemavve electric service prowder '

» Capacity Dedication Rider =~ This rider is intended o provice
castrecovery formaintaining the generation fleet to serve the
retail rate payers. This component is not avoidable {(or
non-by-passable) by customers that swrtch foan aitemative

+ i electric service provider. -
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pravide actual'cost recovery: for capacity purchases made to
maintain adegquate mserve margin. This componerit is nat -
avoidable (or non-by-passable) by all customers that switch o
an. altematwe eiectnc sefvice prowder :

. Base Generaﬂon Charge Thts component reﬂects a market
. pnce for retail generation ; service and is fot a cost- based rate.
. This component is avozdable (or by-passable) by all custorners
~ that swrtch toan alternative electnc serwce prowc!er

* Transmission Cost Recovery Rider — The generation-portion-
of this rider Is designed to permit Duke Energy Ohic to redover
certain Midwest 1SO charges and all FERC approved -
transmission costs allocable to vetail ratepayers that arg.
provided service by Duke Energy Ohio. This component is
avaidabie (or by-passable) by all customers that swrtch toan -
a!tematlve electric service prowder IR

Commercial Power's primarily coal-fired assets, as sxcess” |
capacity aliows, alse generate revenues through sales outside the -
native load custemer base; and such revenue is termed wholgsale.

Prior.to December 17, 2008, Cornmerciat Power did not apply
regulatory accounting freatrment to any of its operations dug'to the. .
comprehensive slectric deregitation legislation.passed by the state of
Chio in 1999. In April 2008, new legislation (S8 221) was passed -
in Ohio and signed by the Govemor of Ohio on May 1, 2008. The

e
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new law codified the PUCQ's authority to apnrove 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
portions of Commercial Power's operations as of that date. The ESP
became effective on January 1, 2002, )

Under the ESP, Commercial Power bills for its retail load
generation viz numerous riders. SB 221 and the ESP resulted in the
approval of an enhanced recovery mechanism for certain of these
riders, which includes, but is not limited to, a price-to-compare fuel
and purchased power tider and certain portions of a price-tc-compare
cost of environmenta! compliance rider, Accordingly, Commercial
Power began apolying regulatory accounting treatment to the
corresponding RSP riders that enhanced the recovery mechanism for
recovery under the ESP on December 17, 2008. The remaining
pottions of Commerciat Power's Ohio retai! oad generation
operations, revenues from which are reflected in rate tiders for which
the ESP does not specffically allow enhanced recovery, as well as al!
generation associated with wholesale operations, including
Commercial Power's gas-fired generation assets, continue to not
apply regulatory accounting as those operations do net meet the
necessaty accounting criteria, Mareover, generation remains a
competitive rmarket in Ohio and retail load customers continue to
have the ability 1o switch to alternative suppliers for their electric
generation service. As customars switch, there is a risk that some or
all of the regulatory assets wili not be recovered thiough the
established riders. In assessing the probability of recovery of its
regulatory assets established for its retail load generation operations,
Duke Energy. continuies to monitor the amount of retait load
customers that have switched to alternative suppliers, At
December 31, 2010, managermient has concluded that the
established reglilatory assets are still probable of recovery even
though there have been increased levels of customer switching.

‘Despite certain porticns of the Ohio retail load operations not
meeting the criteria for applying regulatory accounting treatment, all
of Commercial Power's Ohic retail load operations’ rates are subject to
approval by the PUCO, and thus these operations are referred to
here-in as Commercial Power's regutated operations.

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

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

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

Market Environment and Competition

Similar to USFE&G's opearations, the overall economic cenditions
have negatively impacted Commercial Power's retail volumes for ail
custormer classes, Commercial Power competes for wholesate
contracts for the purchase and saie of electricity, coal, natural gas and
emission aliowances. The market price of commodities and services,
along with the quality and reliakility of services provided, drive
competition in the energy marketing business. Commercial Power’s
main competitors inciude other non-regulated generators in the
Midwestern U.S., wholesale power, coal and natural gas marketers,
renewable energy companies and financial institutions and hedge
funds engaged in energy commodity marketing and trading.

Continuing low commodity prices have put downward pressure
on power prices. The avallable capacity and lower prices have
provided opportunities for custormers in Ohio to switch generaticn
suppliers. Comnpetitive power suppliers have begun supplying power
to current Commercial Power customers in Ohic and Commercial
Power experienced an increase in customer switching beginning in
the second quarter of 2009 which continued info 2010. As of
December 31, 2010, customer swilching levels approximated 65%
of Commercial Power's Ohic retail load. However, thfough Duke
Energy Retail, Commercial Power has been able to acquire 60% of
the switched load by offering customers a choice between discounts
to the ESP price or fixed price amangements. Additionally, Duke
Energy Retail has been able to acquire new customers previously
served by other Ohio franchlsed utlim

Fuel Supply

Commercial Power refies on ceal and natural gas for its’
generation of electric energy.

Coal.

Commercial Power meets its coal demand through a porifalio of
purchase supply contracts and spot agreements. Large amounts of
coal are purchased under supply contracts with mining operatars
who mine both underground and at the surface. Commercial Power
uses spot-market purchases to meet ccal regiuiremients not met by
supply contracts. Explratlon dates for its supply contracts, which have
various price adjustment provisions and market re-openers, range
through 201 2. Commercial Power expects to renew these coniracts
or enter into simifar 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
is primarily produced in Hiinois, Ohio and eastern Kentucky.
Commercial Power has an adequate supply of coal io fuelits
projected 2011 operations and a significant portion of supply to fuet
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its projected 2012 operations. The majority of Commercial Power's
coal-fired generation is equipped with flue gas desulfurization
equipment. As a result, Commercial Power is able fo satisfy the
current emission limitations for 30, for existing facilities.

INTERNATIONAL ENERGY

Gas.

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

International Energy principally operates and manages power
generation facilities and engages in sales and marketing of electric
power, natural gas, and natural gas kigquids cutside the U.S. It
conducts operations primarily through DEI and its affiliates ard its
activities principally target power generation in Latin America,
Additionally, interaticnal Energy owns a 25% interest in NMC, a
large regional producer of methanot and MTBE located in Saudi
Arabia. The investment in NMC is accounted for under the equity
method of accounting. Intemational Energy has a 25% ownership
interest in Attiki Gas Supply S.A. (Attiki), a natural gas distributor
located in Athens, Greece, which was accounted for under the equity
method of accounting through Decernber 31, 2G09. In January
2010, the counferparty 1o Atliki's non-recourse debt issued a notice
of default due to Duke Energy’s fallure 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 te the Consolidated Financial Statements, “Investments
in Unconsolidated Affiliates and Related Party Transactions,” for
additional information. .

 International Energy’s customers include retail distributors,
electric utilities, independent power producers, marketers and
industrizlicommercial companies. international Energy’s current
strategy is focused on optimizing the value of its current Latin
American portfolio and expanding the portfolio through investment in
generation opportunities in Latin America.

Intemational Energy owns, operates or has substantial interests

in 4,500 gross MW of generation facilities.

The following map shows tne locations of Intermational Energy’s facilities, including its inferests in non-electric generation facilities in Saudi

Arabia.
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Competition and Regulation

International Energy’s sales and marketing of electric power and
natural gas competes dirctly with oher generators and marketers
sexving its market areas. Competitors are country and region-specific
but include government-owned electric generating companies, local
distribution companies with self-generation capability and other
privately-owned electric generating and marketing companies, The
principal elements of competition are price and availability, terms of
service, flexibility and reliability of service.

A high percentég'e of International Energy's portfolio consists of
base load hydroelectric generation facilities which competé with other
forms of electric generation available to International Energy's
custemers and end-users, including natural gas and fuel oils.
Economic activity, conservation, legislation, govemmental regulations,
weather, additional generation capacities and ather factors affect the
supply and demand for electricity in the regions served by
international Energy.

International Energy's aperations are subject to both country-
specific and intemational laws and regulations. (See “Environmental
Matters” in this secticn.) ’

OTHER

The remainder of Duke Energy’s operations is presented as
Cther. While it is not an operating segment, Other primarily includes
cerain unallecated corporate cests, Bison, Duke Energy’s wholly-
owned, captive insurance subsidiary, contributions to the Duke
Energy Foundation, Duke Energy’s effective 50% interest in DukeNet
and related tefecorn businesses, and DETM, which is 40% owned by
Bxxon Mobil Corporation and 60% owned by Duke Energy and
management is cumently in the process of winding down.
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Bison's principal activities as a captive insurance entity inclice
the indemnification and reinsurance of varicus business risks and
losses, such as property, business interruption and general lizbiiity o
subsidiaries and affiliates of Duke Energy. DukeNet develops, owns
and operates a fiber ontic communications netwoerk, primarily in the
southeast U.S,, serving wireless, local and long-distance
commurications companies, internet service providers and other
businesses and orgarizations,

Competition and Reguiation

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

GEOGRAPHIC REGIONS

For a discussion of Duke Energy's foreign operations and certain
of the risks associated with them, see “Risk Factors,” "Management's
Discussion and Analysis of Results of Operaticns and Financial
Condition, Quaniitative and Qualitative Disclosures About Market
Risk—rForsign Currency Risk,” and Notes 2 and 14 to the
Consolidated Financial Staternents, “Business Segments” and “Risk
Management, Derivative Instruments and Hedging Activities,” '
respectively.

EMPLOYEES

On December 31, 2010, Duke Energy had 18,440 employess.
Atotal of 4,550 operating and maintenance ermployees were
represented hy unions.
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EXECUTIVE OFFICERS OF DUKE ENERGY

Stephen G, De May

48

Senior Vice President, Investor Relations and Treasurer. Mr. De May assumed the role of Treasurer in November
2007 and in October 2009 Mr. De May assumed additional responsibility for investor relations. Prior to that, he
served as Assistant Treasurer since 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 sirice February 2004,

Lynn J. Good

51

Group Executive and Chief Financial Officer. Ms. Good assumed her current position in July 2009, in November -
2007, Ms. Good began serving as President, Commercial Businesses. Prior to that, she served as Senior Vice
Presidant and Treasurer since December 2006; prior to that she served as Treasurer and Vice President, Financial
Planning since October 2006; and prior to that she served as Vice President and Treasurer since April 2006, upon
the merger of Duke Energy and Cinergy. Until the merger of Duke Energy and Cinergy, Ms. Goad served as Executive
Vice President and Chief Financia! Officer of Cinergy from August 2005 and Vice President, Finance and Controller of
Cinergy from November 2003 to August 2005.

