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[ 1 R.C.4909.18 Application of Duke Energy Ohio,
Inc.
1 2 0.A.C. 4901-7-01 S-1 Capital Expenditures > 5% of
Appendix A, Chapter II (B)(1)(a) Budget (5 Years Project)-Date
Project Started
I 2 | 0.A.C. 4901-7-01 S-1 Capital Expenditures > 5% of
Appendix A, Chapter 11 (B)(1)Xb) Budget (5 Years Project)- Estimated
Completion Date
1 2 0.A.C. 4901-7-01 5-1 Capital Expenditures > 5% of
Appendix A, Chapter 11 (B){1)(c) Budget (5 Years Project)- Total
Estimated Construction Cost By
Year
1 2 0.A.C. 4901-7-01 S-1 Capital Expenditures > 5% of
Appendix A, Chapter I (B){(1)(d) Budget (5 Years Project)-AFDC by
Group
1 2 0.A.C. 4901-7-01 5-1 Capital Expenditures > 5% of
Appendix A, Chapter II (B){(1)¢) Budget - Accumulated Costs
Incurred as of Most Recent
Calendar Year Excluding &
Including AFDC
1 2 0.A.C. 4901-7-01 5-1 Capital Expenditures >5% of
Appendix A, Chapter IT1 (B)(1)(f) Budget - Current Estimated Cost to
Completion Excluding & Including
AFDC
1 3 0.A.C. 4901-7-01 S-2 Revenue Requirement (5 Years
Appendix A, Chapter 1I (B)(2)a) Project) - Income Statement
1 3 | 0.AC.4901-7-01 52 Revenue Requirement (5 Years
Appendix A, Chapter 11 (B}{(2)(b) Project) - Balance Sheet
1 3 | 0.A.C.4901-7-01 52 Revenue Requirement (5 Years
Appendix A, Chapter II (B)(2)<c) Project) - Statement of Changes
1 3 0.A.C. 4901-7-01 5-2 Revenue Requirements (5 Years
Appendix A, Chapter I (B)(3)a) Project) - Load Forecasts (Electric
Only)
1 3 0.A.C. 4901-7-01 S-2 Revenue Requirement (5 Years
Appendix A, Chapter I (B}3)(b) Project) - Employee Growth
1 3 0.A.C. 4901-7-01 52 Revenue Requirement (S Years
Appendix A, Chapter 11 (B)(3)<c) Project) - Known Labor Cost
Changes
1 3 0.A.C. 4901-7-G] S-2 Revenue Requirement (5 Years
Appendix A, Chapter IT (B)(3Xd) Project) - Capital Structure
Requirements/Assumptions
- - 0.A.C. 4901-7-01 5-2.1 Not applicable ~ if the applicant
Appendix A, Chapter I1 (B){(4) utility does not release financial
forecasts to any outside party
- - 0.A.C. 4501-7-01 522 Not applicable — forecast test period
Appendix A, Chapter I1 (B)(5)
- - 0.A.C. 4901-7-01 523 Not applicable — forecast test period

Appendix A, Chapter II (B)(6)
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1 4 | O.A.C. 4901-7-01 8-3 Proposed Newspaper Notice - Legal
Appendix A, Chapter II (B)(7) Notice to Commission

2 1 0.A.C. 4901-7-01 5-4.1 Executive Summary of Corporate
Appendix A, Chapter 11 (B)(8) Process

2 2 | 0.A.C. 4901-7-01 S-4.2 Management Policies & Practices
Appendix A, Chapter IT (BX9)

3 1 0.A.C, 4501-7-01 5-4.2 Management Policies & Practices
Appendix A, Chapter 11 (B)(9)

4 1 0.A.C. 4901-7-01 Supplemental | Most Recent FERC Audit Report
Appendix A, Chapter 11 (C)(1)

4 2 0.A.C. 4901-7-01 Supplemental } Prospectuses - Most Recent
Appendix A, Chapter 11 {C}(2} Offering Common Stock/Bonds

5 1 0.A.C. 4901-7-01 Supplemental | Annual Report to Shareholders (5
Appendix A, Chapter II{C)(3) Years)

5 2 | 0.AC. 4901-7-01 Supplemental | Most recent statistical supplement
Appendix A, Chapter II1(C){3)

6 1 0.A.C.4901-7-01 Supplemental | Most Recent SEC Form 10-K, 10-
Appendix A, Chapter IT (C)(4) Q, & 8-K and Subsequent (Duke

Energy Consolidated & Duke
Energy Ohio Consolidated)

7 1 0.A.C. 4901-7-01 Supplemental | Work Papers - To be Filed Hard
Appendix A, Chapter II (C)(5) Copy and Computer Disks

7 2 0.A.C. 4901-7-01 Supplemental | Schedule C-2.1 Worksheet with
Appendix A, Chapter I1 {C)(6) Monthly Test Year & Totals

7 3 0.A.C. 4901-7-01 Supplemental | CWIP in Prior Case
Appendix A, Chapter 1L (C)7)

7 4 0.A.C. 4901-7-01 Supplemental | Latest Certificate of Valuation from
Appendix A, Chapter 11 (C)(8) Department of Taxation

7 5 0.A.C. 4901-7-0] Supplemental | Monthly Sales by Rate Schedule
Appendix A, Chapter Il (CX9) Consistent with Schedule C-2.1

7 6 0.A.C. 4901-7-01 Supplemental | Written Summary Explain Forecast
Appendix A, Chapter 11 (C)(10) Method for Test Year

7 7 0.A.C. 4901-7-01 Supplemental | Explanation of Computation of
Appendix A, Chapter 11 (C)(11) Material & Supplies

7 8 0.A.C. 490]-7-01 Supplemental | Depreciation Expenses Related to
Appendix A, Chapter 11 (C)(12) Specific Plant Accounts

7 9 0.A.C.4901-7-01 Supplemental | Federal & State Income Tax
Appendix A, Chapter 1T (C)(13) Information

7 10 | 0.A.C. 4501-7-01 Supplemental { Other Rate Base Items Listed on B-
Appendix A, Chapter II (C)(14) 6 detailed information

7 11 | O.A.C.4901-7-01 Supplemental | Copy of All Ads Charged in the
Appendix A, Chapter 11 (CY(15) Test Year

7 12 | 0.A.C. 4901-7-01 Supplemental | Plant In-Service from the Last Date

Appendix A, Chapter 11 (CX16)

Certain thru Date Certain of the Test
Year
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7 13 | O.A.C. 4901-7-01 Supplemental | Depreciation Reserve Study Related
Appendix A, Chapter Il (C)(17) to Schedule B-3
8 i 0.A.C. 4901-7-01 Supplemental | Revised Depreciation Accrual Rates
Appendix A, Chapter II (C)(18)
8 2 0.A.C. 4901-7-01 Supplemental | Breakdown of Depreciation Reserve
Appendix A, Chapter II (CX(19) from Last Date Certain thru Date
Certain of the Test Year
8 3 0.A.C. 4901-7-01 Supplemental | Information on Projects that are
Appendix A, Chapter I1 (C)(20) 75% Complete
8 4 0.A.C. 4901-7-01 Supplemental | Surviving Dollars by Vintage Years
Appendix A, Chapter 11 (CK21)
8 5 0.A.C.4901-.7-01 Supplemental | Test Year & 2 most recent Calendar
Appendix A, Chapter Il (C)(22) Years Employee level by month
9 1 0.A.C. 4901-7-01 A-1 Revenue Requirements - Overall
Appendix A, Chapter 11, Financial Summary
Section A(B)
9 1 0.A.C. 4901-7-01 A-2 Revenue Conversion Factor
Appendix A, Chapter I1,
Section A(C)
9 1 (.A.C. 4901-7-01 A-3 Calculation of Mirrored CWIP
Appendix A, Chapter 11, Revenue
Section A(D)
9 2 0.A.C. 4901-7-01 B-! Plant in Service - Jurisdictional Rate
Appendix A, Chapter 11, Base
Section B{B)(1)
9 2 0.A.C. 4901-7-01 B-2 Plant in Service - Plant in Service
Appendix A, Chapter 11, (Majer Property Groupings)
Section B(B)(2)
9 2 0.A.C. 4901-7-01 B-2.1 Plant in Service - Plant in Service
Appendix A, Chapter 11, (By Accounts & Subaccounts)
Section B(B)(3)
9 2 | 0.A.C.4901-7-01 B-2.2 Plant in Service - Adjustments to
Appendix A, Chapter II, Plant in Service
Section B(BX4)
9 2 0.A.C. 4901-7-01 B-2.3 Plant in Service - Gross Additions,
Appendix A, Chapter 11, Retirements & Transfers
Section B(B)(5)
9 2 | O.A.C.4901-7-01 B-2.4 Plant in Service - Lease Property
Appendix A, Chapter 11,
Section B(B)(6)
9 2 0.A.C. 4901-7-01 B-2.5 Plant in Service - Property Excluded
Appendix A, Chapter 11, from Rate Base
Section B{BX7)
9 2 0.A.C. 4501-7-01 B-3 Depreciation - Reserve for
Appendix A, Chapter II, Depreciation
Section B(C)(1)
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9 2 0.A.C. 4901-7-01 B-3.1 Depreciation - Adjustment to
Appendix A, Chapter I, Reserve for Depreciation
Section B{C){(2)

9 2 0.A.C. 4901-7-01 B-3.2 Depreciation - Accrual Rates &
Appendix A, Chapter 11, Reserve Balances by Accounts
Section B(C)(3) _

9 2 0.A.C. 4901-7-01 B-3.3 Depreciation Reserve Accruals,
Appendix A, Chapter 11, Retirements & Transfers
Section B{C}{(4)

S 2 0.A.C. 4501-7-01 B-3.4 Depreciation Reserve & Expenses
Appendix A, Chapter II, for Lease Property
Section B{C)(5)

9 2 | 0O.A.C.4901-7-01 B-4 CWIP-Less Maintenance Projects,
Appendix A, Chapter 11, Identify Replacement
Section B(D){1)

9 2 0.A.C. 4901-7-01 B-4.1 CWIP - Percent Completed (Time)
Appendix A, Chapter 1],
Section B(D)(2)

9 2 0.A.C. 4901-7-01 B-4.2 CWIP - Percent Completed
Appendix A, Chapter 11, (Dollars)
Section B(D)(3)

9 2 0.A.C. 490]1-7-01 B-5 Allowance for Working Capital
Appendix A, Chapter II,
Section B(E){1)

9 2 0.A.C. 4901-7-01 B-5.1 Miscellaneous Working Capital
Appendix A, Chapter [I, Items
Section B(E)(2)

9 2 0.A.C. 4901-7-01 B-6 Other Rate Base Item Summary
Appendix A, Chapter I,
Section B(F)(1)

9 2 0.A.C. 4901-7-01 B-6.1 Adjustments to Other Rate Base
Appendix A, Chapter 11, Items
Section B(F)X(2)

9 2 O.A.C. 4901-7-01 B-6.2 Contributions in Aid of
Appendix A, Chapter 11, Construction
Section B(F)(3)

9 2 [0.AC 4901-7-01 B-7 Allocation Factors - Jurisdictional
Appendix A, Chapter 11, Factors
Section B(G)(1)

9 2 0.A.C. 4%01-7-01 B-7.1 Allocation Factors - Jurisdictional
Appendix A, Chapter II, Statistics
Section B(G)}2)

9 2 | 0.A.C.4901-7-01 B-7.2 Allocation Factors - Explain Change
Appendix A, Chapter I, in Allocation Procedures
Section B(G)(3)
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9 2 0.A.C. 4901-7-01 B-9 Mirrored CWIP Allowances
Appendix A, Chapter I1,
Section B(I)
9 3 0.A.C. 4901-7-01 C-1 Jurisdictional Proforma Income
Appendix A, Chapter II, Statement
, Section C(BY(1) )
9 3 0.A.C. 4901-7-01 C-2 Detailed Jurisdictional Adjusted Net
Appendix A, Chapter II, Operating Income
Section C(B)(2)
9 3 0.A.C. 4901-7-01 C-2.1 Jurisdictional Allocation -
Appendix A, Chapter 11, Operating Revenues & Expenses by
Section C(B)(3) Account
9 3 0.A.C. 4901-7-01 C-3 Summary of Adjustments to
Appendix A, Chapter 11, Jurisdictional Net Operating Income
Section C(C)(1)
9 3 0.A.C. 4901-7-01 C-3.1 Normalize Revenue & Expense
Appendix A, Chapter 11,
Section C(C)(2)
9 3 0.A.C. 4901-7-01 C-32 Eliminate Decoup/EE/ECF Revenue
Appendix A, Chapter II, and Expense
Section C{C){2)
9 3 0.A.C. 4901-7-01 C-33 Rate Case Expense
Appendix A, Chapter 11,
Section C(C)(2)
9 3 0.A.C. 4901-7-01 C-34 Annualize Depreciation Expense
Appendix A, Chapter II,
Section C(C)(2)
9 3 0.A.C. 4901-7-01 C-3.5 Annualize Interest on Customer
Appendix A, Chapter II, Service Deposits
Section C(C)(2)
9 3 0.A.C. 4901-7-01 C-3.6 Annualize Property Tax
Appendix A, Chapter 11,
Section C{C)(2)
9 3 0.A.C. 4901-7-01 C-3.7 Normalize Interest Expense
Appendix A, Chapter II, Deduction
Section C(C)(2)
9 3 0.A.C. 4901-7-01 C-3.8 Reserved for Future Use
Appendix A, Chapter II,
Section C(C)(2)
9 3 0.A.C. 4901-7-01 C-39 Eliminate State Tax Rider Revenue
Appendix A, Chapter II, and Expense
Section C{CY2)
9 3 0.A.C. 4901-7-01 C-3.10 Eliminate Non-jurisdictional
Appendix A, Chapter I1, Expense
Section C(C)(2)
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9 3 0.A.C. 4901-7-01 C-3.11 Adjust PUCO/OCC Assessments
Appendix A, Chapter II,
Section C(C){2)

9 3 0.A.C. 4501-7-01 C-a.12 Adjust Uncollectible Expense
Appendix A, Chapter 11,

' Section C(C)(2) -

9 3 0.A.C. 4901-7-01 C-3.13 Annualize Commercial Activities
Appendix A, Chapter 11, Tax
Section C(C)(2)

9 3 0.A.C. 4901-7-01 C-3.14 Annualize Test Year Wages,
Appendix A, Chapter II, Pension and Benefits, and Payroll
Section C(C){(2) Tax Expense

9 3 0.A.C. 4501-7-01 C-3.15 Eliminate Merger Costs
Appendix A, Chapter 11,
Section C{C)(2)