Dhiaa M. Jamil

54

Group Executive, Chief Generation Officer and Chief Nuclear Officer. Mr. Jamil assumead his position as Chief
Generation Officer in July 2009 and his position as Chief Nuclear Officer in February 2008. Prior to that he served
as Seniar Vice President, Muclear Suppart, Duke Energy Carolinas, LLC since March 2007; and prior ta that he - -
served as Vice President, Catawba Nuclear Statiors, since March 2004,

Marc E. Manly

58

Group Executive, Chief Legal Officer and Corporate Secrefary. Mr. Manly assumed the role of Corporate Secretary in
December 2008 and assumed pesition of Chief Legal Officer in April 2006, upon the merger of Dukeé Energy and
Cinergy. Untit the merger of Duke Energy and Cinergy, Mr. Manty served as Executive Vice President and Chief Legal
Officer of Cinergy since Novernber 2002,

James E. Rogers

€3

Chairman, President and Chief Executive Officer. Mr. Rogers assumed the role of Chief Executive Officer and
President in April 2006, upon the merger of Duke Energy and Cinergy and assumed the role of Chairman an
January 2, 2007. Until the merger of Duke Energy and Cinergy, Mr. Rogers served as 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, Commercial Businesses. Mr. Trent assumed his current position in July 2009.
Priar to that he served as Group Executive and Chief Strategy, Policy and Regulatory Officer since May 2007, Prior to
that he served as Group Executive and Chief Strategy and Policy Officer since October 2006 and prior to that he
served as.Group Executive and Chiaf Development Officer since Aprit 2006, upon the merger of Duke Energy and
Cinergy. Until the merger of. Duke Energy and Cinergy, Mr. Trent served as Executive Vice President, General
Counsel and Secretary of Duke Energy since March 2C05. 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 201 1. Prior to that she served as Senior Vice President and Chief Human Resources Officer since Novernier
2008. Prior to that she served as Senior Vice President of Human Resources at Scripps Networks Interactive from
2005 to 2008. : .

Steven K. Young

Senior Vice President and Controller. Mr. Young assumed his current position in December 2006, Prier to that he
served as Vice President and Controller since April 2008, upon the merger of Duke Energy and Cinergy. Undil the
mesger of Duke Energy and Cinergy, Mr. Young served as Vice President and Controiler of Duke Energy since June .
2005. Prior to that Mr. Young served as Senior Vice President and Chief Financial Cfficer of Duke Energy Carclinas
from March 2003 to.June 2005.

Executive cfficers serve Lintil their successors are duly elected.

There are no family relationships between any of the éxecutive officers, nar any arrangerment or understanding between any executive
officer and any other person Involved in officer sefection. o :
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Duke Energy Subsidiaries Overview.

Duke Energy Carolinas.

Duke Energy Carolinas generates, transmits, distributes and sells
electricity in centrai and westem North Carolina and westemn South
Carolina. Duke Energy Carolinas is subject to the regulatory provisions
of the NCUC, the PSCSC, the NRC and FERC. Duke Energy Carolinas
operates one reportable business segment, Franchised Electric, which
generates, transmits, distributes and sells electricity. Substantially &l
of Franchised Electric operations are regulated and qualify for
regulatory accounting treatment. For additicnal information regarding
this business segment, including financial information, see Nete 2 to
the Consolidated Financial Statements, “Business Segments.”

Duke Energy Carolinas' service area covers 24,000 square
miles with an estimated population of 6.6 miliion in central and
westem North Carolinz and westem South Carclina. Duke Energy
Carolinas supplies electric service 1o 2.4 million residential,
commetrcial and industrial custormers over 101,400 miles of
distribution lines and a 13,100 mile transmission systern,

The remainder of Duke Energy Carclinas’ operations is
presented as Other. Althcugh it is not corsidered a business segment,
Other orimarily consists of certain governance costs allocated by its
parent, Duke Energy. -

Duke Energy Ohio.

Duke Energy Ohio is 2 wholly-owned subsidiary of Cinergy,
which is a whally-owned subsidiary of Duke Energy. Duke Energy
Ohio is a combination electric and gas public utility that provides
service in the southwestem portion of Ohic and in northem Kentucky
through its wholly-owned subsidiary Duke Energy Kentucky, as well
as electric generation In parts of Ohio, Itinois, Indiana and
Pennsylvania. Duke Energy Chio’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/
ar transportation of natural ges. References herein to Duke Energy
Ohio include Duke Energy Ohio and its subsidiaties. Duke Energy
Chio Is subject to the regulatory provisions 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 appiicable
accounting rules: Franchised Electric and Gas and Commercial
Power. For additional information on each of these business
segments, including financial information, see Note 2 to the
Consolidated Financial Statements, “Business Segments.”

The following is a brief description of the nature of operations of

‘each of Duke Energy Ohio's reportable business segments, as well as

Cther:

Franchised Electric and Gas. Franchised Electric and Gas
consists of Duke Energy Ohio’s reguiated electric and gas
transmission and distribution systems, including its regulated electric
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generation in Kentucky. Franchised Electric and Gas plans,
constructs, operates and maintains Duke Energy Ohio's transmissio
and distribution systems, which generate, transmit and distribute
electric energy to consumess in southwestern Chio and northemn
Kentucky. Franchised Eiectric and Gas also transports and sells
natural gas in scuthwestem Ohio and northem Kentucky. These
electric and gas operations are subject to the rules and regulations o
FERC, the PUCO and the KPSC. Substantially all of Franchised
Electric and Gas’ operations are regulated and, accordingly, these
operaticns gualify for regulatory accourting treatment,

Duke Energy Ohio's Franchised Electric and Gas service area
covers 3,000 square miles with an estimated population of
2.2 million in southwestem Ohio and northern Kentucky. Franchise
Electric and Gas supplies electric service to 820,000 residential,
commercial and industrial customers over 19,800 mites of
distribution lines and a 2,500 mife transmission system in Ohia and
Kentucky. Franchised Electric and Gas provides regulated
transmission and distribution setvicas far natural gas to 500,000
customers via 7,200 miles of gas mains (gas distribution lines that
serve as a commen source of supply for more than cne service ling)
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, operates and
manages power planis and engages in the wholesale marketing and
procurement of electric power, fuel and emission allowances related
1o these plants, as well as other contractual positions. Commercial
Power's generation operations consists of primatily coalfired
generation assets located in Ohio which are dedicated under the
Duke Energy Ohio ESP and gas-fired non-regulated generation assets
which are dispatched into wholesale markets. These assets are
comprised of 7,550 net MW of power generation primarily lccated 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-firad units. Duke Energy
Ohio's Commercial Power repertabie cperating segrment does not
inciude the operations of DEGS or Duke Energy Retail, which is
included in the Commercial Power repottable cperating segment at
Duke Energy. See ftem 2. “Properties” for further discussion of
Commercial Power's generating facilities. Through December 31,
2008, most of the generaticn asset output in Ohio was contracted
through the Rate Stabilization Plan (RSP). Effective January 1, 20009,
Commercial Power began operating under an ESP, which expires on
December 31, 201 1. As a result of the approval of the ESP, certain
of Commercial Power's operations reapplied regulztory accounting
treatment effective December 17, 2008. See Notes 1 and 4 o the
Consolidated Financial Statements, “Summary of Significant
Accounting Policies,” and “Regulatory Matters,” respectively, for a
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 Chio’s primarily coal-fired assets, as excess
capacity aliows, also generate revenues through sales outside the
ESP load customer base, and such revenue is termed wholesale,

In 2010 Duke Energy Ohio samed approximately 13% of its
consolidated operating revenues from PJM. 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 reveriue.

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

Duke Energy indiana.

Duke Energy Indiana is a wholly-ownad subsidiary of Cinergy.
Duke Energy Indiana gererates, transmits and distributes electricity in
north central, central, and southem Indiana. Duke Energy Indiana is
subject to the regulatory provisions of the IURC and FERC. Duke
Energy Indiana operates one repertable business segment,
Franchised Electric, which generates, transmits, distiibutes and sells
slectricity. The substantial majority of Duke Energy Indiana's
operations are reguiated and qualify for regulatory accounting
treaiment. For additionat information regarding this business .
segment, including financial information, see Note 2 to the
Consolidated Financial Staternents, “Business Segments.”

Duke Energy Indiana’s service area covers 22,000 square miles
with an estimated population of 2.54 millicn in north central, central,
and southem Indiana. Duke Energy Indiana supplies electric service
to 790,000 residential, commercial and industrial customers over
31,000 miles of distribution lines and a 5,400 mile ransmission
system, ' ‘ '

The rernainder of Duke Energy Indiana's operations is presented
as Other. Although it is not considered a business segment, Other
primarily includes certain govemance costs allocated by its ultimate
parent, Duke Energy. -

ENVIRONMENTAL MATTERS

The Duke Energy Registrants are subject to federal, state and
local laws and regulations with regard tc air and water quality,
hazardous and solid waste disposal and cther environmental matters.
Duke Energy is also subject to intemational laws and regulations with
regard to air and water quaiity, hazardeus and sofid waste disposal
and other environmental matters. Environmental laws and regulations
affecting the Duke Energy Registrants include, hut are not limited 1g:

« The Ciean Air Act (CAA), as well as state laws and regulations
impacting air emissions, including State Implementation Plans
refated to existing and new national ambient air quality
standards for czone and particulate-matter. Owners and/or
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operators of air emissicn sources are responsible for obtaining
permits and for annual compliance and reporting.

» The Clean Water Act which requires permits for facilities that
discharge wastewaters into the environment.

+ The Comprehensive Environmental Response, Compensaton
and Liability Act, which ¢an require any individual or entity
that currently owns or in the past may have owned or
operated a disposal site, a5 well as trarispdders or generators
of hazardous substances sent toa dlspcsal S|te to shate in
remediation ¢osts.

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

« The National Environmental Policy Act, which reguires federal
agencies o consider potentnal environmental |mpacts in their
decnsions including smng approvals

See “Other Issues” section of Managernent’s Dlscussron and
Analysis of Financial Condition and Results of Operahons fora
discussion about potential Global Climate Change legislation and the
potential impacts such legislation could have on the Duke Energy
Registrants’ operations. Additionally, other potential future
environmental laws and regulations could have a significant impact:
on the Duke Energy Registrants’ results of operations, cash flows or
financial position. However, if such laws are eracted, the Duke
Energy Registrants would seek appropriate regulatory recovery of
costs to comply within its regulated operations.

For more information on environmental matters |nvo|\nng the
Duke Energy Regfstrants, including possible liabifity and capital costs,
see Notes 4 and 5 to the Consolidated Financial Statements,
“Regulatory Matters,” and "Commitments and Contingencies—
Envircnmental,” respectively. Except to the extent discussed in Note 4
to the Consolidated Financial Statements, “Regulatory Matters,” and
Note 5 to the Consolidated Financial Statements, “Commitments and
Contingencies,” compliance with current intermnational, federal, state
and local provisions regulating the discharge of materials into the
environment, or otherwise protecting the environment, is incorporated
into the routine cost structure of our vatious business ségments and is
not expected to have a material adverse effect on the competitive
pasitior, consolidated results of operations, cash flows or financial
position of the Duke Energy Registrants.
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ITEM 1A. RISK FACTORS.

Unless otherwise mdrr:ated the risk factors discussed below
generally refate to risks associated with all of the Duke Energy
Registrants. Risks identified at the Subsidiary Regrstrant tevel are
generally applicabte to Duke Energy. :

The Duke Energy Reglstrants' franchised elecme revenies, eamrngs
and results are dependent on state Iegrslatron 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 husinesses are
regulated on a cost-of-service/rate-of-retum basis subject to the statutes
and regulatory commission rules and. procedures of North Carolina,
South Carolina, Ohio, Indiana and Kentucky. If the Duke Energy
Registrants' franchised electric earmings exceed the retums established
by the state regulatory commissions, the Duke Energy Registrants' retail
electric rates may be subject to feview and possible reduction by the
commissions, which may tecrease the Duke Energy Registrants’ future
eamings. Addiionally, if regulatory bodies do not allow recovery of costs
incurred in providing service on a timely basis, the Duke Energy
Registrants’ future eamrngs could be negatively impacted,

The Duke Energy Registrants’ businessés are subject to extensive
federal regutation that will affect the Duke Energy Regrstrants’
operatlans and costs.

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

The Duke Energy Registrants must meet cradit 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 credif rating, the Duke Energy Registrants would
be required under credit agreements ta pravide ccllateral in the
form of letters of credit or cash, which may materially adversely
affect the Duke Energy Registrants’ liquidity.

Each of the Duke Energy Registrants and their rated subsidraries
senior unsecured long-term debt is currently rated investment grade
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by various rating agenciés. The Duke Energy Registrants cannot be
sure that the senior unsecured long-term debt of the Duke Energy
Registrants or their rated subsidiaries will be rated investment grad(
in the future,

If the rating agencies were 1o rate the Duke Energy Regrstrant
or their rated subsidiaries below investment grade, the entities’
borrowing costs would increase, perhaps srgnrfrcantly In addition,
their potentrar poal of investors and funding sources would likely ‘
decrease, Further if the Duke Energy Registrants’ short-term debt
rating were to fall, the entities” access to the commercial paper marl
could be significantly limited. Any downgrade or other event .
negatively affecting the tredit ratings of the Duke Energy er,grstrantc
subsidiaries could make their costs of borrowrng higher or access to
funding sources more fimited, which in turm could i increase the Duk
Energy Registrants’ need to provrde liguidity in the form of caprtal '
contributions or loans 10 such subsidiaries, thus reducrrtg the Irqurdr
and borrowing availability of the consolidated group.

A downgrade below investment grade could also require the
Duke Energy Registrants to post additional coflateral in the form of
letters of credit or cash under various credit agreements and trrgger
termination clauses in some interest rate derivative agreements
which would reguire cash payments. All of these events would hke!y
teduce the Duke Energy Registrants’ liguidity and profrtabrhty and
could have a material adverse effect on the Duke Energy Registrants’
financial posrtron results of operatrons or cash flows.

Duke Energy relies on access o short-term money marke’rs and
fonger-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 affééted
by a number of conditions, many of which are beyond Duke
Energy's control. o

Duke Energy's business is financed 1o a large degree through
debt and the maturity and repayment profile of debt Used to finance
investments often does not correlate to cash flows from Duke,
Energy's assats. Accordingly, Duke Energy refies on access to. both
short-term money markets and longer-term capital markets asa .
source of liquidfity for capftal requirements not satisfied by the cash
ftow from Duke Energy's opérations and to fund investments
oniginally financed through debt instruments with disparate
maturities, if Diike Energy isnot able to access capital at competitive
rates or at all, Duke Energy's ability to finance its operations and
implement its strategy and business plan as scheduled could be
adversely affected. An inability to access capital may limit Duke
Energy’s ability to pursue improvements or acquisitions that Duke
Energy may ctherwise rely on for future growth,

Market disruptions may increase Duke Energy's cost of
borrowing or adversely affect Duke Energy’s ability to access one or
more 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 Duke Energy’s facilities or
unrelated energy comparties; or the overall health of the eneigy
industry, '
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Duke Energy maintains revolving credit facilities to provide
back-up for cernmercial paper programs and/or lefters of credit at
various entities. These facilities typically include financial covenants
which limit the amount of debt that can be cutstanding as a
percentage of the total capital for the specific entity. Failure to
maintain these covenants at a particular entity could preclude Duke
Energy from issuing commercial paper or Duke Energy and its
affiliates from issuing letters of credit or borrowing under the revolving
credit facility. Additionally, failure to comply with these financial
covenants could result in Duke Energy being required to immediately
pay down any outstanding amounts under other revolving credit
agreements.

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

The Subsidiary Registrants’ businesses are financed to a large
degree through debt and the maturity and repayment profile of dett
used to finance investments often does not correlate to cash flows
from the Subsidiary Registrants’ assets. Accordingly, the Subsidiary
Registrants refy on access 1o short-term borrowings via Duke Energy's
money pool arrangement and financings from longer-term capital
markets as a source of liguidity for capital reguirements not satisfied
by the cash fiow from its operations and tc fund investments
originally financed through dett 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 pool arrangement, their ability to
finance their operations and implerment their strategy could he
adversely affected.

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

The Subssidiary Registrants’ ultimate parent, Duke Energy,
rnaintains revolving credit facilities fo provide back-up for commercial
paper programs and/or letiers of credit at various entities. These
faciiities typically include financial covenants which limit the amount
of debt that can be outstanding as a percentage of the total capita! for
the specific entity. Failure to maintain these covenants at either Duke
Energy or the Subsidiary Registrants could preclude 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 econamic conditions affecting, or financial difficuities 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 Registranis’ services or
fullfill their contractual obiligations, including loss recovery payments’
under insurance contracts, or cause them to deiay such payments or
obligations. The Duke Energy Regisirants depend on these customers
and counterparties to remit payments cn & timely basis. Any delay or
defauit 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
environmental faws 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 ptans, or expose the Duke Energy
Registrants to environmental liabilities.

The Duke Energy Registrants are subject to numerous
environmental laws and regulations affecting many aspects of the
Duke Energy Registrants’ present and future operations, including air
emissions (such as reducing NO,, SO, mercury and greenhouse gas
emissions in the L.S.), water quality, wastewater discharges, solid
waste and hazardous waste, These Jaws and regulations can resuit in
increased capital, operating, and other costs. These laws and
regulations generally require the Duke Energy Registrants to oGtain
and comply with a wide variety of environmertal ficenses, permits,
inspections and ather approvals. Compliance with environmental
laws and regulations can require significant expenditures, including
expenditures for cleanup costs and damages ansing from
contaminated properties, and failure to comply with environmental
regulations may result in the imposition of fines, penaities and
injunctive measures affecting operating assets. The steps the Duke
Energy Registrants could be required to take to ensure that its
facilities are in compliance could be prohibitively expenrsive. 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 Registranis to incur fosses, Further, the Duke Energy
Registrants' regulatory rate structure and the Duke Energy Regisﬁants‘
contracts with customers may not necessarily aliow the Duke Energy
Registrants to recover capital costs the Duke Energy Registrants incur
to comply with new environmertal regulations. Alsc, the Duke
Energy Registrants may not be able to obtain or maintain from time to
time all required environmental regulatory approvals far the Duke
Energy Registrants’ operating assets or development projects. If there
is a defay in obtaining any required environmental regulatory
approvals, if the Duke Energy Registrants fail to obtain and comply
with them or if environmental laws or regulations change and
hecome more stringent, then the operation of the Duke Energy
Registrants' facilities or the development of new facilities could be
prevented, delayed or becorne subject to additional costs. Although it
is not expected that the costs of complying with current
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environmental regulations will have a material adverse effect on the
Duke Energy Registrants’ financial position, results of operations ot
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 coal acquired from mountaintop removal and
imposing additiona requirements on water discharges associated
with mountaintop removal, could require the Duke Energy Registrants
o make additional capital expenditures and increase costs of fuel.

In addition, the Duke Energy Registrants are generally
respensible for on-site liabilities, and in sorme cases off-site liabilities,
associated with the environmental condition of the Duke Energy
Registrants’ power generation facilities and natural gas assets which
the Duke Energy Registrants have acquired or develaped, regardless
of when the liabilities arose and whether they are known or
unknown. in connection with some acquisitions and sales of assets,
the Duke Energy Registrants may obtain, or be raquired to provide,
indemnification against some environmental liabilities. if the Duke
Energy Registrants incur a material liabifity, or the other panty to a
transaction fails to meet its indemnification obligations to the Duke
Energy Registrants, the Dutke Energy Ragistrants could suffer material
losses.

The Duke Energy Registrants are involved in humerous legal
praceedings, the outcome 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 to numerous legal
proceedings, including claims for damages for bodily injuries alleged
to have arisen prior to 1985 from the exposuire o or use of asbestos
at electric generation plants of Duke Energy Carolinas. Litigation is
subjact to many uncertainties and the Duke Energy Registrants
cannat predict the outcome of individual matters with assurance. It 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 Registrants 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 Duke
Energy Registrants’ cash flows and results of operations. Similarly, it
Is reasonably possible that the terms of resolution could require the
Duke Energy Registrants to change the Duke Energy Registrants’
business practices and procedures, which could also have a material
effect on the Duke Energy Registrants’ cash flows, financial position
or results of operations.
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The Duke Energy Registrants’ results of operations may be
negatively affected by overall market, economic and other
conditions that are beyond the Duke Energy Registrants’ control.