S 3 0.A.C. 4901-7-01 C-3.16 Amortization of CRES Logo
Appendix A, Chapter II, Deferral
Section C(C)(2)

9 3 0.A.C. 4901-7-01 C-3.17 Amortization of OH Electric Choice
Appendix A, Chapter 1, Supplier Site Deferral
Section C(C)(2)

9 3 0.A.C. 4901-7-01 C-3.18 Smart Grid PISCC Amortization
Appendix A, Chapter II,
Section C(C)(2)

9 3 0.A.C. 4901-7-01 C-3.19 Public Service Advertising and
Appendix A, Chapter II, Customer Education
Section C(C)(2)

9 3 0.A.C. 4901-7-01 C-3.20 Street Light Audits
Appendix A, Chapter II,
Section C{C)(2)

9 3 0.A.C. 4901-7-01 C-3.21 Eliminate Smart Grid Amortization
Appendix A, Chapter I1,
Section C(C)(2)

9 3 0.A.C. 4901-7-01 C-3.22 Amortization of IT System Costs
Appendix A, Chapter 11, related to Advanced Meter Opt-Outs
Section C(C)}2)

9 3 0.A.C. 4901-7-01 C-3.23 Levelize O&M expense for New
Appendix A, Chapter 11, Customer Biiling System
Section C(C)(2)

9 3 0.A.C. 490]1-7-01 C-4 Adjusted Jurisdictional Federal
Appendix A, Chapter 11, Income Taxes
Section C(D)(1)

9 3 0.A.C. 4901-7-01 C-4.1 Development of Jurisdictional

Appendix A, Chapter I,
Section C(D)(2)

Federal Income Taxes Before
Adjustments
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9 3 0.A.C. 4901-7-01 C-5 Social and Service Club Dues
Appendix A, Chapter II,
Section C(D)(3)(a)

9 3 0.A.C. 4901-7-01 C-6 Charitable Contributions
Appendix A, Chapter ],

. Section C(D)(3)(b) ,

9 3 0.A.C. 4901-7-01 C-7 Customer Service & Informational,
Appendix A, Chapter 1I, Sales Expense & General
Section C(D)(4) Advertising

9 3 0.A.C. 4901-7-01 C-8 Rate Case Expenses
Appendix A, Chapter II,
Section C(DX(5)

9 3 0.A.C. 4901-7-01 C-9 Operation & Maintenance Payroll
Appendix A, ChapterII, Cost
Section C(D)(6)

9 3 0.A.C. 4901-7-01 C-9.1 Total Company Payroll Analysis by
Appendix A, Chapter II, Emplovee Class
Section C(DXT)

9 3 0.A.C. 4901-7-01 C-10.1 Comparative Balance Sheet (Most
Appendix A, Chapter 11, Recent 5 Years)(Include Notes)
Section C(E)(1)

9 3 0.A.C. 4901-7-01 C-10.2 Comparative Income Statement
Appendix A, Chapter 11, (Most Recent 5 Years}(Include
Section C(E)?2) Notes)

9 3 0.A.C. 4901-7-01 C-11.1 Statistics — Total Company
Appendix A, Chapter 11, Revenue, Customers & Average
Section C(E)3) Revenue

9 3 0.A.C. 4901-7-01 C-11.2 Statistics - Jurisdictional Revenue,
Appendix A, Chapter II, Customers & Average Revenue
Section C{E}3)

9 3
0.A.C. 4901-7-01 C-113 Statistics - Company Sales,
Appendix A, Chapter II, Customers & Average Sales
Section C(E)(3)

9 3 0.A.C. 4901-7-01 C-114 Statistics - Jurisdictional Sales,
Appendix A, Chapter 11, Customers & Average Sales
Section C(E)(3)

9 3 0.A.C. 4901-7-01 C-12 Analysis of Reserve For
Appendix A, Chapter 11, Uncollectible Accounts
Section C(E)(4)

9 4 0.A.C. 4901-7-01 D-1 Rate of Return Summary
Appendix A, Chapter 11, (Labeled D-1a)
Section D{A)

9 4 0.A.C, 4901-7-01 D-1.1 Parent - consolidated Common
Appendix A, Chapter 1], Equity
Section (B) {Labeled D-1b)
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9 4 0.A.C. 4901-7-0] D-2 Debt & Preferred - Embedded Cost
Appendix A, Chapter 11, of Short-term Debt
Section D(C)(1)

9 4 | 0.A.C. 4901-7-01 D-3 Debt & Preferred - Embedded Cost
Appendix A, Chapter 11, of Long-term Debt
Section D{C)(2)

9 4 | 0.A.C 4901-7-01 D4 Debt & Preferred - Embedded Cost
Appendix A, Chapter 11, of Preferred Stock
Section D(C)(3)

9 4 0.A.C.4901-7-01 D-5 Comparative Financial Data
Appendix A, Chapter 11,
Section D(D)

10 1 0.A.C. 4901-7-01 E-1 Clean Copy Proposed Tariff
Appendix A, Chapter 11,
Section E(B)(1)

11 1 0.A.C. 4901-7-01 E-2 Clean Copy Current Tariff
Appendix A, Chapter 11,
Section E(B)(2)(a)

12 1 0.A.C. 4901-7-01 E-2.1 Scored and redlined copy of current
Appendix A, Chapter I], tariff showing all proposed changes
Section E(B)}(2)}(b)

12 2 0.A.C. 4901-7-01 E-3 Narrative Rationale for Tariff
Appendix A, Chapter II, Changes
Section E(B)(3)

12 3 0.A.C. 4901-7-01 E-3.1 Customer Charge, Minimum Bill
Appendix A, Chapter II, Rationale
Section E(B)(4)

13 1 0O.A.C. 4901-7-01 E-3.2 Cost of Service Study
Appendix A, Chapter 11,
Section E(BX5)

13 2 0.A.C.4901-7-01 E-4 Class, Schedule Revenue Summary
Appendix A, Chapter II,
Section E(C)(2)(a)

13 3 0.A.C. 4901-7-01 E-4.1 Annual Test Year Revenue at
Appendix A, Chapter II, Proposed Rates vs Most Current
Section E (C){(2)(b) Rates

13 4 0Q.A.C. 4901-7-01 E-5 Typical Bill Comparison by Class &

Appendix A, Chapter II,
Section E(D)

Schedule




DUKE ENERGY OHIO, INC.
Case No. 17-32-EL-AIR
Supplemental Information (C)(3)

Annual reports to sharcholders of the applicant, and/or parent company if applicant is
wholly-owned subsidiary, for the most recent five years and the most recent statistical
supplement.

Response: See Attached.

Sponsoring Witness: David L. Doss, Ir.
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PROFILE |
Headquartered in Charlotte, N.C., Duke Energy Corporation
is one of the largest electric power holding 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.

FINANCIAL HIGHLIGHTS*

{In millions, except per-share amounts and ratios) 2010

Operating Results : 5
Total operating revenues i $14,272 ¢
Net income £ $ 1,323 ¢
Net income attributable to Duke Energy Corporation i $ 1,320

Ratio of Earnings to Fixed Charges . 3.0

Commen Stock Data
Shares of common stock autstanding : :
Year-end 1,336 i 1,329 | 1,309
Weighted average — basic 1,332 ¢ 1,318 1,293
Weighted average — diluted 1,333 1,319 i 1,294
Reported diluted earnings per share $ 128 i% 100! $ 083
Adjusted diluted earnings per share $ 146 1% 1431 % 1.22
Dividends per share $ 0.99 $ 097{ % 094

Balance Sheet Data
Total assets $62,526 | $59,090 : $57,040
Long-term debt including capital leases and

variable interest entities, less current maturities $18,679 | $17,935 | $16,113
Total Duke Energy Corporation shareholders' equity $22,772 1 $22,522 i $21,750

2 Gignificant transactions reflected in the results above include: 2011, 2010 and 2009 impairments of goodwil' and other assets (see Note 12 to the Consolidated
Financial Statements, "Goodwill, Intangitle Assets and Imparments™).

See Notes to Consolidated Financial Statements in Duke Energy's 2011 Form 10-K.

Earnings Per Share Dividends Per Share Capital and Investment Expenditures
{in doliars) (in dollars}) {dollars in billions)

- Reported Diluted  Adjusted Diluted

143 Las

2009 2010 2011 2009 2010 2010
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CHAIRMAN’S LETTER TO STAKEHOLDERS

|~/
/
Dear Stakeholders:

The cover of this year's annual report shows the pinnacle of the Duke Energy
Center, our new corporate headquarters in Charlotte, North Carolina. It is a visible
reminder of the stability of our company and our optimism for the future. As the
largest building in the nation to achieve Platinum LEED certification for meeting
stringent environmental and energy efficiency targets, it's a fitting home for a
company committed to sustainability.

The Duke Energy Center is 85 percent more water efficient and 21 percent
more energy efficient than standard office buildings. It has a rooftop garden to
reduce heating and cooling loads, and was built with organic materials 1o create
a healthier interior environment. When | enter the building each morning, I'm
reminded of our commitments to our communities and our sustainability goals.

From this vantage point, literally and figuratively, we clearly see our challenges
and we are well positioned to meet them.

James E. Rogers
Chairman, President and Chief Executive Officer

DUKE ENERGY CORPORATION 2011 ANNUAL REFORT 1



CHAIRMAN'S LETTER TO STAKEHOLDERS

2011 was a remarkable year in many ways. The
achievements of the women and men of Duke Energy
speak volumes about our culture of safety, customer and
community service and excellent operational performance.

First, we achieved constructive regulatory outcomes. In
the Carolinas, we reached settlements to adjust customer
rates in order to recover expenses and capital investments
in our modernization program, State utility regutators
approved these settlerments in early 2012, and the revised
rates are now in effect. In Ohio, we gained approval of our
Electric Security Plan (ESP). The new ESP gives us longer-
term clarity and the strategic flexibility we need to operate

{for periods ending

TOTAL December 31, 2011)
SHAREHOLDER
RETURN
ONE YEAR
DUKE ENERGY CORPORATION  §  PHILADELPHIA UTILITY
{ INDEX
o/ | 19.3%
30 3%) £ S&P 500 INDEX
" i 2.1%
THREE YEARS
DUKE ENERGY CORPORATION  §  PHILADELPHIA UTILITY
i INDEX
E 0 38.7%
I .; 7 4 1 /O s&psuo mu[x ............
] " i 48.6%
FIVE YEARS
DUKE ENERGY CORPORATION  §  PHILADELPHIA UTILTY

INDEX
i 20.1%
Of i
48 7 A £ S&P 500 INDEX
. i -1.2%

2 DUKE ENERGY CORPORATION 2011 ANNUAL REPORT

in the state’s market-based system at a time of historically
low energy and capacity prices.

Second, Duke Energy's generating fleet operated
exceptionally well throughout the year. Based on early
reports, our nuclear fleet had the nation’s lowest total
operating cost per kilowatt-hour {kWh} in 2011, and cur
Catawba Nuclear Station was the natien's most cost
efficient plant. In addition, our nuclear fleet recorded
a 92.95 percent capacity factor!, above 90 percent for
the 12th consecutive year. Our regulated fossil fleet
achieved commercial availabitity? of 87.8 percent in
2011, consistent with excellent past performance. For
the third consecutive year, our Midwest gas-fired fleet
achieved record generation levels and our U.S. commercial
fleet exceeded its operational targets. Simply put, these
numbers mean that our generation assets were available
when we needed them most — and they reflect the
discipline and diligence of our generation teams.

Third, for the sixth consecutive year, we improved
on an important safety metric, Total Incident Case
Rate® which was 4 percent lower than in 2010. This
performance reflects the success of our “safety-first”
culture and the programs we have in place to reward
employees for behaviors that save money and lives, In my
letter last year, | discussed our determination to efiminate
contractor fatalities. We succeeded in 2011, ending the
year with no employee or contractor work-related fatalities.
Our focus on safety will continue to be a top priority.

Fourth, our strong financial positioning is reflected in
our stock price, which performed exceptionally well in
2011. Total shareholder return of 30.3 percent included
dividends of 99 cents per share. We significantly
outperformed the Philadelphia Utility Index (UTY),
which returned 19.3 percent, and the S&P 500, which
returned 2.1 percent. In fact, Duke Energy's cumulative
three-year returns of 74.1 percent and five-year returns
of 48.7 percent have outperformed the UTY's respective
returns of 38.7 percent and 20.1 percent.

1 The ratio of the average operating load of an electric power generating unit
for a pericd of time 1o the capacity rating of the unit during that peried.

2 Commercial availahility is the ratio of the margin (in dollars) available
from operating a unit, compared with the margin if the unit is operated at
rated capacity.

3 Number of recordaple incidents per 100 workers {based on QSHA criteria).



“2011 was a remarkable year in many ways. The achievements
of the women and men of Duke Energy speak volumes about
our culture of safety, customer and community service and
excellent operational performance.”

Merger positioning

Our plans to close our announced merger with Progress
Energy at year-end were delayed in December. The
Federal Energy Regulatory Commission (FERC) turned
down our proposed plan to mitigate the market power of
the merged company in the Carolinas. On February 22,
2012, we filed a summary of our revised mitigation plan
with the North Carolina Utilities Commission (NCUC),
and we expect to submit that revised plan to FERC by
the end of March.

We believe the revised plan responds to the concerns
of FERC by providing for permanent transmission upgrades
and interim firm sales of capacity and energy. The NCUC
is reviewing the mitigation plan in advance of our filing
with FERC.

Throughout the merger process, our objective has been
1o strike the right balance between benefits to customers
and sharehoiders. Over the coming menths, both
Duke Energy and Progress Energy will be working closely
with the North Carolina Public Staff and the Office of
Regulatory Staff in South Carolina to achieve that balance.
Final agreement on the proposed mitigation efforts will
depend on the successful resalution of appropriate state
ratemaking treatment associated with measures in the
revised mitigation plan and other merger-related issues.

The U.S. Nuclear Regulatory Commission {NRC}, the
Kentucky Public Service Commission and the sharehclders
of both companies have already approved the merger. The
closing date will depend on the successful completion of
the regulatory approval process.

Positioned financially

During 2011, we stayed focused on earnings and dividend
growth, and maintaining the strength of our balance
sheet and credit ratings. Although we did nat experience
the weather extremes that boosted sales and earnings in
2010, we still ended 2011 with adjusted diluted earnings
per share (EPS) of $1.46. This exceeded both our original
adjusted diluted EPS guidance range of $1.35 to $1.40
for the year and our increased range of $1.40 to $1.45,
and our 2010 results of $1.43 — growing adjusted diluted
EPS for the third consecutive year.