Sustained downtuins or sluggishness in the economy generally
affect the markets in which the Duke Energy Registrants operate anc
negatively influence the Duke Energy Registrants’ energy operations.
Declines in demand for energy as a result of econornic downturns in
the Duke Energy Registrants’ franchised electiic service teritories wil
reduce overall sales and lessen the Duke Energy Registrants’ cash
flows, especially as the Duke Energy Registrants’ industrial customer.
reduce production and, therefore, consumption of electricity and gas.
Although the Duke Energy Registrants’ franchised electric and gas
business is subject to regulated allowable rates of retum and recoven
of certain costs, such as fuel under periodic adfustment clauses,
overall declines in electricity sold as a resutt of economic downturn o
recession could reduce revenues and cash flows, thus diminishing
resuits of operations. Additionally, prolonged economic downturmns
that negatively impact the Duke Energy Registrants’ results of
operations and cash flows could result in future material impairment
charges being recorded to write-down the canying value of certain
assets, including goodwill, to their respective fair values.

The Duke Energy Registrants atso sell electricity into the spot
market o other competitive power markets on a contractual basis.
With respect to such transactions, the Duke Energy Registrants are
not guaranteed any rate of retum on the Duke Energy Registrants'
capital investments through mandated rates, and the Duke Energy
Registrants’ revenues and results of aperations are likely to depend, in
large part, upon prevailing market prices in the Duke Energy
Registrants’ regional markets and other competitive markets. These
market prices may fluctuate substantially over refatively short periads
of ime and could reduce the Duke Enemy 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 to sell electricity are -
as follows:

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

- *supply of and demand for energy commaodities;

= iliiquid markets including reductions in trading volumes which
result in lower revenues and eamings; -

* transmission or franspoitation constraints or inefficiencies
which impact the Duke Energy Registrants’ non-regulated
energy operations;

» availability of competitively priced alternative energy sources,
which are preferred by some customers aver electricity
praduced from coal, 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;

« ahility to procure satisfactory levels of inventary, such as coal
and uranium;

+ electric generation capacity surpluses which cause the Duke
Energy Registrants’ non-regulated energy plants to generate
and sell 1ess electricity at lower prices and may cause some
plants to become non-economical to gperate; and

« capacity and transmissicn service into, or out of, the Duke
Energy Registrants’ markets.

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

The Duke Energy Regiétrants’koperating results may fluctuate on a
seasonal and quarterly basis.

Electric power generation is generally a seasonal business. In
most parts of the United States and other markets in which 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, dernand for power peaks during the winter.
Further, extreme weather conditions such as heat waves or winter
storms could cause thase seasonal fluctuations to be more
pronounced. As a result, in the future, the overall operating results of
the Duke Energy Registrants' husinesses may fluctuate substantially
on a seasonal and guarierly basis and thus make period comparisen
less relevant. ‘

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

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

The insurance industry has also been disrupted by these
potential events. As a result, the availability of insurance covering
risks the Duke Energy Registrants and the Duke Energy Registrants’
competitors typically insure against may decrease. 'n addition, the
insurance the Duke Energy Registrants are able to obtain may have
higher deductibles, higher pramiums, lower covarags limits and more
restrictive policy terms. :

Additional risks and uncertainties not currently known to the
Duke Energy Registrants or that the Duke Energy Registrants
currenitly deems to be immaterial alse may materially adversely affect
the Duke Energy Registrants' financial condition, results of oparations
or cash flows.

Duke Energy Carclinas may incur substantial costs and liabilities
due to Duke Energy Carolinas' ownership and operation of nuciear
generating facilities.

Duke Energy Carclinas’ ownership interest in and operation of
three nuclear stations subject Duke Energy Carolinas to various risks
including, among other things: the potential harmful effects on the
environment and human health resulting frerm the operation of
nuclear facilities and the storage, handling and disposal of radioactive
materials; limitations on the amounts and types of insurance
commercially available to cover losses that might arise in connection
with nuclear operaticns; and uncertainties with respect to the
technological and financial aspects of decemmissioning nuclear
plants at the end of their licensed lives.

Duke Energy Carolinas’ ownership and operation of nuclear .
generation facilities requires Duke Energy Carolinas to meet licensing
and safety-related requirements imposed by the NRC. in the event of
non-compliance, the NRC may increase regliatory cversight, impose
fines, and/or shut down a unit, depending upon its assessment of the
severity of the situation. Revised security and safety requirements
promulgated by the NRC, which ceuld be prompted by, among other
things, events within or outside of Duke Energy Carclinas’ control,
such as a serious nuclear incident at a facility owned by a third-party,
could necessitate substantial capital and other expenditures at Duke
Energy Carolinas’ nuclear plants, as well as assessments against
Duke Energy Cardlinas i cover third-party losses. In addition, if a
serious nuclear incident were o occur, it could have a2 material
adverse effect on Duke Energy Carolinas’ resu!ts of operatmns and
financtal conditicn.

Duke Energy Carolinas’ awnership and operation of nuclear
generation faciliies also requires Duke Energy Carclinas to maintain
funded trusts that are intended to pay for the decommissioning costs
of Duke Energy Carclinas’ nuclear power plants. Poor investment
parformancs of these decommissicning trusts’ holdings and cther
factors impacting decormnmissioning costs could unfavorably impact
Duke Energy Carolinas' liquidity and results of operations as Duke
Energy Carolinas could be required to significantly increase ifs cash
contributions to the decommissioning trusts.
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The Duke Energy Regisirants’ plans for future expansion and
modernization of the Duke Energy Registrants’ generation flest
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 alt 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 from 2011 to 2013, Duke Energy
anticipates cumulative capital expenditures of $12 billion to $14
billion of which $10 hillion relates to its regulated USFE&G
businesses. The completion of the Duke Energy Registrants’
anticipated capital invastment projects in existing and new generation
facilities is subiect 10 many construciion and development risks,
including, but not limited to, risks related to financing, obtaining and
compiying with terms of permits, meeting construction budgets and
schedules, and satisfying operating and environmental performance
standards. Moareover, the Duke Energy Registrants’ ability to recover
all these qosts and recovering costs in a timely manner could
materiaily impact the Duke Energy Registrants’ consolidated financial
position, results of operations or cash flows.

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

The Duke Energy Registrants’ depend on transmissior and
distribution facilities owned and operated by utilities and other energy
companies to deliver the electricity the Duke Energy Registrants' sefl
to the wholesale market. FERC's power transmission regulations, as
well as those of Duke Energy's international markets, require
wholesale electric transmission services fo be offersd on an open-
access, non-discriminatory basis. f transrission is disrupted, or if
transmission 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 Duke Energy Registrants’ growth
and perfcrmance in these regions. In addition, the independent
system operators who oversee the transmission systemns in regional
power markets have imposed in the past, and may impose in the
future, price limitations and other mechanisms to address volatility in
the power markets. These types of price limitations and other
mechanisms may adversely impact the profitability of the Duke
Energy Registrants' wholesaie power marketing business.

Competition in the unregulated markets in which Duke Energy Ohio
operates may adversely affect the growth and profitability of Duke
Energy Ohio's business. The impact of competition, including current
{egislation in Ohio, has caused customers of Duke Energy Ohio to
select alternative electric generation suppliers. Such competition
could result in unrecovered costs that could adversely affect Duke
Energy Ohio's financial position, results of operatians or cash flows.

Under current Ohio legislation, electric generation is sold in a
competitive market in Ohic, andt Duke Energy Ohio’s native load
customers have the ability to switch to alierative suppliers for their
electric generation service. Competitive power suppliers have begun
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supplying power o Duke Energy Chio's current customers in Ohio,
and Duke Energy Ohic has experienced an increase in customer
switching in the second half of 2009 and into 2010 and 2011.
These evolving market conditions may continue to impact Duke
Energy Ohio’s results of operations, and also may impact Duke
Energy Ohic's ability to continue to apply regulatory accounting
treatment to certain portions of its Commercial Power business
segment. To the extent competitive pressures increase, the
economics of Duke Energy Ohio’s business may come under long-
termn pressura. Increased competition could also result in increased
pressurs to lower pricas, including the price of electriclty. Retail
competition could continue to have a significant adverse financial
impact on Duke Energy Ohio due to impairments of assets, a loss of
refail customers, lower profit margins or increased costs of capital.

Duke Energy Ohio may also face competition from new
competitors that have greater financial resources than Duke Energy
Ohio doss, seeking attractive opportunities to acquire or develop
energy assets or energy trading operaticns, Thase new competitors
may include sophisticated financial institutions, some of which are-
already entering the energy tracing and marketing sector, and
infernationa! energy players, which may enter regulated or
vnregulated energy businesses. Duke Energy Ohic cannot predict the
extent and timing of entry by additional competitors into the electric
markets. This competition may adversely affect Duke Energy Chio's
ability to make investments or acquisitions.

Increased competition resulting from deregulation or
restructuring efforts in Ohio could continue to have a significant
adverse impact on Duke Energy Chio's financial position, results of
operations or cash flow. Duke Energy Ohio may not be able to
respond in a timely or 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 long-term power sales
agreements or transmission agreements, which could expose Duke
Energy Ohio's sales fo increased volatility.

In the future, Duke Energy Ohio may not be abie 1o secure long-
term power sales agreements fo customers for Duke Energy Ohio's
unregulated power generation facilities. If Duke Energy Ohic 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 custorner power purchase agreements, Duke Energy
Ohio cannet assure that it will be able {o operate profitably. The
inabilily to secure these agreements could materially adversely affect
Duke Energy Ohio's results and business. ‘

Deregulation ar restructuring in the electric industry may result in
increased comnpetition 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
Carclinas' and Duke Energy Indiana’s utility businesses.

Increased competition resuiting from deregulaticn 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 Ernergy indiana and their utiity subsidiaries and
consequently on Duke Ernergy Carclinas and Duke Energy Indiana’s
results of operations, financial position, or cash flows. Increased -
competition could also result in increased pressure to lower costs,
including the cost of electricity. Retail competition and the
unbundling of regulated energy and gas service could have a
significant adverse financial impact on Duke Energy Carglinas and.
Duke Energy Indiana and their sugsiciaries due to an impairment of
assets, . loss of retall customers, lower profit-margins or increased
costs of capital, Duke Energy Carolinas and Duke Energy Indiana
cannot pradict the extent-and timing of entry by additional -
competitors intc the electric markets. Duke Energy Carolinas and
Duke Energy Indiana cannot predict when.they will be subject to
changes in legislatior or regulation, nor can Duke Energy Carclinas
and Duke Energy Indiana predict the impéact of these changes on- +.
their financial position, results of operations or cash fiows.

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

Duke Energy currently owns and mady acquire and/or dispose of
materiai energy-related investments and projects'outside the United
States. The sconomic, regulatory, market and political conditions in
sorme of the countries where Duke Energy has interests or in which
Duke Energy may explore development, acquisition or investment
opportunities could present risks refated to, among others, Duke
Energy's ability to obtain financing on suitable terms, Duke Energy's
customers' ahility to honor their obligations with respect to projects
and.investments, delays in construction, limitations on Duke Energy’s
ability to enforce legal rights, and Tnterruption of busmess as well as
risks of war, expropriation,.nationalization, renegot:ahon trade
sanctions or nullification of exrstlng contracts anc changes in faw,
regulatlons market ru\es or tax palicy.