In 2011, we increased our quarterly cash dividend
to sharehoiders from 24.5 to 25 cents per share. Qur
dividend yieid at year-end was 4.5 percent, and our
payout ratio (based on 2011 adjusted diluted EPS of
$1.46) was approximately 68 percent (within the 65 to
70 percent target range set by our board of directors).
2011 was the 85th consecutive year Duke Energy has
paid a quarterly dividend on its common stock.

We also continued to take advantage of historically
low interest rates to issue new debt and refinance
maturing debt, in order to finance our modernization
investments. Over the past three years, we have issued
$7.65 billion of fixed-rate debt in the U.S. at a weighted-
average interest rate of approximately 4.3 percent and
weighted-average maturity of 13 years. (This excludes
tax-exempt financings and international/project financings.)
We expect to issue approximately $2.2 billion of debt in
2012. The current low-interest-rate environment helps
us mitigate rate increases needed to recover our costs to
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CHAIRMAN'S LETTER TO STAKEHOLDERS

modernize our power plants and reduce our environmental
impacts. Our strong S&P and Moody's investment-grade
credit ratings remained stable throughout 2011, At vear-
end, our total available liquidity, which was supported by a
new five-year, $4 billion credit facitity, was approximately
%4.5 billion, compared to $3.4 billion at the end of 2010.

Positioned for sustainability

The strength of our 2011 financial performance in a
continuing weak economy underscores the hard work
and dedication of our employees. They remained focused
on our goals: to safely deliver affordable, refiable and
increasingly clean energy, to provide exceptional customer
service, and to generate solid returns for our investors.

The women and men of Duke Energy position us
to do business profitably, in a way that is good for
people and the planet. This corporate commitment was
recognized in 2011, when Duke Energy was named to the
Dow Jones Sustainability World Index for the second year
in a row. We were one of only 13 utilities selected out of
102 candidates in our sector worldwide.

We also ranked on the Dow Jones Sustainakility
North America Index for the sixth consecutive year.

You can read about our sustainability initiatives in our
2011j2012 Sustainabifity Report, which will be available
in April at www.duke-energy.com,

We have also made good progress on meeting our
energy efficiency goals. Throughout the nation, consumers
are using electricity more wisely in their homes and
businesses, due to more efficient appliances and a greater
focus on energy conservation. Cur own customers have
benefited from incentives that encourage them 1o use less
electricity. These programs, and asscciated advanced
metering, have also helped us improve system reliability.

Positioned for regulatory success

Building advanced power plants — and improving the
environmental performance of existing plants — doesn't
come cheaply. Power plants take years to permit and

construct, and require enormous amounts of capital.

In fact, electric utilities are among the nation’s most
capital-intensive industries, with ane of the longest
investment cycles. We recover those investments through
customer rates over the operating lives of the plants, which
span many decades.

It is important to put these rate increases in context.
The decisions we make today to modemize our power
system must stand the test of time, and last several
generations. Thanks in part to the investments we made
in low-cost nuclear and coal-fired power plants decades
ago, Duke Energy offers some of the most competitive
electricity rates in the U.S. It's also worth noting that
the real cost of electricity, averaged and adjusted for
inflation, actually declined over the past 50 years. Not
many industries can point to price declines and operating
efficiencies over such an extended period.

By the end of 2012, however, we expect regulatory
approval of rate increases in four of our five jurisdictions
— to recover our modernization investments. Our objective
i$ to continue to keep our customer rates as low as
possible as we build a cleaner, more efficient power system
to support economic growth in our service territories.

Carolinas

In January 2012, both the North Carolina Utilities
Commission and the Public Service Commission of
South Carolina gave final approval to raise rates for a
typical residential customer by approximately 7.2 percent
and 6.0 percent, respectively. We know this is a difficult
time for our customers to absorb rate increases. But our
company has made significant investments to modernize
our power system since we last requested rate increases
in 2009. Recovery of those investments keeps our
balance sheet strong and allows us to access low-cost
debt for future projects, which ultimately means savings
for customers.

As we complete our current construction program,
we expect to file for additional rate increases in both
North Carolina and South Carolina later this year,
primarily related to our investments in the new Cliffside
and Dan River plants. We would expect these new rates
to go into effect in 2013,
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Indiana

Cost pressures have challenged our Edwardsport IGCC
project in Indiana during construction, A proposal pending
with the Indiana Utility Regulatory Commission would
cap our recoverable construction costs at $2.72 billion,
excluding financing costs. This is more than the
$2.35 hillion previously approved, but less than our
current project estimate of $2.98 billion (also excluding
financing costs).

Though interveners to the cost increase proceedings
have alleged the company concealed information and
mismanaged the project, we presented a strong case on
the company’s behalf at extensive hearings befcre the
Indiana commission that concluded in January, including
extensive testimony from independent experts.

We believe the costs of the Edwardsport project were
reasonable, prudent and necessary. We do not expect a
commission decision before the end of the third quarter
of this year.

Chio

We have spent the last year seeking longer-term clarity
on the regulatory mechanisms for generation in Chio. The
returns from our Ohig retail electric business have declined
over the past several years, as customers switched to other
generation suppliers with lower market-based prices.

On November 22, 2011, the Public Utilities
Commission of Ohio (PUCQ) approved a new ESP
for Duke Energy Chio. This ESP, which extends
through May 2015, balances the needs of customers
and investors, while also recognizing Ohio’s preference
for competitive markets. It ensures that our customers
will be better able to take advantage of today's low market
rates, and it also gives the company strategic flexibility.
Key terms of the ESP include a three-year non-bypassable
stability charge totaling $330 million that will be collected
through 2014, market-based customer rates established
through competitive auctions, and the ability to transfer
Duke Energy Ohio generating assets to a non-regulated
affiliate or subsidiary no later than the end of 2014,
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The first wholesale generation auction under the
new ESP resulted in a 17.5 percent lower rate for
a typical Duke Energy Chio customer. Additionally,
on January 1, 2012, we completed the move of
the Duke Energy Ohio and Duke Energy Kentucky
transmission systems from the Midwest Independent
System Cperator (MISO) to the PIM Interconnection
regicnal transmission organization, connecting us
with new market opportunities.

Positioned for commercial success

In 2011, our domestic and international commercial
businesses contributed $984 million, or approximately
27 percent of our total adjusted segment EBIT, due in
large part to exceptional earnings from our international
business. In 2012, we expect our Commercial Power
and International businesses will deliver approximately
25 percent of our adjusted segment net income.

In October | visited our Duke Energy International
operations in Peru and Brazil. | can confirm that the
people and assets there are every bit as impressive
as their 2011 earnings results. It was clear to me that
our corporate culture of safety, customer service and
operational excellence translates seamlessly across
our company’s international operations.

We have invested more than $2.5 billion in our
commercial renewable energy business since 2007.

This will be a record year for wind energy development at
Duke Energy, as we are on schedule to complete a total of
five large-scale wind farms located in Kansas, Pennsylvania
and Texas. By the end of 2012, Duke Energy Renewables
will own and operate more than 1,800 MW of wind and
solar powet, virtually alt of which is underpinned by long-
term power purchase agreements with other utilities,

In 2011, we advanced our commercial fransmission
business through formation of a joint venture with
American Transmission Company to develop critically
needed long-distance transmission projects across
North America. Pioneer Transmission, a Duke and
AEP joint venture, aims to build and operate 240 miles



ENVIRONMENTAL LEADERSHIP I

EMISSION RATES AND GENERATION

Duke Energy's $7 billion modemization program to build
four new power plants totaling 2,700 megawatts will be
completed by the end of 2012. The company may also
retire 3,800 megawatts of older coal plants by 2015.
These projects will significantly reduce Duke Energy’s
emissions over the next six years.

DOMESTIC COAL GENERATION PROFILE

Duke Energy will generate less electricity from coal

after the power plant modernization and coal plant
retirement program is completed in 2015. Every remaining
Duke Energy coal plant will also have scrubbers to reduce
sulfur dioxide and mercury, and three quarters of the coal
fleet will also have Selective Catalytic Reduction (SCR)
equipment to reduce nitrogen oxide emissions.

Projected U.S. Emission Rates and Generation*

s, Gih
Generation, GWh
25 e e gl - 176,000
20 - - 165,000
15 - - 160,000
0 - - - - o - 155,000
o5 E . R, - 150,000
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® Sulfur dicxide (30,), ibs./MWh
# Carbon dioxide (CO,), Ibs./kWh
® Nitrogen oxides {NO,}, Ibs./MWh
® Mercury (Hg), lbs./(GWh x 100}

of extra-high-voltage 765-kilovolt lines and related
infrastructure in Indiana. In late 2011, the Pioneer
partners announced plans to begin engineering, permitting
and siting work on the first 66-mile stretch of the new
transmission line. MISO designated this initial phase of
work one of 17 “Multi-Value Projects” that will boost grid
reliability, relieve congestion and help integrate electricity
from new renewable power plants.

Positioned for environmental leadership

In addition to the 770 MW of new commercial wind
projects, we will also complete our $7 billion, 2,700 MW
regulated generation fleet modernization program in

2012. This program advances our goals to more efficiently

Today Post Medernization**
16.2 GW 14.6 GW

® Scrubbed and SCR @ Scrubbed, No SCR
® Potential Retirements

*U.S. Franchised Electric and Gas, based on regulatory filings.
**Modernization activities include both the addition of modern controt
technologies and the retirement of less-efficient units.

operate our regulated fleet, diversify fuel supply risk and
meet increasingly stringent environmental regulations. Qur
plans for compliance with existing environmental permit
commitments and new Environmental Protection Agency
regulations currently assume potential retirements of up to
3,800 MW of coal generation by 2015, about 20 percent
of our current coal fleet, and new emission controls on
our remaining coal units.

Two of the new power plants in ocur modernization
program are coal-fired, and two are fueled by natural gas.
A 620-MW combined-cycle natural gas plant at our Buck
Steamn Station in North Carolina came cn line at the end
of 2011. The 825-MW Cliffside advanced coal-fired plant
and the 620-MW Dan River combined-cycle natural gas
plant, also in North Carolina, are on schedule to be in
service this year.
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The 618-MW integrated gasification combined-cycle
(IGCC) Edwardsport project in Indiana is also nearing
completion. This plant will be one of the cleanest, most
efficient coal-fired plants in the world. We are proud that
during the construction of these pfants, nearly 6,500
construction jobs were created.

Positioned for future generation

Duke Energy prudently maintains a fuel-diverse portfolio
of electric generating plants. Our fleet is 40.7 percent
coal-fired, 12.9 percent nuclear, 28.1 percent oil and
gas-fired, 15.5 percent hydro, and 2.7 percent wind and
solar, More than 25 percent of this portfolio produces
carbon-free electricity. Nuclear and coaf-based generation
sources comprise approximately 88 percent of our 2011
U.S. generation as measured in megawatt-hours {MwWh).

Carbon-free nuclear energy continues to be a key
component of our company's long-term maodernization
strategy. Throughout 2011, the U.S. Nuclear Regulatory
Commission (NRC) closely examined our entire nation's
nuclear fleet, following the earthquakes and subsequent
tsunami in Japan in March. The NRC’s conclusions
support our view that nuctear energy is vital to the
world's energy future. it is the only technology available
today to generate carbon-free, reliable, 24/7 baseload
electricity. We made invesiments to digitize protection
systems at our Ocenee station in our continuing
commitment to upgrade and maintain the safety
and efficiency of our nuclear fleet,

Additionally, we are looking for ways to increase our
nuclear generation output. A series of nuclear uprate
projects will add additional net capacity of approximately
100 megawatts when completed in 2014 — at a cost of
less than $2 million per megawatt. We are also evaluating
the option to assume a 5 1o 10 percent interest in the
V.C. Summer Nuclear Plant in South Carolina.

Firmly committed to retaining our option to build new
nuclear plants, we expect to receive the operating license
for our proposed Lee Nuclear Station in South Carolina in
2013. This two-reactor station couid go on line as early
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as 2021, but only if we get appropriate construction cost
recovery assurance from regufators in North Carolina.
At the same time, recent discovery of vast supplies
of domestic natural gas in the Midwest and Mid-Atlantic
shale formations could offer greater potential for this
already lower-cost fuel, which has roughly half the
carbon dioxide emissions of coal. [n fact, our new Buck
gas-fired, combined-cycle plant in the Carolinas is now
being dispatched before our largest and most efficient
coal plants — a sign of today's historically low gas prices.
Will this last? Commadity markets are cycical, and
natural gas prices have historically been highly volatile.
Our existing and new natural gas plants enable us to take
advantage of low natural gas prices, and our retrofitted
and diverse fleet of coal, nuclear, hydroelectric, and
renewable generation positions us well to minimize
costs if natural gas prices increase.

Outlook for 2012 and beyond

Over the next five years, we anticipate growing our utility
rate base by approximately $5 billion, or a compounded
annual growth rate of around 6 percent, as we continue
our modernization and envirocnmental retrofit programs.
We expect these investments to yield competitive returns
for our investors. Expected growth in international
markets and U.5. renewable energy will further increase
our diversified earnings base.

We also expect future growth from our wholesale
origination business, where we offer competitive power
supply options o a strong base of customers. Our
wholesale agreements involve creditworthy counterparties,
stable returns and formula rates that true up annuafly,
eliminating regulatory lag. We have recently extended
several full-requirements contracts and have attracted new
customers as well, For example, we have parinered with
South Carolina’s largest electric cooperative to provide
power under a long-term contract beginning in 2013.

Qur 2012 outlock assumes slow econemic recovery,
completion of our fleet modernization projects, and
subsequent recovery of those investments in customer
rates. We are targefing adjusted diluted earnings per share



“Over the next five years, we anticipate growing our utility rate
base by approximately $5 billion, or a compounded annual growth
rate of around © percent, as we continue our modernization and
environmental retrofit programs. We expect these investments to
yield competitive returns for our investors.”

between $1.40 and $1.45 for 2012. In addition, we
remain focused on the following key priorities:

m Serving our customers and delivering strong
operaticnal performance

m Increasing the quarterly dividend by approximately
2 percent during 2012, subject to board of directors
approval

= Obtaining constructive regulatory outcomes in our
pending merger with Progress Energy, in cost
recovery for Edwardsport, and our planned rate
cases in the Carolinas

m Completing the remaining three major construction
projects and significant wind energy investments,
and

m Continuing to support the communities in which
we work, through leadership, investment, economic
development and service projects.

In closing, I'd be remiss not to recognize the
extraordinary efforts of our employees to repair our system
after 2 number of unusually violent storms in 2011,

Duke Energy Carolinas experienced 14 "major event” days,
the most in 16 years. Eleven cf those occurred between
April and June. Our Midwest service areas experienced

a total of 19 major event days. In all, 70 percent of

our customers experienced some type of storm-related
outage in 2011.

Our crews replaced 48 transmission towers, many
in remote, hard-to-reach areas, and more than 2,000
transformers, poles and switches. As they worked to
restore power, our customer service teams worked around
the clock to answer phones and send emails informing
customers of our progress. When Hurricane Irene hit at the
end of August, Duke Energy crews headed north to help
restore other utilities’ systems. And these extraordinary
efforts were ongning as employees took cn the extra work
of planning for the integration with Progress Energy.

I am thankful for the dedication of all our employees,
and also for the expertise and wisdom provided by
Duke Energy's leadership team and our board of
directors. In 2011, we proved that even in the most
extreme situations, Duke Energy is well positioned —
and determined — to meet our challenges.

Thank you for your investment and interest in
Duke Energy.

James E. Rogers
Chairman, President and Chief Executive Officer

March 8, 2012
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William (Bill) Barnet 111
Chairman, President and
Chief Executive Officer

The Barnet Company Inc. and
Barnet Development Corp.

Chair, Finance and Risk Management Commitlee
Member, Nuciear Oversight Committee

Director of Duke Fnergy or its predecessor
companies since 2005

G. Alex Bernhardt Sr.
Chairman and

Chief Executive Officer
Bernhardt Furniture Company
Member, Audit Committee,
Nuclear Oversight Committee

Director of Duke Energy or its predecessor
companies since 19591

Michael G. Browning
Chairman and President Browning
Investments Inc.

Chair, Audit Committee

Member, Corporate Governance Committee,
Finance and Risk Management Committee

Dwrector of Duke Energy or its predecessor
companies since 1990

Daniel R. (Dan) DiMicco

Chairman, President and

Chief Exgcutive Officer

Nucor Corp.

Member, Compensation Committee, Corporate
Governance Committee

Director of Duke Energy ¢f iI5 predecessor
companies since 2007
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John H. Forsgren

Retired Vice Chairman,

Executive Vice President and Chief Financial
Cfficer

Northeast Utilities

Member, Audit Commuttee, Compensatiocn
Committee

Director of Duke Energy or its predecessor
companies since 2009

Ann Maynard Gray

Former Vice President, ABC inc. and former
President, Diversified Publishing Group of
ABC Inc.

Lead Director

Chair, Corporate Governance Committee

Member, Compensation Committee, Finance and
Risk Management Committee

Director of Duke Energy or its predecessor
companies since 1994

James H. (Jim) Hance Ir.
Retired Vice Chairman and
Chief Financial Officer
Bank of America Corp.

Chair, Compensation Committee

Member, Finance and Risk Management
Commitiee

Director of Duke Energy or its predecessor
companies since 2005

E. James (Jim} Reinsch

Retired Senior Vice President

and Partner

Bechtel Group

Member, Finance and Risk Management
Committee, Nuclear Oversight Committee

Director of Duke Energy or ils predecessor
companies since 2009

James T. (Jim) Rhodes

Retired Chairman, President

and Chief Executive Officer

Institute of Nuclear Power Operations

Chair, Nuclear Oversight Committee
Member, Audit Commitlee

Director of Duke Energy or its predecessor
comparies since 2001

James E. (Jim) Rogers
Chairman, President and
Chief Executive Officer
Duke Energy Corp.

Director of Duke Energy or its predecessor
companies since 1988

Philip R. {Phil} Sharp
President
Resources for the Future

Member, Audit Committee, Nuclear Oversight
Committee

Director of Duke Energy since 2007 and its
predgecessor companes from 1995-2006
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James E. (Jim) Rogers
Chairman, President and
Chief Executive Officer

Brett C. Carter
Cuke Energy Carolinas
President, North Carolina

Douglas F. (Doug) Esamann
President — Duke Energy Indiana

Lynn ). Good
Group Executive and
Chief Financial Oicer

Richard W. (Rick) Haviland
Seniar Vice President — Construction
and Major Projects

Catherine E. Heigel
Duke Energy Carolinas
President, South Carolina

Dhiaa M. Jamil

Group Executive,

Chief Generation Officer and
Chief Nuclear Officer

Julie S. Janson
President — Duke Energy Ohio and
Duke Energy Kentutky

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) Tyndatl
Senior Vice President —
Federal Government and
Repulatory Affairs

Jennifer L. Weber
Group Executive,
Human Resources and
Corporate Relations
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DUKE ENERGY AT A GLANCE

Generation Diversity
{percent owned capacity)

Customer Diversity
(in billed GWh sales)

@ Coal 47% ® Residentia! 33%
® Natural Gas/Fuel Oil 22% #® Commercial 32%
® Nuclear 19% @® Industrial 26%
® Hydro 12% @ Wholesaie/Other 9%

U.S. Franchised Electric and Gas (USFE&G) consists of

Duke Energy's regulated generation, electric and gas transmissicn
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

at the lowest possible cost.

Electric Operations
m Owns approximately 27,400 megawatts (MW) of
generating capacity
m Service area covers about 50,000 square miles with an
estimated populaticn of 12 millicn

m Service to approximately 4 million residential, commercial
and industrial customers

m Qver 152,200 miles of distribution lines and a 20,900-
mile transmission system

Gas Operations
w Regulated natural gas transmission and distribution
services to approximately 500,000 customers in
southwestern Ohto and northern Kentucky
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Commercial Power owns,
operates and manzages

power plants, primarily
iocated in tne Midwess,

and a renewable energy
portfolio. Commercial Power's
subsidiary, Duke Energy
Retail, serves retail electric
custorners primarily in Ohio
with generation and other
energy services at competitive
rates. Commercial Power also

U.S. FRANCHISED ELECTRIC AND GAS COMMERCIAL POWER

Generation Diversity
{percent owned capacity)

B

® Natural Gas 44%
® Coal 41%
® Renewable 12%
@ Other 3%

includes Duke Energy Generation Services (DEGS), an on-site
energy solutions and utility services provider.

® 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 over 1,000 MW
of wind energy in operation, owns 55 MW of commercial
solar capacity and has a significant pipeline of

development projects

DUKE ENERGY INTERNATIONAL

Duke Energy International
(DEI) operates and manages
power generation facilities and
engages in sales and marketing
of electric power and natural
gas outside the U.S. DEI's
activities target power genera-
tion in Latin America. DEl also
has an equity investment in
National Methanc! Co., 2 Saudi
Arabian regional producer of
MTBE, a gasoline additive.

Generation Diversity
(percent owned capacity)

® Hydro 68%
® Fuel Qil 19%
® Natural Gas 11%
® Coal 2%

m Owns, cperates or has substantial interests in
approximately 4,300 net MW of generation facilities

® Nearly 70 percent of DEI's generating capacity is

hydroelectric



CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

This document inciudes forward-locking statements within

the meaning of Section 27A of the Securities Act of 1933

and Section 21E of the Securities Exchange Act of 1834.
Forward-looking statements are based on management's beliefs
and assumptions. These forward-looking statements are
identified by terms and phrases such as “anticipate,” “believe,”
“intend,” “estimate,” “expect,"continue,” "should,” "could,” “may,”
“plan,” “project,” “predict,” “will," "potential,” “forecast,” “target,”
“guidance,” “outlook” and similar expressions. Forward-looking
statements invalve risks and uncertainties that may cause

actual results to be materially different from the results predicted.
Factors that could cause actual results to differ materially from
those indicated in any forward-looking statement include, but are
nct limited to: state, federal and foreign legislative and regulatory
initiatives, including costs of compliance with existing and future
environmental requirements, as well as rulings that affect cost
and investment recovery or have an impact on rate structures;
costs and effects of legal and administrative preceedings,
settlements, investigations and claims; industrial, commercial
and residential growth or decline in Duke Energy’s 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 Duke
Energy's operaticns, including the economic, cperational and
other effects of storms, hurricanes, droughts and tornados; the
impact on Duke Energy's facilities and business from a terrorist
attack; the inherent risks associated with the operation and
potential construction of nuclear facilities, including
enviranmental, health, safety, regulatory and financial risks;

the timing and extent of changes in commodity prices, interest
rates and foreign currency exchange rates; unscheduled
generation outages, unusual maintenance or repairs and electric
transmission system constraints; the performance of electric
generation facilities and of projects underteken by Duke Energy’s
nonregulated businesses; the results of financing efforts,

including the Duke Energy’s subsidiaries, ability to obtain
financing on favorable terms, which can be affected by various
factors, including the credit ratings of Duke Energy and its
subsidiaries and general economic conditions; declines in the
market prices of equity securities and resultant cash funding
requirements for Duke Energy’s defined benefit pension plans;
the level of creditworthiness of counterparties to Duke Energy’s
transactions; employee workforce factors, including the
potential inability to attract and retain key personne!; growth

in opportunities for the Duke Energy and its business units,
including the timing and success of efforts to develop domestic
and international power and other projects; construction and
development risks associated with the completion of the capital
investment projects of Duke Energy and its subsidiaries 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 perfermance standards, as well

as the ahility to recover costs from ratepayers in a timely manner
or at all; the effect of accounting prenouncements issued
periadically by accounting standard-setting bodies; the expected
timing and likelihood of completion of the proposed merger with
Progress Energy, Inc. (Progress Energy), including the timing,
receipt and terms and conditions of any required governmental
and regulatory approvais of the proposed merger that could
reduce anticipated benefits or cause the parties to abandon the
merger, the diversion 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
suppliers as well as the ability to successfully integrate the
businesses and realize cost savings and any other synergies
and the risk that the credit ratings of the combined company

or its subsiciaries may be different from what the companies
expect; the risk that the proposed merger with Progress Energy
is terminated prior to completion and results in significant
transaction costs to Duke Energy; and the ability to successfully
complete merger, acquisition or divestiture plans.
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NON-GAAP FIRANCIAL MEASURES

Adjusted Diluted Earnings per Share (“"EPS")

Duke Energy's 2011 Annual Report references 2011 adjusted
diluted EPS of $1.46, Adjusted diluted EPS is & non-GAAP
(generally accepted accounting principles) financial measure as
it represents dituted 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 economic hedges in the Commercial Power segment.
Special itemms 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. Mark-tg-market adjustments reflect the mark-to-
market impact of derivative contracts, which is recognized in
GAAP earnings immediately as such derivative contracts do not
qualify for hedge accounting or regulatory accounting, used in
Duke Energy's hedging of a portion of the economic value of
certain of its generation assets in the Commercial Power
segment. The economic value of the generation assets is subject
to fluctuations in fair value due to market price volatility of the
input and output commodities (e.g., coal, power) and, as such,

the economic hedging involves both purchases and sales of those
input and cutput commaodities 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-to-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 asset.
Managernent believes that the presentation of adjusted diluted
EPS provides useful information to investors, as it provides them
an additional relevant comparison of the company's performance
across periods. Adjusted diluted EPS i$ also used as a basis for
employee incentive bonuses.

The most directly comparable GAAP measure for adjusted
difuted EPS is reported dituted EPS from continuing operations
attributable to Duke Energy Corporation common sharehalders,
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 centinuing operations to adjusted diluted EPS for 2011,
2010, 200G, and 2008:

2011 2010 2009 2008
Diluted EPS from continuing operations, as reported $1.28 $1.00 $0.382 $1.01
Dituted EPS from discontinued operations, as reported — — 0.01 0.01
Diluted £PS from extraordinary items, as reported — — — 0.05
Diluted EPS, as reported $1.28 $ 1.00 $0.83 $1.07
Adjustments to reported EPS:
Diluted EPS from discontinued operations — — (0.01) (0.01)
Diluted £PS from extraordinary items — — — (0.05)
Diluted EPS impact of speciat items and mark-to-market in Commercial Power (see below) 0.18 0.43 0.40 0.20
Diluted EPS, adjusted $146 $1.43 $1.22 $1.21

The following is the detail of the $(0.18) per share in special
items and mark-to-market in Commercial Power impacting
adjusted diluted EPS for 2011:

The following s the detail of the $(0.43) per share in special
items and mark-to-market in Commercial Power impacting
adjusted diluted EPS for 2010:

2011 2010

Diluted Diluted

Pre-Tax Tax EPS Pre-Tax Tax EPS

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

Edwardsport impairment $(222) $87 $%(0.10) Goodwili and other impairments ${660) $58 $(0.46)
Emission allowances impairment (79) 28 (0.04) Voluntary retirement plan &

Costs tc achieve the office consolidation costs (172) 67 (0.08)

Progress Energy merger {68) 17 {0.04 Costs 1o achieve the Cinergy merger {27) 10 {0.01)

Mark-to-marke? impact of Litigation reserve (26) 10 {0.01)

economic hedges 1) _ — Asset sales 248 (94) 012

Total adjusted EPS impact $(0.18) Mark-to-market impact of economic hedges 33 (12) 001

Total adjusted EPS impact $(0.43)
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The following s the detail of the $(0.40) per share in special
items and mark-to-market in Commercial Power impacting
adjusted diluted EPS for 2009:

2009

Diluted

Pre-Tax Tax EPS

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

Goodwill and other impairments $ (431} $21 $1(0.32)

Mark-to-market impact of economic hedges 60} 22 (0.03)

International transmission adjustment (32 10 (0.02)
Crescent related guarantees and

tax adjustments (26} {3y (0.02)

Costs 10 achieve the Cinergy merger (25) 10 {0.01)

Total adjusted EPS impact % (0.400

The following is the detail of the $(0.20} per share in special
items and mark-to-market in Commercial Power impacting
adjusted diluted EPS for 2008:

2008

Diluted

Pre-Tax Tax £PS

(In millions, except per-share amounts) Amount Effect  Impact
Crescent project impairments $(214 $83 %01}
Emission allowances impairment 82) 30 0.04
Mark-to-market impact of economic hedges (75} 27 (0.04)
Costs to achieve the Cinergy merger (44) 17 (.02}
Total adjusted EPS impact $(0.20)

Duke Energy's 2011 Annual Report also references

Duke Energy’s forecasted 2012 adjusted difuted EPS outicok
range of $1.40-%1.45 per share, which is consistent with the
2012 employee incentive earnings target, Due to the forward-
looking nature of this non-GAAP financial measure for future
periods, information to reconcile it to the most directly
comparable GAAP financial measure is not available at this time,
as management is unable to project special items or mark-to-
market adjustments for future periods.

Adjusted Segment EBIT for 2011 and 2012

Duke Energy's 2011 Annual Report includes a discussicn of
adjusted segment EBIT for the year ended December 31, 2011.
The primary performance measure used by management to
evaluate segment perfermance is segment EBIT from continuing
operations, which at the segment level represents all profits
from coentinuing operations {both cperating and non-operating),
including any equity in earnings of unconsolidated affiliates,
before deducting interest and taxes, and is net of the income
attributable to nen-centrolling interests. Management believes
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 segment performance.