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

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

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

Poor investment performance of the Duke Energy pension plan
holdings and other factors |mpact|ng pension plan costs could

unfavorably lmpact the Duke Energy Reglstrants’ Itquidlty and

results of operatlons

Duke Energy's costs of prowdmg non contnbutory defi ned . |
benefit pension plans are dependent upon a number of factors, suoh
as the rates of return on plan assets discount rates, the level of
interest rates used to measure the required minimum funding levels
of the plans, future government regulation and Duke Erergy’s
required or vo!untary contributions made to the p\ans The Subsadlary
Registrants. parhmpate in employee benefit plans sponsored by their
parent, Duke Energy The Subsrdlary Regmtranis are allocated their |
proportionate share of the cost and ckiigations refated to these plans ,
Without sustained growth in the pension Investments over time to - '
increase the value of Duke Energy’s plan assets and depending upen
the cther factors impacting Duke Energy’s costs as listzd above, Duke
Energy could be required to fund fts pians with sugn\f icant amounts of
cash. Such cash funding obllgations and the Subs’.ldaary Regtstrants
proportionate share of such cash funding obligations, could have a i
material impact on the Duke Energy Regstrants fi nano|al positicn,
results of operatrons or cash flows..

Duke Energy may be unable to obtain the approvals required to
complete ts merger with- Progress Erergy or, in order to do so, the
combined company may be required to comply with material .
restrictions or conditions. e '

Cn January 8 2011, Duke Energy announced the execution of
a merger agreenment 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. fn addition, various filings
must be made with the FERC and various state utility, regulatory,
antitfust ang other authorities in the U.S. Thise governmental
authorities may impose cond|t|ors on the completion, or require
changes fo the terms, of the mefger, mcludlng restrictions or
conditions on the business, operations, or financial performance of
the combined company following completion of the merger. These
conditions or changes could have the effect of delaying completion of
the merger or imposing additional costs on or fimiting the revenues of
the combined company foliowing the merger, which could have a
material adverse effect on the financial position, results of operaticns’
or cash fiows of the combined company and/or cause either Duke -
Energy or Progress Energy to abandon the merger.

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

Duke Energy and Progress Energy entered into the merger
agreerment with the expectation that the merger would result in
various benefits, including, amoeng other things, cost savings and
operating efficiencies relafing to the joint dispatch of generation and
combining of fuel purchasing power. Achieving the anticipated
benefits of the merger is subject to a number of uncerainties,
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 companys financial position, results
of operations or cash flows.

Duke Energy will be subject to business uncertzinties 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. Although Duke Erergy intends to take steps designed to
reduce any adverse effects, these Uncertinties may impair Duke
Energy’s ahility to attract, retain and metivate Kkey personnel until the
merger is compieted and for a pericd of fime thereafter, and could
cause customers, suppliers and others that deal with Duke Energy to
seek to change existing business relationships.

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

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

ITEM 1B. UNRESOLVED STAFF COMMENTS. .

on managament and intermnal resouirces. The diversion of
management attention away from day-to-day business concems 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
Energy frem pursuing otherwise attractive business opporiunities and
making other changes to Duke Energy’s business pricr 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 resufts

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

* Duke Energy may be required, under specified cirpurﬁstances
set forth in the Merger Agreement, to pay Progress Energy a
tarmination fee of $675 million; '

« Duke Energy will be reguired to pay costs relating to the
_merger, inciuding legal, accounting, financial advisary, filing
and printing costs, whether or not the merger is completed;

and

« matters relating to Duke Energy's merger with Progress Energy
{Including'integration pianning) may require substantial
commitments of ime and resources by our management,
which could otherwise have been devoted to other ‘
opportunities that may have been beneficial to Duke Energy.

Duke Energy could also be subiject to fitigation refated 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 statfons with a combined -
owned capacity of 5,173 MW (including a 19.25% ownership in the Catawba Nuciear Station), fifteen coal-fired stations with an overall
combined owned capacity of 13,454 MW, (including a 69% ownership in the East Bend Steam Station and a 50.05% ownership in Unit 5 of
the Gibson Steam Station), thirty-one hydroelectric stations {including two pumped-storage facilities) with a combined owned capacity of 3,201
MW, fifteen CT stations with an overall combined owned capacity of 5,028 MW and one CC station with an owned capacity of 285 MW. In
addition, USFE&G cperates a solar Distributed Generation program with an approxirnate 9 MW of capacity. The stations are located in North
Carolina, South Carolina, Indiana, Ohio and Kentucky. The MW displayed in the table below are based on summer capacity.

s ‘ Total MW Owned MW Ownership Interest

Name . Capacity Capacity - Fuel .+ Location (percentage)

Duke Energy Carolinas: ) . -

Oconee 2,538 2,538 Nuclear sC 100%

Catawha®@’ 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 NC 100

Bad Creek 1,360 . 1,360 Hydro sC o 100

Lincoln CT .- 1,267 1,267 Natural gas/Fuel oil NC 100

Allen 1,127 1,127 ‘ Coal NC 100

Rockingham CT : 825 825 Natural gas/Fuel il NC 100

Cliffside . . 760 760 Ceal - 'NC 100

Jacasses i 730 730 Hydro SC 100

i Mill Creek CT 596 596 Natural gas/Fue! oil SC 100
| Riverbend 454 454 Coal NC 100
| Lee 370 37C Coal . SC 1c0
: Buck 369 359 Coal NC 100
| Cowans Ford : . 325 325 Hydro NC 100
! Dar River 275 276 Ceal . NC 100
: Buzzard Roost CT 176 176 Natural gas/Fuel oil 3C 100
| Keowee 152 152 Hycro sC 100
‘ Lee CT 82 82 Natural gas/Fuei Gil SC - 100

Riverbend CT 64 64 Natural gas/Fuel oil NC 100

Buck CT 62 62 Natural gas/Fuel oil NC 100

Dan River CT 48 48 Natural gas/Fuel oil NC 100

Renewables 9 9 Solar NC 100

Other small hydro (26 plants) 589 589" Hydro NC/SC 100

Total Duke Energy Carolinas 20,935 19,112 '

Duke Energy Ohio: |

East Bend® 600 414 Coal KY 69 |

Woaodsdale CT 462 452 Natural gas/Propane OH 100

Miami Fort (Unit €) 163 163 Coal OH 100

Tota! Duke Energy Ohio 1,225 1,039

Duke Energy indiana:

Gibsont 3,132 2,822 Coal IN 90

Cayugald 1,005 1,005 CoalfFuel oil IN 100

Wabash River® 676 676 Coal/Fuel oil IN 100

Madison CT 576 576 Natural gas COH 100

Gallagher 560 560 Coal IN 100

Wheatland CT 460 460 Natural gas IN 100

Noblesville CC 285 285 Natural gas IN 100

Edwardsport 160 160 Ceal/Fuel oil IN 100

Henry County CT 129 129 Natural gas IN 100

Cayuga CT 99 99 Natural gas/Fuel il IN 100

Miami Wabash CT® 96 96 Fuel oil IN 100

Connersville CT 86 86 Fuel oil IN 100

Markland 45 45 Hydro IN 100

Total Duke Energy Indiana 7,309 6,999

Total USFE&G 25,469 27,150

{a) This generation facllily is jointly owned hy Duke Energy Carolinas, along with North Carcfina Municipal Power Agency Number 1, North Carolina Electric Membership Corporation and
Piedmont Municipal Power Agency.

() This generation facility is jointly owned by Duke Energy Kentucky and a subsidiary of Dayten Power and Light, Inc.

{c)  Duke Energy Indiana owns and operates Gibson Station Units 1-4 and awns 5C.05% of Unit 5, but is the operator. Unit 5 is jointly owned by Duke Energy Inciana, Wabash Valley
Power Association, Inc. and Inciana Municinal Power Agency.

) Includes Cayuga 'nternal Combustion {IC). )

(&)  Includes Wabash River IC; includes Wabash River Units 2, 3 and & which are not currently in operation. Although the May 2009 court order to shutdown these tnits was raversed in
October 2010, and a court notice was filed on January 6, 2011, which aliows the units o be restarted, See Note 5 1o the Consolidated Financial Statements, “Commitments and
Contingencies™ for further discussion.

N Includes Miami Wabash CT Unit 4 which is currently inoperable but in the process of being retired pending approval from the Midwest 1SO.
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It addition, as of December 31, 2010, USFE&G owned
20,900 conductor miles of electric transmission lines, including 600
miles of 525 Kilavolts (KV), 1,700 miles of 345 KV, 3,300 miles of
230 KV, 8,900 miles of 100 to 161 KV, and 6,400 miles of 13 to
69 KV. USFE&G also owned approximately 152,200 conductor
miles of electric distribution lines, including 103,300 miles of .
overhead lines and 48,300 miles of underground lines, as of
December 31, 2010 and 7,200 miles of gas mains ahd 6,000 miles
of service lines. As of December 31, 2010, the electric transmission
and distribution systems had 2,300 substations. USFE&G 4lso ownhs
two underground caverns with a total storage capacity of
appraximately 16 million gallons 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 a
third party. This liquid propane is used in the three propane/air peak
shaving plants located in Ohio and Kentucky. Propane/fair peak
shaving plants vaporize the propane and mix with natural gasto
supplerment the natural gas supply during peak demand periods and
emergencies.

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

As of December 31, 2010, Duke Energy Ohio owned 2,500
conductor miles of electric transrnission lines, including 1,000 miles
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of 345 KV, 700 miles of 100 to 161 KF, and 800 mites of 13 fo 6¢
KV. Duke Energy Chio also owned approximately 19,500 conductor
miles of electric distribution lines, including 14,000 miles of
overhead lines and 5,500 miles of underground lines, as of
December 31, 2010 and approximately 7,200 miles of gas mains
and services fines. As of Decernber 31, 2010, the electric

+ lransmission and distribiution Systems had approximately 300

34

substations. In addition, Duke Energy Ohio has aceess to 5.5 million
gallons of liquid propane storage and product loaned through a
commercial services agreement with a third party. This liguiid
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 fo supplement the naturai 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 KV, 700 miles 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 Tines as of December 31, 2010. As of Decermber 31,
2010, the electric transmission and distribution systems had 500
substations.