Adjusted segment EBIT is a nen-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 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.
Mark-to-market adjustments reflect the mark-to-market impact
of derivative contracts, which is recognized in GAAP earnings
immediately as such derivative contracts do not qualify for hedge
accounting or regulatory accounting, used in Duke Energy's
hedging of a portion of the economic value of certain of its
generation assets in the Commercial Power segment (as
discussed above under "Adjusted Diluted Earnings per Share
("EPS™)"). Management believes that the presentation of adjusted
segment EBIT provides useful information to investers, 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 segment
EBIT, which represents segment results from continuing
operations, including any special items and the mark-to-market
impacts of economic hedges in the Commercial Power segment.
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The foliowing is a recenciliation of adjusted segment EBIT for the year ended December 31, 2011, to the most directly comparable

GAAP measure:

For the Year Ended December 31, 2011

Economic
Adjusted Emission Hedges Reported
Segment Edwardsport Allowances {Mark-to- Segment
{In millions) EBIT Impairment Impairment Market) EBIT
U.S. Franchised Electric & Gas $ 2,826 $(222) $ — $ — $ 2,604
Commercial Power 305 — (79) (L 225
International Energy 679 — — — 679
Total 2011 repertable segment EBIT $ 3,810 $ (222) $(79) s $ 3,508

Effective with the first quarter of 2012, Duke Energy will

no longer report EBIT for its business segments. Instead,

Duke Energy will begin evaluating the performance of its
segments on a net income basis. This new reporting measure
will involve an allocation of interest and taxes as well as
previously unallocated corporate costs to each of the segments.
Other will primarily include captive insurance results and interest
expense on the direct debt of the Duke Energy holding company.
When used for future periods, segment and Other net income
may also include amounts that are ultimately reported as
discontinued operations. Due to the forward-looking nature of this
non-GAAP financial measure for 2012, infermation to reconcile it
to the mast directly comparable GAAP financial measure is not
available at this time, as management is unable to project special
items or mark-to-market adjustments for future periods.

Dividend Payout Ratic

Duke Energy's 2011 Annual Report includes 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
forecasted diluted EPS from continuing operations attributable
to Duke Energy Corporation shareholders, adjusted for the
per-share impact of special items and the mark-to-market
impacts of 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 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 not available at this time, as management is unable
to project special items or mark-to-market adjustments for
future periods.
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Total Available Liquidity

Duke Energy's 2011 Annual Report includes 2 discussion of
total available liquidity. Total available liquidity is a non-GAAP
financial measure as it represents cash and cash eguivalents
and short-term investments (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
liquidity as of December 31, 2011 and December 31, 2010, to
the most directly comparable GAAP measure;

As of As of
December 31, December 31,
({In millions} 2011 2010
Cash and cash equivalents $ 2,110 $ 1,670
Short-term invesiments 190 —
Less: Amounts held in
foreign jurisdictions (1,037) (724)
1,263 946
Plus: Remaining availability
under master credit and
regional bank credit facilities 3,255 2,482
Total available liguidity $ 4,518 $ 3,428
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CAUTIONARY STATEMENTS REGARDING
FORWARD-LOOKING INFORMATICN

This document includes forward-looking staternents within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. Forward-locking statements are based on management's
beliefs and assumptions. These forwarg-looking staterments, which are intended
to cover Duke Energy and the applicable Duke Energy Registrants, are identified
by terms and phrases such as “anticipate,” “believe,” “intend,” “estimate,”
“expect,” “continue,” "shouid,” “could,” "may,” “plan,” "project,” “predict,” “will,”
“potential,” “forecast,” “arget,” "guidance,” “outlook” and similar expressions.
Forward-looking statements involve risks and uncertainties that may cause
actual results 10 be materially different from the results predicted. Factors that
could cause actual results to differ materially from those indicated in any
forward-tooking statement include, but are not limited to:

« State, federal and foreign legisative and regulatery initiatives, including
cests of compliance with existing and future environmantal requirernents,
as well as rulings that affect cost and investment recovery or have an
impact on rate structures;

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

« Industrial, commercial and residential growth or decline in the respective
Duke Energy Registrants’ service territories, custemer base or customer
usage pattemns;

» Additional competition in efectric markets and centinued industry
consolidation;

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

» The influence of weather anc other natural phenomena on each of the
Duke Energy Registrants' operations, including the economic, operational
and other effects of storms, hurricanes, droughts and tornados;

» The impact on the Duke Energy Registrants’ facilities and business from a
terrorist attack;

* The inherent risks associated with the operation and potential construction
of nuctear facilities, including environmental, health, satety, regulatory and
financial rigks;

* The timing and extent of changes in commodity prices, interest rates and
forelgn currency exchange rates;

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

= The performance of electric generation facilities and of projects undertaken
by Duke Energy's non-regulated businesses;

« The results of financing efforts, including the Duke Energy Registrants’
ability to obtain financing on favorable terms, which can be affected by
various factors, including the respective Duke Energy Registrants' credit
ratings and general economic conditions;

+ Declines in the market prices of equity securities and resultant cash
funding requirements for Cuke Energy's defined benefit pension plans;

= The fevel of creditworthiness of counterparties to Duke Energy Registrants’
transactions;

» Employee warkforce factors, including the potential inability to attract and
retain key personnel;

« Growth in opportunities for the respective Duke Energy Registrants’
business units, including the timing and success of efforts to develop
domestic and international pewer and other projects;

* Construction and development risks associated with the completion of
Duke Energy Registrants’ capital investment projects in existing and new
generation facilities, including risks related 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 fo recover costs from ratepayers in a
timely manner or at alf;

» The effect of accounting prorouncements issued periodically by
accounting standard-satting bodies;

» The expected timing and likelthood of completion of the proposed merger
with Progress Energy, Inc. (Progress Energy), including the timing, receipt
and terms and conditions of any required governmental and regutatory
approvals of the proposed merges that could reduce anticipated benefits or
cause the parties to abandon the merger, the diversion of management’s
time and attention from Duke Energy's ongoing business during this time
period, the ability to maintain relationships with custormers, employees or
suppliers as well as the ability to successfully integrate the businesses and
realize cost savings and any other synergies and the risk that the Credit
ratings of the combined company or its subsidiaries may be different from
what the companies expect;

+ The risk that the proposed merger with Progress Energy is terminated prior
to completion and results in significant transaction costs to Duke Energy;
and

+ The abllity to successfully complete merger, acquisition or divestiture
plans,

In light of these risks, uncertainties and assumptions, the events described in
the forwarg-iooking statements might not occur or might occur to a different extent
or at a different time than Duke Energy has described. The Duke Energy
Registrants undertake ne obligation to publicly update or revise any forward-looking
staternents, whether as a result of new information, future events or otherwise.



Glossary of Terms

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

Term or Acrohym Definition Term or Acronym Definition
ADEA ... ... .. ... ... Age Discrimination in Employment X Duke Energy International, LLC
Act
DEIGP ... ... .. .. Duke Energy International Geracao
AFUDC ... ... ... Allowance for Funds Used During Paranapenema S.A.
Construction
ued DENR ............ ... Department of Environment and
Aguaytia . ............. Aguavytia Integrated Energy Project Natural Resources
ANEEL ............... Brazilian Electricity Regulatory DERF ... ... ... Duke Energy Receivables Finance
Agency Company, LLC
AQCI ... Accumulated Other Comprehensive Duke Energy Retail .. ... Duke Energy Retail Sales, LLC
Income
) DETM .. ... .l Duke Energy Trading and Marketing,
ASC .. Accounting Standards Codification LLC
ASU oo Accounting Standards Update DOE ... ... .. ...... Department of Energy
Atk Lo Attiki Gas Supply S.A, DO U.S. Bepartment of Justice
Bison ... Bison Insurance Company Limited CRIP ................ Dividend Reinvestment Plan
BPM ... Bulk Power Marketing DSM ..o, Demand Side Management
CAA ... Clean Air Act Duke Energy .......... Duke Energy Corporation (collectively
CAC ... ... ... .. ...... Citizens Action Cealition of Indiana, with ts subsidiaries)
Inc. Duke Energy Carolinas . ... Duke Energy Carclinas, LLC
CA’IR ................. Clean Afr Interstate Rule Duke Energy 'ndiana . Duke EHErgy |nd]ana' |ncl
Catamount ............ Catamount Energy Corporation Duke Energy Kentucky . ... Cuke Energy Kentucky, Inc.
CCovvvn Combired Cycle Duke Energy Chio .. .. .. Duke Energy Chio, Inc.
COP o Coal Combustion Product Duke Energy Registrants .. Duke Energy, Duke Energy Carolinas,
CGRE ... The Cincinnati Gas & Electric Duke Energy Chio, and Duke Energy
Company Indiana
CRC . Ginergy Receivables Company, LLC DukeNet ............. DukeNet Communications, LLC
Cliffside Unit6 .. ... .. ... Unit 6 of the Cliffside Facility in DukeSolutions . ........ DukeSclutiors, Inc.
North Caralina EPA ... ... U.S. Envirenmental Protection
CTo Combustion Turbine Agency
CINergy ............... Cinergy Corp. (collectively with its EPS ..o Earnings Per Share
subsidraries) ERISA ............... Employee Retirement Income
CO v Carbon Dioxide Security Act
COL oo, Combined Construction and ESP . Electric Security Plan
Operating License ETR ... .. .. Effective tax rate
CPCN .. ... e, Certmca_te of Public Convenience and FASB . Financial Accounting Standards
Necessity Board
CRES . ..., ..., Competitive Retail Electric Supplier oo Federal Communications
Crescent .......ovvunns Crescent Joint Venture (JV) Commissicn
CWIP ... oo Construction Work in Progress FERC ... .. ... ... Federal Energy Regulatory
o i ) Commission
DAQ ... ... .. ... Division of Air Quality
X ] . GAAP ... ... ... ..., Generally Accepted Accounting
B ... Defined Benefit (Pension Plan) Principles in the United States
DECAM ............... Duke Energy Commercial Asset GHG .. Greenhouse Gas
Management
] ) GWh ................ Gigawatt-hours
DEGS . ... ... ... ... Duke Energy Generation Services,
Inc. HAP . ............... Hazardous Air Pollutant



Term or Acronym Definition Term or Acronym Definition
IGCC .. Integrated Gasification Combined QUCC ... ... ... ... Indiana Office of Utility Consumer
Cycle Counselor
IMPA Indiana Municipal Power Agency OVEC ................ Chio Valley Electric Corporation
AP State Environmental Agency of PIM PJM Interconnectien, LLC
Parana
Progress Energy . ........ Progress Energy, Inc.
IBAMA ... ... ..., Brazil Institute of Envircnment and . . .
Renewable Natural Resources Prosperity ............. Prosperity Ming, LLC
T Investment Tax Credit PSCSC ... Public Service Commission of South
Carolina
IURC. .. Ié1d|ana U_t\llty Regulatory PSD . Prevention of Significant Deterioration
ommission
KPSC .o Kentucky Public Service Commission PUCO . Puplic Utilities Commission of Ohio
K Kilovolt GComm .............. Q-Comm Corparation
Who Kilowatt-hour QSPE ................ Qualifying Special Purpose Entity
REPS .. ... ........... Renewable Energy and Energy
LIBOR ............ ... London interbank Offered Rate Efficiency Portfolio Standard
MATS ... .. Mercury and Air Toxics Standards RSP .. .. ... Rate Stabilization Plan
{previously referred to as the Utility
MACT Rule) RTO ... .. ... ... .. Regional Transmission Organization
Mcf oo Thousand cubic fegt Saluda ............... Saluda River Electric Cooperative,
Inc.'s
Merger Agreement .. ... .. Agreement and Plan of Merger with
Progress Energy, Inc. SB3 ... North Carolina General Assembly
. - . Senate Bill 3
MergerSub ............ Ciamond Acquisition Corporation
SB221 ... ...l Ohio Senate Bill 221
MGP ..o Manufactured gas plant
_ o SCEUC . .............. South Carafina Energy Users
Midwest IS0 .. ......... Midwest Independent Transmission Committee
System Operator, Inc.
. B ] SEC ... Securities and Exchangse Commission
MMBtu ............ ... Million British Thermal Unit
) SHGP ... oo South Housten Green Power, L.P.
Moody's .............. Mcody's Investor Services
SO, Sulfur dioxide
MRO ............ ... .. Market Rate Offer
, Spectra Energy .. ..... ... Spectra Energy Corp.
MTBE ................ Methyl tertiary butyl ether ) )
Spectra Capital ......... Spectra Energy Capital, LLC (formerly
MW o, Megawatt Duke Capital LLC)
MVP Multi Value Projects S&P ..l Standard & Pocr's
MWH . e Megawatt-hour S50 ... Standard Service Offer
NCUC ... i North Carclina Utilities Commission Stimulus Bill ........... The American Recovery and
NDTF .......... . . Nuclear Decommissioning Trust Reinvestment Act of 2009
Funds Subsidiary Registrants . Duke Energy Carclinas, Duke Energy
NEIL ... Nuclear Electric Insurance Limited Onio, and Duke Energy Indiana
................. tur
NMC ... National Methanol Company TSR Total shareficlder return
US. .. i
NO oo Nitrogen oxide United States
USFE&RG ... ......... .S. Franchised Electri
Non-GHG ............. Non Greenhouse Gas U'S. Franchised ¢ and Gas
Vectren . .............. Vectren Energy Delivery of Indiana
NPNS ... .. Normal purchase/normal sale &Y i ]
VIE Variable nterest Ent
NRC ... L LS. Nuclear Regulatory Commission ‘ v
VSP . Voluntary Severance Program
NSR ... e New Source Review uniary c gl
WACC . ... ... Weighted Average Cost of Czpital
OhOTE&D +vvoenr., Onio Transmission and Distribution ighted Average Cost of Czpita
) ] Windstream .. .......... Windstream Corp.
ORS ... ... i South Carclina Office of Regulatory
Staff WVPA ... ... . Wabash Valley Power Association, Inc.



PART |

ITEM 1. BUSINESS.

Proposed Merger with Progress Energy, Inc.

On January 8, 2011, Duke Energy Corporation {Duke Energy)
entered into an Agreement and Plan of Marger (Merger Agreement)
among Diamond Acquisition Corporation, & North Carolina
corporation and Duke Energy's wholly-owned subsidiary (Merger
Sub) and Progress Energy, Inc. (Progress Energy), a North Carolina
corporation engaged in the regulated utility business of generation,
transmission, distribution and sale of electricity in portions of North
Carolina, South Carolina and Florida. 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 corparation and a wholly-owned subsidiary of Duke
Energy.

Pursuant to the Merger Agreement, upecn the closing cf the
merger, each issued and outstanding share of Progress Energy
common stock will automatically be canceled and converted into the
right to receive 2.6125 shares of common stack of Duke Energy,
subject to appropriate adjustment for a reverse stock split of the Duke
Energy common stock as contemplated in the Merger Agreement and
except that any shares of Progress Energy common stock that are
owned by Progress Energy or Duke Energy, other than in a fiduciary
capacity, will be canceled without any consideration therefor, Each
cutstanding option to acguire, and each outstanding equity award
relating to, one share of Progress Energy common stock will be
converted into an option 10 acquire, or an equity award relating to
2.6125 shares of Duke Energy common stock, as applicable, subject
to appropriate adjustment for the reverse stock split. Based on
Progress Energy shares outstanding at December 31, 2011, Duke
Energy would issue 771 million shares of commaen stock to convert
the Progress Energy common shares in the merger under the
unadjusted exchange ratio of 2.6125. The exchange ratio will be
adjusted proportionately to reflect a 1-for-3 reverse stock split with
respect to the issued and outstanding Duke Energy commen stock
that Duke Energy plans to implermneant prior to, and conditioned on,
the completion of the merger. The resulting adjusted exchange ratio is
0.87083 of a share of Duke Energy common stock for each share of
Progress Energy common stock. Based on Progress Energy shares
outstanding at December 31, 2011, Duke Energy would issue
257 million shares of commen stock, after the effect of the 1-for-3
reverse stock split, to convert the Progress Energy common shares in
the merger. The merger will be accounted for under the acquisition
method of accounting with Duke Energy treated as the acquirer, for
accounting purposes. Based on the market price of Duke Energy
commeon stock on December 31, 2011, the transaction would be
valued at $17 billion and would result in incremental recorded
goodwill to Duke Energy of $11 billion, according to current
estimates. Duke Energy would also assume all of Progress Energy's
outstanding debt, which is estimated to be $15 billion based on the
approximate fair value of Progress Energy’s outstanding indebtedness
at December 31, 2011. The Merger Agreement has been
unanimously approved by both companies’ Boards of Directors.

The merger is conditioned upon, among other things, approva!
by the shareholders of both companies, as well as expiration or

termination of any applicable waiting period under the Hart-Scott-
Rodino Antitrust Improvements Act of 1976 and approval by the
Federal Energy Regulztory Commission (FERC}, the Federal
Communications Commission {FCC}, the Nuclear Regulatory
Commission (NRC), the North Carolina Utilities Commission (NCUC),
and the Kentucky Public Service Commission (KPSC). Duke Energy
and Progress Energy also are seeking review of the merger by the
Pubilic Service Cormimission of South Carglina (PSCSC) ant approval
of the joint dispatch agreement by the PSCSC. Although there are no
merger-specific regulatory approvals required in Indiana, Ohio or
Flarida, the companies will continue to update the public service
commissions in those states on the merger, as applicable and as
required,

No assurances can be given as to the timing of the satisfaction
of all closing conditions or that all required approvals will be received.

For additional information on the details of this proposed
transaction including the stztus of regulatory approvals, see ltem 7,
“Management's Discussion and Analysis of Financial Condition and
Results of Operations”, and Note 2 to the Consclidated Financial
Statements, "Acquisitions and Dispositions of Businesses and Sales
of Other Assets.”

Overview,

Duke Energy Corporation.

Duke Energy Corporation {collectively with its subsidiaries, Duke
Energy} is an energy company headguartered in Charlotte, North
Carolina, Its regulated utility operations serve 4 million customers
located in five states in the Southeast and Midwest United States
(U.S.}, representing a population of approximately 12 millicn people.
Its Commercial Power and International Energy business segments
own and operate diverse power generation assets in North America
and Latin America, including a growing portfolio of renewable energy
assets in the U.S. Duke Energy operates in the U.S. primarily through
its direct and indirect whally-owned subsidiaries, Duke Energy
Carolinas, LLC {Duke Energy Carclinas), Duke Energy Chio, Inc.
{Duke Energy Ohio), which includes Duke Energy Kentucky, Inc.
{Duke Energy Kentucky), and Duke Energy Indiana, Inc. (Duke
Energy Indiana), as well as in Latin America 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
Chio and Duke Energy Indiana (collectively referred 1o 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 incorporated
in Delaware on May 3, 2005, On April 3, 2006, Duke Energy and
Cinergy Corp. (Cinergy} consummated a merger which combined the
Duke Energy and Cinergy regulated franchises, as well as deregulated
generation in the Midwestern U.S. In connection with the closing of the
merger transactions, Duke Energy HC changed its name to Duke
Energy Corporation (Duke Energy} and Qld Duke Energy converted into
a limited liability company named Duke Power Cormpany, LLC
(subsequently renamed Duke Energy Carolinas effective October 1,
2006).0ld Duke Energy is the predecessor of Duke Energy for purposes
of U.S. securities regulations governing financial staterment filing.
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General.

Duke Energy is a Delaware corporation. Its principal executive
offices are located at 550 South Tryon Street, Charlette, North
Carolina 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 Caroling 28202-1803.
Duke Energy Chio is an Ohio corporation. Its principal executive
offices are located at 139 East Fourth Street, Cincinnati, Ohio
45202, Duke Energy Indiana 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
704-382-3853. The Duke Energy Registrants electronically file
reports with the Securities and Exchange Commission (SEC),
including annual reports on Form 10K, quarterly reports on
Form 10-Q, current reports on Form 8-K, proxies and amendments
to such reports.

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

The following sections describe the business and cperations of
each of Duke Energy’s reportable business segments, as well as
Other. {For more information on the operating outlook of Duke Energy
and its reportable segments, see "Management's Discussion and
Analysis of Financial Cendition and Results of Operations,
Introduction — Executive Overview and Economic Facters for Duke
Energy's Business™. For financial informaticn on Duke Energy's
reportable business segments, see Note 3 to the Consolidated
Financial Statements, “Business Segments.”

Duke Energy Business Segments.

Duke Energy conducts its eperations in the following business
segments, all of which are considered reportable segments under the
applicable accounting rules: U.S. Franchised Electric and Gas
(USFE&G), Commercial Power and International Energy. The
remainder of Duke Energy's operations are presented as Other. Duke
Energy's chief operating decision maker regularly reviews financial
informaticn about each of these business segments in deciding how
10 allocate resources and evaluate performance. For additional
informaticn on each of these business segments, including financial
and geographic information abeut each reportable business segment,
see Note 3 to the Consolidated Financial Statements, “Business
Segments.”

U.S. FRANCHISED ELECTRIC AND GAS

Service Area and Customers

USFE&G generates, transmits, distributes and sells electricity in
central and western North Carolina, western Scuth Carolina, central,
north central and southern indiana, and northern Kentucky., USFE&G
also transmits, distributes and sells electricity in southwestern Ohig.
Additionally, USFE&G transports and sells natural gas in
southwestern Ohio and northern Kentucky. It conducts operaticns
primarily through Duke Ernergy Carolinas, the regulated transmission
and distribution operations of Duke Energy Ohio, including Duke
Energy Kentucky, and Duke Energy Indiana (Duke Energy Ohio,
Duke Energy Indiana and Duke Energy Kentucky collectively referred
t0 as Duke Energy Midwest). These electric and gas operations are
subject to the rules and regulations of the FERC, the NCUC, the
PSCSC, the Public Utitities Commission of Ohio (PUCO), the Indiana
Utility Regulatory Commissicn (IJRC) and the KPSC. The substantial
majority of USFE&G's operations are regulated and, accordingly,
these operations qualify for regulatory accounting treatment.

Its service area covers 50,000 square miles with an estimated
population of 12 millicn. USFE&G supplies electric service to
four million residential, general service and industrial customers,
USFE&G provides regulated transmission and distribution services for
natural gas to 500,000 customers in southwestern Chio and
northern Kentucky. Electricity is also sold wholesale to incorporated
municipalities, electric cooperative utilities and other load serving
entities.

Duke Energy Carolings’ service area has a diversified general
service and industrial presence. Manufacturing continues to be an
important contributor to the region’s economy, along with financial,
professional and business services, Other sectors such as trade,
health care, local government and education also constitute key
components of the states’ gross domestic product. Chemicals,
computers and electronics, rubber and plastics, textile, paper and
motor vehicle manufacturing industries were among the most
significant contributors to the Duke Energy Carolinas’ industrial sales
revenue for 2011.

Duke Energy Ohio's service area has a diversified general service
and industrial customer base. Major components of the
manufacturing sector include: aerospace and motor vehicles, metals,
chemicals and food. Other sectors include: real estate and rental
leasing, financial and insurance services, healthcare and wholesale
trade services. These are among the primary contributors to Duke
Energy Ohio's industrial and gereral sesvice sales revenue for 2011,

For Duke Energy Indiana, a significant portion of the service
territory's economic output is driven by manufacturing. Chemicals,
transportation equipment, machinery and metal industries were the
primary contributors. Cther sectors include: retail trade, government,
financial, health care and education services. Duke Energy Indiana's
2011 industrial and general service sales were concentrated in the
aforementioned sectors.

The number of residential, general service and industrial
customers within the USFE&G service territory, as well as sales to
these customers, is expected to increase over time. However, growth
in the near-term Is being hampered by the current economic
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conditions. Industrial sales increased modestly in 2011 when
compared 1o 2010; however, the growth rate was lower than in
previous comparable periods.

Seasonality and the Impact of Weather

USFE&G's costs and revenues are influenced by seasonal
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 electricity occur during the spring
and fall, allowing for scheduled plant maintenance during those
periods. Peak gas sales occur during the winter months. Residential
and commercial customers are most impacted by weather. Industrial
customers are less weather sensitive. Normal weather conditions are
defined as the long-term average of actual historical weather
conditions,

The estimated impact of weather on eamings is based on the
number of customars, temperature variances from a normal condition
and customer's historic usage levels and patterns. The methodology
used to estimate the impact of weather does not and cannot consider
all variables that may impact customer response to weather
conditions such as humidity and relative temperature changes. The
precision of this estimate may also be impacted by applying long-
term weather trends to shorter term periods.

Competition

USFE&G's regulated utility business operates as the scie
supplier of electricity within certain service territories. It owns and
operates all of the businesses and facilities necessary to generate,
transmit and distribute electricity. Services are priced by state
commission approved rates designed to include the costs of providing
these services and a reasonable return on invested capital. This
regulatery policy is intended to provide safe and reliable electricity at
fair prices. USFE&G's competition in the regulated electric distribution
business is primarily from the on-site generation of industrial
customers. USFE&G also competes with cther utilities and marketers
in the wholesale electric business. The principal factors in competing
for wholesale sales are price (including fuel costs), availability of
capacity and power and reliability of service. Wholesale electric prices
are influenced primarily by market conditions and fuel costs.

Energy Capacity and Resources

For information on USFE&G’s generation facilities, see “U.S.
Franchised Electric and Gas” in ltem 2. *Properties”.

Electric energy for USFE&G's customers is generated by three
nuclear generating stations with a combined owned capacity of
5,173 megawatt (MW) (including Duke Engrgy’s 12.25% ownership
in the Catawba Nuclear Station), 14 coal-fired staticns with an overall
combined owned capacity of 12,977 MW (including Duke Energy's
£9% ownership in the East Bend Steam Station and 50.05%
ownership in Unit 5 of the Gibson Steam Staticn), 31 hydroelectric
stations {including two pumped-storage facilities) with a combined
owned capacity of 3,321 MW, 15 combusticn turbine (CT) stations

burning natura! gas, ol or other fuels with an overall combined
owned capacity of 5,012 MW, and two Combined Cycle (CC)
stations burning natural gas with an owned capacity of 905 MW. In
addition, USFE&G operates a solar Distributed Generation program
with 9 MW of capacity. Energy and capacity are also supplied
through contracts with cther generators and purchased on the open
market. Factors that could cause USFE&G to purchase power for its
custcmers include generating plant outages, extreme weather
conditions, generation reliability during the summer, growth, and
price. USFE&G has interconnections and arrangements with its
neighboring utilities to facilitate planning, emergency assistance, sale
and purchase of capacity and energy, and reliability of power supply.

USFE&G's generation portfolio is a balanced mix of energy
resources having different operating characteristics and fuel sources
designed to provide energy at the lowest possible cost to meet its
obligation to serve native-load custermers. All options, including
owned generation resources and purchased power opportunities, are
continually evaluated on a real-time basis to select and dispatch the
lowest-cost resources available to meet system load requirements.
The vast majority of customer energy needs have historically been
met by large, low-energy-production-cost nuclear and coal-fired
generating units that operated almost continuously {or at baseload
levels). However, recent commodity pricing trends have resulted in
more combined cycle gas-fired generation.

Hydroelectric (both conventional and pumped storage) facilities
in the Carolinas and gas/oll CT and CC stations in both the Carolinas
and Midwest operate primarily during the peak-hour load pericds
when customer loads are rapidly changing. CT's and CC's are less
expensive to build and maintain than either nuclear cr ceal, and can
be rapidly started or stopped as needed to meet changing customer
loads or operated as base load units depanding on commaodity prices.
Hydroelectric units preduce low-cost energy, but their operations are
limited by the availability of water flow.

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

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

In 2007, North Carolina and South Carolina passed energy
legislation which includes provisions to provide assurance of cost
recovery, subject to prudency review, related to a utility's incurrence
of project development costs associated with nuclear baseload
generation, cost recovery assurance for construction costs associated
with nuclear or coal baseload generation, and the ability to recover
financing costs for new nuclear baseload generation in rates during
construction.
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William States Lee Ill Nuclear Station

In December 2007, Duke Energy Carolinas filed an application
with the NRC, which has been docketed for review, for a combined
Censtruction and Operating License (COL) for two Westinghouse
AFP1000 (advanced passive) reactors for the proposed William States
Lee Il Nuclear Station (Lee Nuclear Station) at a site in Cherokee
County, South Carolina. Each reactor is capable of producing 1,117
MW. Submitting the COL application does not commit Duke Energy
Carclinas to build nuclear units. Through several separate orders, the
NCUC and PSCSC have allowed Guke Energy to incur project
development and pre-construction costs for the project through
June 30, 2012, and up to an aggregate maximum amount of $350
millicn.

As a condition 1o the approval of continued develcpment of the
project, Duke Energy Carolinas shall provide certain monthly reports
to the PSCSC and the Office of Regulatory Staff {ORS). Duke Energy
Carolinas has also agreed to provide a menthly report 10 certain
parties on the progress of negotiations ta acquire an interest in the
V.C. Summer Nuclear Station expansion being developed by South
Carclina Public Service Autherity (Santee Cocper) and South Carolina
Electric & Gas Company . Any change in ownership interest, cutput
allocation, sharing of costs or control and any future cption
agreements concerning Lee Nuclear Station shall be subject to prior
approval of the PSCSC.