Substantiaily alt of U.S. Franchised Electric and Gas' electric
plant in service is mortgaged under the indenture relating to Duke
Energy Carolinas’, Duke Energy Ohio's and Duke Energy Indiana’s
various sefies of First Morigage Bonds,

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

The fellowing table provides information about Commetrcial Power's generation portfolio as of December 31, 2010. The MW displayed in
the table belew are hased on summer capacity. '

Approximate
Ownership
Total MW Owned MW Interest
Name Capacity Capacity Plant Type Primary Fuel Location {percentage)
Duke Energy Ohio: o ‘
- J.M. Stuartiaie! 2,340 912 Steam Coal CH . 3%%
W.M. Zimmerta! 1,300 605 Steam Coal OH 46.5
W.C. Beckjorda 1,124 862 Steam Coal OH 76.7
Miami Fort (Units 7 and 8)@ 1,000 640 Steam Coal CH I,
Conesvillgtt ‘ 780 312 -Steam Coal CH : 40
Killgntaito! i 600 198 Steam Coal OH i 33
Beckjord CT 212 212 Simple Cycle Fuel ail CH 100
Dick's Creek 152 . 182 Simple Cycle Natural gas CH 100
Miamj Fort CT 60 60 Simple Cycle Fuel oil OH 100
Total Regulatedt 7 568 3,953 - : : ’
Hanging Rock 1,240 1,240 Combined Cycle Natural gas OH 100
{ee . 840 640 Simple Cycle Natural gas L 100
Vermillion@ €40 480 Simple Cycle Natura! gas . IN 75
Fayette 620 620 Combined Cycle Natura! gas PA 100
Washington © 620 620 Combined Cycle Naturat gas CH : 100
Total Unregulated 3,760 3,600 Co ’
Total Duke Energy Obio 11,328 7,553
Duke Energy: :
Tép ofthe World 200 200 ’ Wind WY 100
Notrees 153 153 wind TX - 100
Campbeil Hitt : 95 99 Wind - WY 100
North Allegheny 70 70 ‘ Wind PA ‘ 100
Ccotillo 59 89 Wind - )¢ 100
Kit Carson 51 51 . Wind co 100
Silver Sage 47 42 Wind WY 100
Happy Jack 29 29 Wind WY 100
TX Solar 14 14 ’ Solar X - , . 100
Other small sofar . 2 2 Solar - NC 100
Total Duke Energy 719 719
Totel Commercial Power 12,047 8,272
ta) These gereration faciities are jointly owned by Dulke Energy Ohio and subsidiaties of Arerican Electric Power, Inc. and/or Dayton Power and Light, inc.
{b) Station is nat operated by Duke Energy Chio.
le) These generation facilities are dedicated under the ESP.
{d) This generation facility is jointly owned by Duke Energy Chic and Wabash Valley Power Association, Inc.
In addition to the above facilities, Commercial Power owns an For a map showing Commetrcial Power’s properties, see
equity interest in the 585 MW capacity Swestwater wind projects “Business—Commercial Power” earlier in this section.
logated in Texas. Commercial Power's share in these projects is 283
MW.
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INTERNATIONAL ENERGY

The foliowing table provides information about Intemational Energy’s generation portfolio in continuing operations as of December 31,

2010.
Approximate
Ownership
Total MW Cwnegd MW Interest
Name Capacity Capacity Fuel Location (percentage)
Paranapanemats 2,307 2,113 Hydro Brazil 95%
Egenor 650 650 Hydro/Diesel Peru 100
Cerros Colorados 576 524 Hydro/Natural Gas Argentina Sl
DE| El Salvador 328 296 Fuel Oil/Diesel El Salvador g0
DEl Guatemala 283 283 Fuel Gil/Diesel Guatemala 100
Electroguil 192 1562 Diesel Ecuador 85
Aguaytia 175 175 Natural Gas Peru 100
Total 4,511 4,203

(@) Includes Canoas | and 11, which is jointly owned by Duke Energy and Companhia Brasileira de Aluminio.

International Energy also owns a 25% equity irterest in NMC.
In 2010, NMC produced approximately 200 thousand metric tens of
miethanc! and in excess of 1 million metric tons of MTBE.
Approximately 40% of methanol is normally used in the MTBE

OTHER

oroduction. For additional information and a map showing
International Energy’s properties, see “Business—International
Energy” earlier in this section.

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

ITEM 3. LEGAL PROCEEDINGS.

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

For information regarding tegal proceedings, inciuding regulaiory
and environmental matters, see Note 4 to the Consolidated Financial
Statements, “Regulatory Matters” and Note 5 to the Consolidated
Firancial Statements, "Commitments and Contingencies—Litigation”
and "Commitments and Contingencies—Environmental.”

Brazilian Regulatory Citations.

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

ITEM 4. REMOVED AND RESERVED.

valid in the administrative courts. DEIGP challenged those
administrative court rulings, in the Brazilian state coutt, by filing three
judiciaf actiens for annulment and also requested that its payment
obligations be enjoined pending resolution on the merits. In one of
the three cases, the court granted DEIGP’s request for injunction. In
the second case, 2 decision on DEIGP's request for injunction is
pending. In the third case, DEIGP's request for injuncticn was
denied; however, DEIGP filed a petition for permission to deposit the
total amount of the fine in the court registry and to suspend entry of
the debt in the state tax fiahility roster. DEIGP's petition was granted
and DEIGP made a deposit of $1.4 million, in the court regisiry on
September 29, 2010,

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

Duke Energy's common stock is listed for trading on the New York Stock Exchange (NYSE) (tlcker symbol DUK) As of February 18, 2011
there were approximately 156,368 common stockho[ders of record, :

Common Stock Data by Quarter
2010 2609
Stock Price Stock Price
Range® Range®

Dividends Dividends

Per Share High Low Per Share High ' Low
i First Quarter $ 0.24 $17.29 $16.02 3023 1586 $11.72
. Second Quarter® 0485 17.14 15.47 0.47 14.83 13.31
j Third Quarter . _ 18.08 15.87 — 16.02 14.10

Fourth Quarter® ‘ 0.245 18.60 17.18 0.24 17.94 16.33

(@) Stock prices reprasent the intra-day high and low stock price. ’
{t} Dividends paid in Septernber 2010 and December. 2010 increasad from $0.24. per share to $0.245 per share and dividends pavd in Sepiember 2009 and Decembef 2009 increased
from $0.23 per share {o $0.24 per share,

Duke Energy expects to continue its policy of paying regular cash dividends; however, there is no assurance as to the amount of future
dividends because they depend on future earnings, capital requirements, and financia! condition, and are subject ic declaration by the Board of
Directars. ’

Duke Energy’s operating subsidiaries have certain restrictions on their ability to transfer funds in the form of dividends or loans to Duke \
Energy. See “Liguidity and Capital Resources” within “Management's Discussion and Analysis of Financial Condition and Resulis 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 providé information that is responsive to this Item 5 in its definitive proxy statement or in an amendment to this Annua! I
Report not fater than 120 days after the end of the fiscal year covereg by this Annual Report, in either case Linder the caption “Security
Cwnership of Certain Beneficlal Owners and Management and Related Stockholder Matters,” and possibly elsewhere therein. That information ;
is incorporated in this ftem 5 Ly reference. :

Issuer Purchases of Equity Securities.for Fourth Quarter of 2010

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

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

This performance chart assumes $100 invested on December 31, 2005 in Duke Energy commen stock, in the S&P 500 Stock Index and
in the Philadelphia Utility Index and that all dividends are reinvested. : : .

$200

$150

$100

$50
$0 w = | — — — — : !.I
2005 . 2006 2007 2008 & 2009 2010
' —4—Duke Energy Cormporation —ll— S&P 500 Index —— Philadelphi-a Utility Index
NYSE CEO Certification

Duke Energy has filed the certification of its Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbares-
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, s required by Section 303A.12{a) of the NYSE Listed Company Manua!, certified to the NYSE that he was nat aware of any
violation by Duke Energy of the NYSE's corporate governance listing standards.

DUJKE ENERGY CORPORATION / 2010 FORM 10K 38




PART II

L 1
ITEM 6. SELECTED FINANCIAL DATA.@
(in millions, except per-share amounts) 2010 2009 2008 2007 2006
: Statement of Operations
i Total operating revenues $14,272  $12,731 $13,207 $12,720. $10,607
Tetal operating expenses ‘ 11,964 10,518 10,765 10,222 9,210
Gains on saies of investments in commercial and mutti-family real estate - — — — 201
Gains (losses) on sales of other assets and other, nst 153 36 €9 {5 223
Operating income 2,461 2,249 2,511 2,453 1,821
Total other income and expenses 589 333 121 428 354
Interest expense 840 751 741 685 632
1 Income fram continuing operations before income taxes 2,210 1,831 1,891 2,236 1,543
| Income tax expense from continuing operations 890 758 616 712 450
Income from continuing operations ) 1,320 1,073 1,275 1,524 1,093
Incame (lass) from discontinued oparations, net of tax 3 12 16 (22) 783
Income before Extraordinary items 1,323 1,085 1,291 1,502 1,876
Extracrdinary items, net of tax - — 67 — —
Net income 1,323 1,085 1,358 1,502 1,876
Net income (loss) attributable to noncentrolling interests 3 10 (4) 2 .13
‘ Net income aitributable to Duke Energy Corporaticn $1320 $ 1075 $1362 $ 1500 $ 1,863
| Ratio of Earnings to Fixed Charges 3.0 3.0 3.4 3.7 26
Common Stock Data - ‘
Shares of common stock cutstanding -
Year-end 1,329 1,309 1,272 1,262 1,257
Weighted average — hasic 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 atiributable to Duke Energy Corporation common '
shareholders ' :
Basic $ 100 % 0B2 $ 101 % 121 ¢ o©o92
Diluted 1.00 0.82 1.01 1.20 091
Income {loss) from discontinued operaticns attributable to Duke Fnergy Corporation
common shareholders '
Basic . $ — $ 001 $ 002 $ (002 3067
Diluted — 0.01 0.01 {0.02) 0.66
Earnings per share (hefore extraordinary items) :
Basic $ L0 $ 083 % 103 % 119 % 1.5¢@
Diluted 1.00 C.83 1.02 1.18 157
Eamings per share (from extraordinary items)
Basic $ — % — $ 005 5§ - $ -
Diluted : — — Q.05 —_ oL
Net income attributable tc Duke Energy Corporation common shareholders ) .
Basic $ 1.00 $ 083 $ 108 $ 119 § 159
Diluted 1.00 . 083 1.07 1.18 1.57
Dividends per share® 0.97 0.94 0.90 (.86 1.26
Balance Sheet ’
Total assets $59,090 $57,040 $53,077 $49,636 $68,700
Long-term debt inciuding capital leases and VIES, less current maturities $17.935 $16,113 $13,250 & 9498 $18,118

ta) Significant transactions reflected In the resulis above include: 2010 and 200% impairments of goodwill and other assets (see Note 12 to the Consolidated Financial Staternents,
“Goodwill, Intangible Assets and mpaimments™, 2007 spin-off of the natural gas businesses, 2006 merger with Cinergy, 2006 Crescent joint venture transaction and subsequent
deconselidation effective September 7, 2006. ’

{b) 2007 decrease due to the spin-cff of the natural gas husinesses to shareholders on January 2, 2007 as dividends subsequent to the spin-off were spiit proportionately befween Duke
Energy and Spectra Energy, Corp. (Spectra Energy) such that the sum of the dividends of the twe stand-alone companies approximated the former total dividend of Duke Energy prior to ;
the spin-off, o

DUKE ENERGY CORPORATION / 2010 FORM 10-K 39




PART I

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS.