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

Duke Energy Carolinas is seeking partners for Lee Nuclear
Station by issuing options to purchase an ownership interest in the
plant. In the first quarter of 2011, Duke Energy Carclinas entered into
an agreement with JEA that provides JEA with an option to purchase
up to & 20% undivided ownership interast in Lee Nuclear Station.
JEA has 90 days foliowing Duke Energy Carclinas' receipt of the COL
to exercise the option.

Duke Energy Carolinas V.C. Summer Nuclear Station Letter of
Intent.

In July 2011, Duke Energy Carolinas signed a letter of intent
with Santee Cooper related to the potential acquisition by Duke
Energy Carclinas of a five percent ta ten percent ownership interest in
the V.C. Summer Nuclear Station being developed by Santee Cooper
and SCE&G near Jenkinsviile, South Carolina. The letter of intent
provides a path for Duke Energy Carolinas o conduct the necessary
due diligence to determine if future participation in this project is
beneficial for its custormers.

Cliffside Unit 6.

On March 21, 2007, the NCUC issued an order allowing Duke
Energy Carolinas to build an 800 MW coal-fired unit. Fellowing final

eguipment selection and the completion of detailed engineering,
Cliffside Unit 6 is expected to have a net output of 825 MW. On
January 31, 2008, Duke Energy Carolinas filed its updated cost
estimate of $1.8 hiilion (excluding allowance for funds used during
construction (AFUDCY of $600 million) for the approved new Cliffside
Unit 6. In March 2010, Duke Energy Carolinas filed an updated cost
estimate of $1.8 hillion (excluding AFUDC) with the NCUC where it
reduced the estimated AFUDC financing costs to $400 million as &
resuit of the December 2009 rate case settlement with the NCUC
that allowed the inclusion of construction work in pregress in rate
base prospectively. Duke Energy Carolinas believes that the overall
cost of Cliffside Unit & will be reduced by $125 millien in federal
advanced clean coal tax credits, The Cliffside Unit 6 project is
approximately 95% complete as of December 31, 2011 and is
currently anticipated to be completed and in-service in 2012,

Dan River and Buck Combined Cycle Facilities.

In June 2008, the NCUC issued its order approving the
Certificate of Public Convenience and Necessity (CPCN) applications
to construct 2 620 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 Quality (DAQ)
issued a final air permit authorizing construction of the Buck and Dan
River combined cycle natural gas-fired generating units in October
2008 and August 2009, respectively.

Based on the most updated cost estimates, total costs {including
AFUDC) for the Buck and Dan River projects are $675 million and
$710 million, respectively. In November 2011, Duke Energy
Carolinas placed the Buck combined cycle natural gas-fired
generation facility in service. The Dan River project is approximately
77% complete as of December 31, 2011, and expected 1o be placed
inta service by the end of 2012.

Edwardsport IGCC.

In September 2006, Duke Energy Indiana and Scuthern
Indiana Gas and Electric Company ¢/tya Vectren Energy Delivery of
Indiana {Vectren) filed a joint petition with the [JURC seeking a CPCN
for the construction of a 618 MW IGCC power plant at Duke Energy
Indiana’s Edwardsport Generating Station in Knox County, indiana.
The facility was initially estimated to cost approximately $1.985
Gillion {including $120 million of AFUDC). In August 2007, Vectren
formally withdrew its participation in the IGCC plant and a hearing
was conducted on the CPCN petition based on Duke Energy Indiana
owning 100% of the project. On November 20, 2007, the IURC
issued an order granting Duke Energy Indiana a CPCN for the
proposed IGCC project, approved the cost estimate of $1.985 hillion
and approved the timely recovery of costs related to the project. On
January 25, 2008, Duke Energy Indiana received the final air permit
from the Indiana Department of Environmental Management. The
Citizens Action Coalition of Indiana, Inc. (CAC), Sierra Club, Inc.,
Save the Valley, Inc., and Valley Watch, Inc., all intervenars in the
CPCN proceeding, have appealed the air permit.

On May 1, 2008, Duke Energy Indiana filed its first semi-
annual {GCC rider and cngoing review proceeding with the IURC as
required under the CPCN order issued by the IURC. In its filing, Duke
Energy Indiana requested approval of 2 new ¢ost estimate for the
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IGCC project of $2.35 billion (including $125 million of AFUDC) and
for approval of pfans to study carbon capture as required by the
IURC's CPCN order. COn January 7, 2009, the {URC approved Duke
Energy Indiana’s request, including the new cost estimate of $2.35
hillion, and cost recovery associated with a study on carbon capture.
Duke Energy Indiana was reguired to file its pfans for studying carbon
storage related to the project within 60 days of the order. On
November 3, 2008 and May 1, 2009, Duke Energy Indiana filed its
second and third semi-annual IGCC riders, respectively, both of
which were approved by the IURC in full.

Cn November 24, 2003, Duke Energy Indiana filed a petition
for its fourth semi-annual IGCC rider and ongoing review proceeding
with the IURC. As Duke Energy Indiana experienced design
modifications, guantity increases and scope growth above what was
anticipated from the preliminary engineering design, capital costs to
the IGCC project were anticipated to increase. Duke Energy indiana
forecasted that the additional capital cost items would use the
remaining contingency and escalation amounts in the current $2.35
billion cost estimate and add $150 million, excluding the impact
assceiated with the need to add mare contingency. Duke Energy
Indiana did not request appreval of an increased cost estimate in the
fourth semi-annual update proceeding; rather, Duke Energy Indiana
requested, and the IURC approved, a subdocket proceeding in which
Duke Energy indiana would present additional evidence regarding an
updated estimated cast for the 1GCC project and in which a more
comprehensive review of the IGCC project could cccur. An interim
order was received on July 28, 2010 and approves implementation
of an updated IGCC rider to recover costs incurred through
September 30, 2009, The approvals are on an interim basis pending
the outcome of the sub-docket proceeding involving the revised cost
estimate as discussed further below.

On April 16, 2010, Duke Energy Indiana filed a revised cost
estimate for the IGCC project reflecting an estimated cost increase cf
$530 million. Duke Energy Indiana requested approval of the new
cost estimate of $2.88 billion (including $160 milfion of AFUDC)
and for continuation of the existing cost recovery treatment. A major
driver of the cost increase included quantity increases and design
changes, which impacted the scope, productivity and schedule of the
IGCC project. On September 17, 2010 an agreement was reached
with the Indiana Office of Utility Consumer Counselor {QUCC), Duke
Energy Indiana Industrial Group and Nucer Steel — Indiana to
increase the authorized cost estimate of $2.35 hillion to $2.76
billion, and to cap the project's costs that could be passed on {o
customers at $2.975 billion. Any construction cost amounts above
$2.76 hillion will be subject to a prudence review similar to most
other rate base investments in Duke Energy Indiana’s next general
rate increase request before the IURC. Duke Energy Indiana agreed to
accept & 150 basis point reduction in the eguity return for any project
construction costs greater than $2.35 billion. Additionally, Duke
Energy Indiana agreed not to file for a general rate case increase
before March 2012. Duke Energy Indiana also agreed to reduce
depreciation rates earfier than would ctherwise be required and to
forego a deferred tax incentive related to the IGCC project. As a result
of the settlerment, Duke Energy Indiana recorded a pre-tax charge to
eamings of $44 million in the third quarter of 2010 to reflect the
impact of the reduction in the return on equity. Due to the I[URC
investigation discussed below, the IURC convened a technical
conference on November 3, 2010, related to the continuing need for

the Edwardsport IGCC facility. On Cecember 9, 2010, the parties 1o
the settlement withdrew the settlement agresment to provide an
opportunity for the parties to the settiement to assess whether and to
what extent the settlement agreement remained a reasonable
altocation of risks and rewards and whether modifications to the
settlement agreement were approprizte. The IURC granted the
moticn and scheduled a new evidentiary hearing to begin March 17,
2011. Management determined that the $44 million charge
discussed above was not impacted by the withdrawal of the
seftlerment agreement.

During 2010, Duke Energy Indiana filed petitions for its fifth and
sixth semi-annual IGCC riders. Evidentiary hearings are set for
April 24-25, 2012, respectively.

The Citizens Acticn Coalition of Indiana, Inc. (CAC}, Sierra Club,
Inc., Save the Valley, Inc., and Valley Watch, Inc. filed motions for
two subdocket proceedings alleging improper circumstances, undue
influence, fraud, concealment and gross mismanagement, and a
request for field hearing in this proceeding. Duke Energy Indiana
opposed the requests. On February 25, 2011, the IURC issued an
order which denied the request for a subdocket to investigate the
allegations of improper communications and undue influence at this
time, finding there were other agencies better suited for such
investigation. The IURC also found that allegations of fraud,
concealment and gross mismanagement related to the IGCC project
should be heard in a Phase Ii proceeding of the cost estimate
subdacket and set evidentiary hearings on both Phase | (cost
estimate increase) and Phase || beginning in August 2011, After
procedural delays, hearings for Phase | began on October 26, 2011
and for Phase Il hearings begin on November 21, 2011.

On March 1C, 2011, Duke Energy Indiana filed testimony with
the IURC proposing a framework designed to mitigate customer rate
impacts associated with the Edwardsport IGCC project. Duke Energy
Indiana’s filing proposed a cap on the project’s construction costs,
(excluding financing costs), which ¢an be recovered through rates at
$2.72 billion. It also proposed rate-related adjustments that will lower
the overall customer rate increase refated to the project from an
average of 19% to approximately 16%. The propesal is subject to the
approval of the IURC in the Phase | hearings.

On June 27, 2011, Duke Energy Indiana filed testimony with
the IURC in connection with its seventh semi-annual rider request
which included an update on the current cost forecast of the
Ecwardsport \GCC project. The updated forecast excluding AFUDC
increased from $2,72 billion to $2.82 billion, not including any
contingency for unexpected start-up events. On June 30, 2011, the
OUCC and intervenors filed testimony in Phase | recommending that
Duke Energy Indiana be disaliowed cost recovery of any of the
additiona! cost estimate increase above the previously approved cost
estimate of $2.35 billion. Duke Energy Indiana filed rebuttal
testimony on August 3, 2011. On November 30, 2011, Duke
Energy Indiana filed a petition with the IURC in connection with its
eight semi-annual rider request for the Edwardsport project.
Evidentiary hearings for the seventh and eighth semi-annual rider
requests are scheduled for August 6 and August 7, 2012,

In the subdocket proceeding on July 14, 2011, the QUCC and
certain intervenors filed testirmony in Phase |l alleging that Duke
Energy Indiana concealed information and grossly mismanaged the
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project, and therefore Duke Energy Indiana should only be permitted
to recover frem custerners $1.985 billion, the originat IGCC project
cost estimate approved by the IURC. Other intervenors recommended
that Duke Energy Indiana not be able to rely on any cost recovery
granted under the CPCN cr the first cost increase order. Duke Energy
Indiana believes it has diligently and prudently managed the project.
On September 9, 2011, Duke Energy defended against the
allegations in its responsive testimony. The QUCC and intervenors
filed their final rebuttal testimony in Phase 1} on or before October 7,
2011, making similar claims of fraud, concealment and gross
mismanagement and recommending the same cutcome of limiting
Duke Energy Indiana's recovery to the $1.985 billion initial cost
estimate. Additionally, the CAC parties recommended that recovery
be imited to the costs incurred on the IGCC project as of

November 30, 2009 {Duke Energy Indiana estimates it had
committed costs of $1.6 billion), with further IURC proceedings to be
held to determine the financial consegquences of this
recommendation,

On October 19, 2011, Duke Energy revised its project cost
estimate from approximately $2.82 billion, excluding financing costs,
to approximately $2.98 billien, excluding financing costs, The revised
estimate reflects additional cest pressures resutting from quantity
increase and the resulting impact on the scope, productivity and
schedule of the IGCC project. Duke Energy Indiana previously
proposed to the IURC a cost cap of approximately $2.72 hiflion, plus
the actual AFUDC that accrues on that amount. As a result, Duke
Energy Indiana recorded a pre-tax impairment charge of
approximately $222 miilion in the third quarter of 2011 related to
costs expected to be incurred above the cost cap. This charge is in
addition to a pre-tax impairment charge of approximately $44 million
recorded in the third quarter of 2010 as discussed above. The cost
cap, if approved by the [URC, fimits the amount of project
construction costs that may be incorporated into customer rates in
Indiana. As a result of the proposed cost cap, recovery of these cost
increases is not considered probable, Additional updates to the cost
estimate could occur through the completion of tha plant in 2012.

Phase | and Phase |f hearings concluded on January 24, 2012.

Final orders from the IURC on Phase | and Phase Il of the subdocket
and the pending IGCC Rider proceedings are expected nc socner
than the end of the third quarter 2012.

Duke Energy is unable to predict the ultimate cutcome of these
praceedings, in the event the IURC diszllows a portion of the plant
costs, including financing costs, or if cost estimates for the plant
increase, additional charges to expense, which could be material,
could occur.

The Edwardsport IGCC facility is approximately 97% complete
as of December 31, 2011 and is expected to be completed and
placed in service in 2012.
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Duke Energy Indiana Carbon Sequestration.

Duke Energy Indiana filed a petition with the IURC requesting
approval of its plans for studying carbon storage, sequestration and/or
enhanced oil recovery for the carbon dioxide (CO,) from the
Edwardsport IGCC facility on March 6, 2009. Cn July 7, 2009,
Duke Energy Indiana filed its case-in-chief testimony requesting
approval for cost recovery of a $121 million site assessment and
characterization plan for CO, sequestration options including deep
saline sequestration, depleted oil and gas sequestration and
enhanced oil recovery for the CQ, from the Edwardsport IGCC facility.
The QUCC filed testimony supportive of the continuing study cf
carbon storage, but recommended that Duke Energy Indiana break its
plan intc phases, recommending approvat of only $33 miltion in
expenditures at this time and deferral of expenditures rather than cost
recovery through a tracking mechanism as proposed by Duke Energy
Indiana. The CAC, an intervenor, recommended against approval of
the carbon storage plan stating customers should not be required to
pay for research and development costs. Duke Energy Indiana's
rebuttal testimony was fited October 30, 2009, wherein it amended
its request to seek deferral of $42 million to cover the carbon storage
site assessment and characterization activities scheduled to occur
through the end of 2010, with further required study expenditures
subject to future IURC proceedings. An evidentiary hearing was held
on November S, 2008S.

See Note 4 1o the Consolidated Financial Statemenits,
“Regulatory Matters,” for further discussion on the above in-process
or potential construction prejects.

Duke Energy Generating Facility Retirements.