SNTRODUCTION

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
wholly-owned subsidiaries, Duke Energy Carolinas, LLC (Duke
Energy Carolinas}, Duke Energy Ohio, Inc. (Buke 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 through International Energy.

When discussing Duke Energy's consolidated financial
information, it necessarily includes the results of its three separate
subsidiary registrants, Duke Energy Carolinas, Duke Energy Ohio and
Duke Energy Indiana (cotlectively referred to as the Subsidiary
Registrants), which, along with Duke Energy, are collectively referred
ta as the Duke Energy Registrants. The following combined
Management's Discussion and Analysis of Financial Condition and
Results of Operations is separately filed by Duke Energy, Duke Energy
Carolinas, Duke Energy Ohic and Duke Energy Indiana. However,
none of the registrants makes any representation as to information
refated solely to Duke Energy or the Subsidiary Registrants of Duke
Energy other than itseff.

Management's Discussion and Analysis should be read in
conjuncticn with the Consolidated Financial Staterments 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 Agresment) by and among Diamond
Acquisition Corparation, a North Carolina corporation and Duke
Energy's wholly-owned subsidiary (Merger Sub} and Progress Energy,
Inc. (Progress Energy), a North Carolina corporation. The
consummation, of the merger provided for in the Merger Agreement, if
compieted is expected to result in, among other things, Duke Energy
becoming the fargest U.S. electric utility in terms of enterprise value,
market capitalization, electric cusiomers, generation capacity and
total assets with:

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

* mere than seven miflion retail customers in Florida, Indiana,
Kentucky, North Carolina, Ohio and South Carolina, and

* a service terrftory of approximately 104,000 square miles.

Upon the terms and subject to the conditions set forth in the
Merger Agreement, Merger Sub will merge with and into Progress
Energy with Progress Energy continuing as the surviving corporation
and a wholly-owned subsidiary of Duke Energy. Pursuant to the
Merger Agreement, upon the closing of the merger, sach 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 split of the Duke Energy common
stock as contemplated in the Merger Agreement (and except that any
shares of Progress Energy commion stock that are owned by Progress
Energy or Duke Energy, other than in a fiduciary capacity, will be
cancelled without any consideration therefor). Each outstanding
option to acquire, and each outslanding equity award relating to one
share of Progress Energy common stock will be converted into an
option to acquire, or an equity award relating to 2.6125 shares of
Duke Energy common stack, as applicable, subject to the appropriate
adjustment for the reverse stock split. Completion of the merger is
conditioned upon, among other things, apprcval by the shareholders
of both companies as well as expiration or termination of any
appiicabia waiting period under the Hart-Scoft-Roding Antitrust
Improvements Act of 1976 and approval to the extent required by the
Federal Energy Regulatory Commission (FERC), the Federai
Communications Commission (FCC), the Nerth Camling Ukilities
Commission (NCUC}, the Public Service Commission of South
Carolina (PSCSC), the Florida Public Service Commission (FPSC), the
indizna Utility Regulatory Commission {IURC), the Kentucky Public
Servica Commission (KPSC), the Public Utilities Commission of Ohio
(PUCQ} and the Nuclear Regulatory Commission (NRC). Duke
Energy Is targeting completion of the merger by the end of 2011, but
cannct assure completion by any particular date. The Merger
Agreement confains certain termination rights for bath Duke Energy
and Progress Energy, and further provides for the payment of fees
and expenses upon termination under specified circumstances.
Further information concerning the proposed merger wili 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 to the merger, Duke Energy and Progress Energy will
continue to operale as separate companies. Accerdingly, except for
specific references to the pending merger, the descriptions of strategy
and outiook and the risks and challenges Duke Energy faces, and the
discussicn and analysis of results of operations and financial
condition set forth below relate solely tc Duke Energy. Details
regarding the pending merger are discussed in Note 3 to the
Consolidated Financial Staterents, “Acquisitions and Dispositions of
Businesses and Sales of Cther Assets.”

2010 Financial Results.

Net income attributable to Duke Energy was $1,320 mitlion for
the year-ended December 31, 2010, as compared to $1,075 million
for the year ended December 31, 2009. Diluted samings per share
increased from $0.83 per share for the year ended Decernber 31,
2009 to $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 pericd in 2009, as described further
below. Net income for both of the years ended December 31, 2010
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and 2009 was impacted by geodwill and other impaimment charges
of $660 million and $413 miilion, respectively, primarily related to
the non-regulated generation operations in the Midwest. Income from
continuing operation was $1,32C million for the year ended
December 31, 2010 as compared o $1,073 million for the same
pericd in 2009. Total reportable segment EBIT (defined below in
"Segment Results” section of Management's Discussion and Analysis
of Financial Condition and Results of Operations) increased to
$3,223 miifion in 2010 from $2,713 miliion in 2008,

See “Results of Operations” below for a detalled discussion of
the consolidated results of operations, as well as & detalled discussion
of EBIT resutts for each of Duke Erergy’s reportable business
segments, as well as Other.

2010 Areas of Focus and Accomplishments.

In 201G, management was focused on controlling operations
and maintenance expenses, maintaining operational excellence,
continued modemization of infrastructure, competing effectively in
Ohio and investing in renewahie energy.

Controlling Operations and Maintenance Expenses.

In arder to address the impact of the weakened econamy on
sales volumes leading into 2010 management was focused on
controliing 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 initfatives such as a voluntary
severance program and office consclidation. Record temperatures
and related high load demands during the year resulted in increased
expenses in order to maintain Duke Energy’s generation fleet and
transmission and distribution systems. Due to the impact of these
pressures, cperaticns and mairtenance 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
quantitative measures including but not limited to capacity factor,
commercial availability, equivalent availability, system average
interruption frequency index and system average interruption duration
index depending on the component of the business being evaluated.
During 2010 Duke Energy businesses met or excaeded most
guantitative measures of operational excellence. Duke Energy's
nuclear fleet demonstrated a record capacity factor at approximately
95.9%. In addition Commercial Powers non-regulated coal and gas
generation assets delivered record generation volurries.

Continued Modernization of Infrastructure.

Duke Energy’s strategy for meeting customer demand, while
building a sustainable business that aliows its customers and its
shareholders te prosper in a carbon-constrained environment,
inciudes significant commitments to renewable energy, customer
energy efficiency, advanced nuclear power, advanced clean-coal and
high-efficiency natural ges electric generating plants, and retirement
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of older {ess efficient coal-fired power plants. Due to the likelihood of
upcoming environmental regulations, inciuding carbon legislation, air
poilutant regulation by the U.S. Environmental Protection Agency
{EPA) and coal regulation, Duke Energy has been focused on
modernizing its generation fleet in preparation for a low carbon future.
Duke Energy plans to invest approximately $7 billion in four kay
generation fleet modernization projects with approximately 2,700
MWs of capacity within it U.S. Franchised Eléctric and Gas segment.
During 2010, Duke Energy continued the construction of Cliffside
Unit € in North Caroling and the Edwardsport IGCC plant in indiana
and both of these projects are approximately 80% at December 31, -
2019. Both are scheduled 1o be placed in senvice during 2012. Orce
in service, Duke Energy will begin retiring cider, less efficient coal and
gas-fired units, Additicnally, Duke Energy has continued construction
on its 620 MW combined cycle natural gas-fired generating facilities
at its existing Buck and Dan River Steam Stations. The Buck facility is
appreximately 74% complete and is scheduled o be placed In
service in 2011, The Dan River facility is. in the early stages of
construction and is scheduled to be placed in service in 2012, Duke
Energy invested $1.8 hillion in the above generation fleet
modernization projects in 2010 and $4.6 billion since the incaption
of these projects.

Competing Effectively in Ohio.

While Commercial Power's operations continue to be impacted
by the competitive markets in Ohio, Duke Energy has been
successful in preserving margin for its shareholders through Duke
Energy Retait Sales, LLC {Duke Energy Retail). Retail customer
switching levels increased to approximately 65% at December 31,
2010 from approximately 40% at December 31, 2009. However,
through Duke Energy Retail, Commerciai Power acquired
approximately 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 December 31, 2010 compared to 15%
at December 31, 2009, aithough these customers acquired by Duke
Energy Retail were at lower margins than customers served under the
ESP. Additionally, Duke Energy Retail has been successful in
acquinng new customers outside Commercial Power's ESP load
territory.

On November 15, 2010, Duke Energy Ohic filed for approval of
its next Standard Setvice Offer {350) to replace the existing ESP that
expires on Decernber 31, 2011, The filing seeks approval of a
Market Rate Offer (MRO) through which generation supply Is-
ultimately procured through a competitive solicitation format.

Investing in Renewable Energy.

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

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

in December 2010, Duke Energy completed the sale of its 30%
equity investment in Q-Comm Corporation (Q-Comm) to Windstream
Corp. (Windstream). The sale resulted in $165 million in net
proceads, including $83 million of Windstream common shares and
a $1C9 million pre-tax gain.

Duke Energy Objectives -~ 2011 and beyond.

Duke Energy will focus on obiaining approval of the merger with
Progress Energy, continued modernization of infrastructure, executing
on rate case filings, cost contrel efforts and achieving a constructive
outcome to the S30 filing in Ohic.

Obtaining Approval of the Merger with Progress Energy.

Completion of the merger is conclitioned upon, among cther
things, shareholder approval of both companies as well as expiration
or termination of any applicable waiting periad under the Hart-Scaott-
Rodino Antitrust Improvements Act of 1976 and approval to the
extent requiredt by the FERC, FCC, NCUC, PSCSC, FPSC, PUCD,
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 Frogress Energy to
be held in the second or third quarter of 201 1. Duke Energy will file
merger applications with the NCUC, and KPSC during the first
quarter of 2011, FERC and NRC filings will be made during the first
quarter of 2011. Duke Energy will file for approval of combined
operational control of generation facilities with the PSCSC in the third
quarter of 2011, Other reguired filings are expacted to be made
during the second quarter of 2011. Duke Energy anticipates all
necessary approvals will be obtained by the end of 2011, however
no assurances can be given as o the timing of the satisfaction of all
closing conditions or that all required approvals wili be received.

Planned and Potential Rate Cases.

The majority of future eamings are anticipated to be contributed
from 1.5, 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
portfaltio consists of a mix of coal, nuclear, natural gas and
hydrogtectric generation, with the substantial majority of ali of the
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sales of electricity corming from coal and nuclear generation facilities.
The rate case outcomss rgached in the various jurisdictions in 2009
will continue to have a positive impact on USFE&G's earnings.

Duke Energy Carclinas plans to file rate cases in North Caroiina
and South Carolina during 2011 and 2012, Duke Energy Indiana
plans to file a rate case in 2012. Duke Energy Ohio is evaluating the
need for electric distribution and gas rate cases in 2011 or 2012.
Duke Energy Kentucky is evaliating the need for an electric rate case
in 2011, These planned rates cases are needed to recover
investments in Duke Energy's cngoing infrastructure modemization
projects and gperating costs. Planning for and obtaining favorable
outcomes from these regulatory proceedings are a key factor in
achieving Duke Energy’s long-term growtin assumptions.

Continued Modernization of Infrastructure.

Duke Energy anticipates total capital expenditures of $4.5 billicn
10 $5 billien in 2011, The majority of this amount is expected to be
spent on committed projects, including base load power plants to
meet iong-term growth in customer demand and to modernize the
generation fleet, ongoing environmental projects, and nuclear fuel.
Approximately $2 hillion to $2.3 billion of these expenditures are
principaily related to Duke Energy’s angoing generation fleet
modernization projects. Duke Energy is commilted to adding base
load capacity at a reascnabie price while modemizing the current
generation facillties by replacing older, less efficient plants with
cleaner, more efficient plants. Duke Energy will continue to focus on
managing costs related to the Edwardsport |GCC and will work for a
constructive outcome related to the cost increase proceadings. 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 1l
nuctear power plant in Cherckee County, Scuth Carolina. As these
major generation fleet modemization orojects are completed in 2011
and 2012 the level of capital spanding related to system growth will
hegin to decline. This will provide Duke Energy with the ability to
direct capital to environmental projects where it estimates that it
could spend as much as $5 billion over the next ten years.

As the majority of Duke Energy’s anticipated future capital
expenditures are related 10 its regulated operations, a risk to Duke
Energy is the ahility to recover costs related o such expansion in a
timely manner. Energy legislaticn passed in North Caroling and South
Carclina in 2007 provides, among other things, mechanisms for
Duke Energy to recover financing casts for new nuclear or coal base
load generation during the consfruction phase. Duke Energy has
received approval for nearly $260 million of future federal tax credits
related to costs to be incurred for the modermization of Cliffside
Unit 6, as well as the IGCC plant in Indiana. In addition, Duke
Energy has received general assurances from the NCLIC that the
North Carolina allocable portion of devefopment costs asscciated with
the William States Lee Il nuclear station will be recoverable through a
future rate case proceeding as long as the costs are deemed prudent
and reascnable. Through several separate orders, the NCUC and
PSCSC have deemed Duke Energy’s decision to incur project
davelopment and pre-consiruction costs for the project as reasonable
ang prudent through December 31, 20C9 and up to an aggregate
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maximum amount of $230 million. On November 15, 2010 and
January 7, 2011, Duke Energy filed amended project devalopment
applications with the NCUC and PSCSC, respectively. These
applications request approval of Duke Energy's decision to continue
to incur project develepment and pre-construction costs for the
project through December 31, 2013 and up to $459 million. Duke
Energy does not anticipate beginning constructicn of the proposed
nuclear power plant without adequate assurance of cost recovery
from the state legislators or regulators. Duke Energy is sesking joint
venture partners for the William States Lee 117 Nuclear Station by
issuing options to purchase an ownership interest in the plant.

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

Cost Contro| Efforts.

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

Chio 850 filing.

The current regulatory environment in Ohio makes it difficult for
Duke Energy to reduce risk and earn consistent, reasonable retums
on its primarily coal-fired generation pertfalio in Ohic. Duke Erergy
beliaves its MRO filing best positions its primarily coal-fired generation
portfolio in Ohio for the long-term under the current regulatory
consiruct. Duke Energy’s proposed MRO provides the fiexibility to
deliver competitive and fair rates to customers, provides mechanisms
fo earn more adeguate returns on investments in Ohio, and better
balances risks and rewards to encourage future investments in Chio.
On February 23, 2011, the PUCO stated that Duke Energy Ohio did
not fite an application for a five-year MRO as required under Ohio
statute. As a result, the PUCO ordered that the case cannot proceed
as filed. Duke Energy Ohio is evaluating its options and plans tc file a
revised $SO in garly second quarter of 201 1. in conjunction with the
initiai MRO filing, Duke Energy plans 1o file a request fo fransfer the
primarily coal-fired generation portfolic 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 mode! provides diversification betwsen
stable regulated businesses ke USFE&G, and the traditionally higher-
growth businesses fike the unregulated portion of Commercial
Power's operations and International Energy. Duke Energy's
businesses can be negatively affected by sustained downturms or
sluggishness in the economy, including low market prices of
commadities, all of which are beyond Duke Energy's control, and
could impair Duke Energy’s ability to meet its goals for 2011 and
beyond.

Declines in demand for electricity as a result of economic
downtums reduce overall electricity sales and have the poltential to
lessen Duke Energy's cash flows, especially as industrial customers
reduce production and, thus, constimption of electricity. A weaakening
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 USFERG business risk is '
mitigated by its regulated allowable rates of return and recovery of fue
costs under fuel adiustment clauses. The current ESP in Ohio, which
expires in December 2011, also helps mitigate a portion of the risk
associated with certain porticns of Commercial Power's generation
operations by providing mechanisms for recovery of certain costs
assoctated with, among other things, fue! and purchased power for
ESP load customers.

If negative market conditions shouid persist over time and
estimated cash flows over the lives of Duke Energy’s individual
assats, including goodwill, do not exceed the carrying value of those
individual assets, asset impairments may occur in the future under
existing accounting rules and diminish results of cperations. A change
in management’s intent about the use of individual assets (held for
use versus held for sa'g) could also result in impairments or losses.

Duke Energy's 2011 goals can aiso be substantially at risk due
to the regulation of its businesses. Duke Energy’s businesses in the
U.S. are subject to regulatior: on the federal and state level.
Regulations, applicable to the glectric power industry, have a
significant impact on the nature of the businesses and the manner in
which they operate. As noted above, Duke Energy plans to file
various rate cases during 2011 and 2012. In addition, Duke Energy
indiana file a maotion with the {URC proposing an updated procedural
schedule to address varicus pending mattars related to the
Edwardsport IGCC. The outecrme of any one or combination of these
proceedings could have a significant impact on Duke Energy's
eamings. New legislation and changes 1o regulations are ongoing,
including anticipated carbon legislation, and Duke Energy cannct
predict the future course of changes in the regulatory or political
environment or the ultimate effect that any such future changes will
have on its business. ‘

Duke Energy’s earnings are impacted by fluctuations in
commaodity prices. Expesure to commodity prices generates higher
eamings volatility in the unregulated businesses. T mitigate these
risks, Duke Energy enters inte derivative instrurnents to effectively
hedge some, but not all, known exposures.
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Additionally, Duke Energy’s invesiments and projects located
outside of the United States expose Duke Energy fo risks related to
laws of other countries, taxes, economic conditions, fluctuations fn
currency rates, political conditions and poiicies of foreign
gavernments. Changes in these factors are difficult to predict and may
impact Duke Energy’s future results.

Duke Energy also relies on access to both shori-term money
markets and longer-term capital markets as a sourcs of liquidity for

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

ltem 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 $1,5641 $13,207 $(476)
Operating expensas , 11,964 10,518 1,446 10,765 (247)
Gains on sales of other assets and other, net 153 36 117 69 (33}
QOperating income 2,461 2,249 212 2,511 (262)
Other income and expenses, net 589 333 256 121 212
Interest expense 840 751 89 741 10
Income from continuing operations before income taxes 2,210 1,831 379 1,891 (60)
Income tax expense from continuing operations 890 758 132 616 142
income fram continuing operations 1,320 1,073 247 1,275 (202)
Income from discontinued operations, net of tax 3 12 <) 16 4)
Income before extraordinary ifems 1,323 1,085 238 1,291 (206)
Extraordinary items, net of tax - —_ — 67 (67)
Met income 1,323 1,085 238 1,358 (273)
Less: Net (lass; incorme altributable to noncontrolling interests 3 10 (7} (4) 14
Net income aliributable o Duke Enargy Corporation $ 1320 % 1075 $ 245 % 1,362 $(287)

Consolidated Operating Revenues

Year Fnded 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 millicn increase at USFERG. See Operating
Revenue discussion within “Segment Results” for USFE&G
below for further information;

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

* A $46 million incregse at Internationa! Energy. See Operating
Revenue discussion within “Segment Results” for International
Energy below for further information.

Year Ended Decernber 31, 2009 as Compared to
December 31, 2008. Consolidated operating revenues for 2008
decreased $476 millicn compared 1o 2008. This change was
primarily driven by the following:

* A $726 million decrease at USFE&G. See Operating Revenue
discussion within "Segment Results” for USFE&G below for
further information; and
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=A%$27 'mmion tecrease at International Energy. See Operating
Revenue discussion within “Segment Results” for International
Energy below for further information.

Partially offsetting these increases was:

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

Consolidated Operating Expenses

Year Ended December 31, 2010 as Compared to
December 31, 2009. Consolidated aoperating expenses for 2010
increased $1,446 million comparad to 2009, This change was
driven primarily by the following:

+ A $624 miilion increase at USFE&G. See Operating Expense
discussion within “Segment Results” for USFEAG below for
further information;

+ A $576 million increase at Comimercial Power. See Operating
Expense discussion within “Segment Results” for Commercial
Power below for further information; and

« A $267 million increase at Other. See Operating Expense
discussion within "Segment Results” for Other below for
further information.