Duke Energy Carolinas, Duke Energy Indiana, Duke Energy
Ohic and Duke Energy Kentucky each periodically file Integrated
Resource Plans (IRP) with their state regulatory commissions. The
IRPs provide a view of forecasted energy needs over a long term
(15-20 years), and options being considered to meet those needs.
The IRP's filed by Duke Energy Carolinas, Duke Energy Indiana,
Duke Energy Ohic and Duke Energy Kentucky in 2011 and 2010
included planning assumptions to potentially retire, by 2015, certain
coalfired generating facilities in North Carolina, Scuth Caroling,
Indiana, Ohio and Kentucky that do not have the requisite emissicn
control equipment, primarity to meet EPA regulations that are not yet
effective. These facilities total approximately 3,300 MW at eight sites
(Dan River, Riverbend, Lee, Buck units 5 and 6, Wabash River,
Gallagher, Beckjord and Miami Fort unit 6. Duke Energy continues
to evaluate the potential need to retire these coal-fired generating
facilities earlier than the current estimated useful lives, and plans to
seek regulatory recovery for amounts that would not be otherwise
recovered when any assets are refired.
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Fuel Supply

USFE&QG relies principally on coal and nuclear fuel for its generation of electric energy. The foliowing table lists USFE&G's sources of power

and fuel costs for the three years ended December 31, 2011.

Generation by Source Cost of Delivered Fuel per Net

{Percent) Kitowatt-hour Generated (Cents)

20119 2010@ 2009 20119 20109 2009

Coal® 60.0 6l.5 596 3.17 3.04 2.88

Nuciear 376 36.3 385 0.55 0.52 0.48

Oil and gas® 1.4 09 0.4 5.89 6.77 171

All fuels (cost-based on weighted average)® 99.0 98.7 88.5 2.21 215 1.96
Hydroelectricte 1.0 1.3 1.5
100.0 100.0 100.0

(a)

Station.
b
ic)
td)

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 meet coal requirements not met by long-term
contracts. Expiration dates for its long-term contracts, which have
various price adiustment provisions and market re-openers, range
from 2012 to 2014 for the Carolinas and 2012 to 2016 for the
Midwest, USFE&G expects 1o renew these contracts or enter inte
similar contracts with other suppliers for the guantities 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
regulated Midwest entities is primarily produced in Indiana, lllinois,
and Kentucky. USFE&G has an adequate supply of coal under
contract t¢ fuel its projected 2012 operations and a significant pertion
of supply to fuel its projected 2013 operations. Ceal inventory levels
have increased during the past year due to the impact of mild
weather and the economy o retaii load and low natural gas prices
which are resulting in higher combined cycle gas-fired generation. If
these factors continue for an extended period of time, USFE&G could
have excess levels of coal inventory or incur incremental purchased
power or other costs.

The current average sulfur content of coat purchased by
USFE&G for the Carolinas is between 1% and 2%; while the
Micwest is between 2% and 3%. USFERG's scrubbers, in
combination with the use of sulfur dicxide {S0.,) emission
allowances, enable USFE&G to satisfy current SO, emission
limitations for existing facilities in the Carolinas and Midwest.

Gas.

USFEAG is responsible for the purchase and the subsequent
delivery of natural gas to native load customers in its Ohio and
Kentucky service territories. USFE&G's natural gas procurement
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Statistics related to coal generation and all fueis reflect USFE&G's 69% ownership interest in the East Bend Steam Staton and 50.05% ownership interést in Unit 5 of the Gibson Steam

Cost statistics include amounts for light-off fuel at USFE&G's coal-fired stations and combined cycle {gas only).
Generating figures are et of output reguired to replenish pumped storage facilities during off-peak periods
In addition, Duke Energy Carolinas produced approxmately 6,000 megawatt-hours (MWh) in solar generation for 2011 and 2010; no fuel costs are attributed to this generation,

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 Cctober) through a
combination of firm supply and transportation capacity along with
spot supply and interruptible transportation capacity. This strategy
allows USFE&G to assure reliable netural gas supply for its high
priority (non-curtailable) firm customers during peak winter conditions
and provides USFE&G the flexibility to reduce its contract
commitments if firm customers choose alternate gas suppliers under
USFE&G customer choice/gas transportation programs. In 2C11, 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, whichis a
continuous supply to meet normal demand requirements, and (ii.)
swing load, which is gas availabie on a daily basis tc accommodate
changes in demand due primarily to changing weather conditions.

USFE&G also owns two underground caverns with a total
storage capacity of 16 million gallons of liquid propane. In addition,
USFE&G has access to 5.5 million gallons of liguid 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 Chio 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-arfange percéntages of seasonal gas
requirements for Duke Energy Ohio and Duke Energy
Kentucky. Duke Energy Chic and Duke Energy Kentucky use
primarily fixed-price forward contracts and contracts with a ceiling
and floor on the price. As of December 31, 2011, Duke Energy Ohio
and Duke Energy Kentucky, combined, had locked in pricing for
19% of their winter 2012/2013 system load reguirements,

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.
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The natural gas procurement strategy is to contract with one ar
several suppliers who buy spot market natural gas supplies afong
with firm or interruptible interstate pipeline fransportation capacity for
deliveries to the sites. This strategy aliows for competitive pricing,
flexibility of delivery, and reliable natural gas supplies tc each of the
natural gas plants. In addition, Duke Energy Carclinas entered into a
20 year contract for firm capacity to serve a portion of the Buck and
Dan River facilities. Many of the natural gas plants can be served by
several supply zenes and multiple pipelines.

Nuclear.

The industrial processes for producing ruclear generating fuel
generally invelve the mining and milling of uranium ore to produce
uranium concentrates, the services to convert uranium concentrates
to uranium hexafivoride, the services to enrich the uranium
hexaflucride, 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 services
and enrichment services are primarily met through a diversified
portfolio of long-term supply contracts, The contracts are diversified
by supplier, country of origin and pricing. Duke Energy Carclinas
staggers its contracting so that its portfolio of long-term contracts
covers the majority of its fuel requirements at Oconee, McGuire and
Catawha in the near-term and decreasing portions of its fuel
requirements over time thereafter. Near-term reguirements not met by
long-term supply contracts have been and are expected to be fulfilled
with spot market purchases. Due to the technical complexities of
changing suppliers of fuel fabrication services, Duke Energy Carolinas
generally sources these services to a single domastic supplier on a
plant-by-plant basis using multi-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 Oconee, McGuire and Catawba Nuclear Stations
through at least 2013 and cover fabrication services requirements for
these plants through at least 2018, For subsequent years, a portion
of the fuel requirements at Oconee, McGuire and Catawba are
covered by long-term contracts. For future requirements not already
covered under long-term contracts, Duke Energy Carclinas believes it
wili be able to renew contracts as they expire, or enter into similar
contractual arrangements with other suppliers of nuclear fuel
materials and services,

Energy Efficiency.

Several factors have led to increased focus on energy efficiency,
including environmental constraints, increasing costs of generating
plants and legislative mandates regarding building codes and
appliance efficiencies. As a result of these factors, Duke Energy has
developed various programs designed to promote the efficient use of
electricity by its custorners. These programs and associated
compensation mechanisms have baen filed with various state
commissions over the past several years.
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in February 2009, the NCUC approved Duke Energy Carolinas'
energy efficiency programs and authorized Duke Energy Carglinas to
implement its rate rider pending approval of a fina! compensation
mechanism by the NCUC. Duke Enargy Carolinas began offering
energy conservation programs to North Carolina retail customers and
billing a conservation-program only rider on June 1, 2009, In
October 2009, Duke Energy Carclinas also began offering demand
response programs in North Carolina. In December 2009, the NCUC
approved the save-a-watt compensation mechanism and, effective
January 1, 2010, Duke Energy Carolinas began biliing a rate rider
reflecting both conservation and demand response programs, Since
that time, additional programs have been filed by Duke Energy
Caralinas and approved hy the NCUC for delivery under the
save-a-watt mechanism, The save-a-watt programs and
compensation appreach in North Carolina are approved through
December 31, 2013.

Duke Energy Carolinas began offering demand response and
conservaticn programs to Scuth Carelina retail customers effective
June 1, 2009. In January 2010, the PSCSC approved a save-a-watt
rider for Duke Energy Carolinas’ energy efficiency programs. Duke
Energy Carclinas began billing this rider to retail customers
February 1, 2010. Since that time, additional programs have been
filed by Duke Energy Carolings and approved by the PSCSC for
delivery under the save-a-watt mechanism. The save-g-watt
programs and compensation approach in South Carolina are
approved through December 31, 2013.

Save-a-watt was approved by the PUCO in December 2008, in
conjunction with the Electric Security Plan (ESP), and Duke Energy
Ohio began offering programs and billing a rate rider effective
January 1, 2009. Save-a-watt was approved in Ohio through
December 31, 2011. A shared-savings compensation mechanism
was filed with the PUCO on July 20, 2011, with a proposed effective
date of January 1, 2012. Approval of Duke Energy Ohio's shared-
savings mechanism is pending with the PUCO.

On September 28, 2010, Duke Energy Indiana filed a petition
for new energy efficiency programs to enable meeting the IURC's
energy efficiency mandates. Duke Energy Indiana's proposal requests
recovery of costs through a rider inciuding lost revenues and
incentives fer “core plus” energy efficiency programs and lost
revenues and cost recovery for “cora” energy efficiency programs. The
hearing cccurred in July 2011 and an order is expected in the first
quanter of 2012.

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

SmartGrid and Distributed Renewable Generation Demonstration
Project.

Duke Energy Indiara filed a petition and case-in-chief
testimeny, supporting its request to build an intelligent distribution
grid ir: Indiana. The proposal requested approval of distribution
formula rates or, in the alternative, a SmartGrid rider to recover the
return on and of the capital costs of the build-out and the recovery of
incremental operating and maintenance expenses. Duke Energy
Indiana filed supplemental testimony in January 2003 to reflect the
impacts of new favorable tax treatment on the cost/benefit analysis for
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SmartGrid. In response to issues raised by intervenors, Duke Energy
Indiana filed rebuttal testirmony agreeing to slow its deployment, and
agreeing to work with the parties collaboratively to design time
differentiated rate and energy management system pilots. During
2003, filings by intervenors and Duke Energy Indiana have been
made that address various issues related to SmartGrid. On April 16,
2010, Duke Energy Indiana filed supplemental testimony in support
of a revised SmartGrid proposal. An evidentiary hearing was held in
July 2010, The IURC issued an order on October 19, 2011,
dismissing the case, without prejudice or consideration of the merits
of the case, due to the substantial defay in adjudication. Duke Energy
will be evaluating its future plans for the demonstration of SmartGrid
technology in Indiana,

Duke Energy Ohio received approval to recover expenditures
incurred to deploy the SmanGrid infrastructure in December 2008 in
conjunction with the approval of Duke Energy Ohio's ESP filing. In
June 2009, Duke Energy Chio filed an application to establish rates
for retumn of its SmanGrid net costs incurred for gas and electric
distribution service through the end of 2008. The rider for recovering
electric SmartGrid costs was approved by the PUCO in its crder
approving the ESP. Duke Energy Ohio proposed its gas SmartGrid
rider as pant of its most recent gas distribution rate case. A Stipulation
and Recommendation was entered into by Duke Energy Ohio, Staff of
the PUCO, Kroger Company, and Ohio Partners for Affordable
Energy, which provides for a revenue increase of $4.2 millicn under
the electric rider and $590,000 under the natural gas rider. Approval
of the Stipulation and Recommendation occurred in May 2010,
Duke Energy Ohio filed its application for 2009 cost recovery in July
2010 and a Stipulation and Recommendaticn was filed on
February 14, 2011, which provides for a revenue requirement
increase of $8.7 millicn under the electric rider and $5 million under
the gas rider. The PUCQ approved the Stipulation on March 23,
2010. On June 30, 2011, Duke Energy Ohio filed its application for
2010 cost recovery. As part of the Stipulaticn and Recommendation,
Duke Energy Ohio agreed to include a mid-deployment summary and
review with its second quarter 2011 filing cutlining its expenditures,
deployment milestones, system performance levels and customer
benefits in comparison to those outlined in the original plan. The
PUCQ has also begun an audit of the program, the results of which
will be addressed in the case seeking recovery of 2010 costs,

Duke Energy Business Services was awarded a $200 millicn
SmartGrid investment grant from the DOE in October 2009. The
original grant application was based on a scaled SmanGrid
deployment in Chic and Indiana and a distribution automation pilot
in Kentucky. However, due to the regulatory activities in Indiana
described above, the project was re-scoped to include a phased-in
approach in Indiana and additional deployments in Kentucky, North
Carolina and South Carolina. The re-scoped grant was finalized with
the DCE in May 2010. Subsequent to the re-scoping of the grant, as
mentioned above, the IURC denied Duke Energy Indiana’s proposed
SmartGrid pilot without prejudice and Duke Energy Indiana is
currently evaluating its future SmanGrid plans and timing.

Renewable Energy.

Concerns of climate change and energy security, carbon
emissions and a desire to stimulate energy related to econcmic
development have resulted in rising government support of renewable
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energy legislation at both the federal and state level. For example, the
North Carolina legislation (SB 3) established a renewable energy and
energy efficiency portfolio standard (REPS) for electric utilities, and in
2008, the state of Chio also passed legislation that included
renewable energy and advanced energy targets. With the passage of
Senate Bill 221 (SB 221) in Ohio in 2008, Duke Energy Ohio is
required to secure renewable energy and include an increasing
percentage of renewables as part of its resource portfolio. The
compliance percentages are based on a three-year historical average
of its Standard Service Offer load. The requirements begin at 0.25%
of the baseline load from all renewable resources, including 0.004%
to be specifically from solar beginning in 2009, increasingto 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 Ohio. To address this legislation,
Duke Energy Chio initiated several acquisition activities focusad on
meeting the specific near-term 2009, 2010 and 2011 reguirements,
Effective December 10, 2009, the PUCC adopted a set of reporting
standards known as “Green Rules” which will regulate energy
efficiency, alternative energy generation requirements and emissicn
reporting for activities mandated by SB 221.

The Nerth Carolina REPS was enacted in 2007 as part of 58 3
and became effective January 1, 2008. SB 3 requires that renewable
energy must equal 0.02% of retall sales beginning in 2010 and
increases to 12.5% by 2021. A portion of the requirement may be
met through energy efficiency programs (less than 25% until 2020
and less than 40% thereafter). A portion may also be met through
purchases of unbundled out-of-state renewable energy credits (less
than 25%). Duke Energy Carolinas recovers the majority of costs
associated with renewable compliance through rate rider regulatory
recovery; these costs apply only to North Carolina customers. REPS
rider charges are statutorily capped in order to limit the impact of
renewable compliance costs on customers and spending beyond the
cost cap is not required.

The Indiana state legislature passed Senate Bill 251 in 2011,
establishing a Violuntary Portfolio Standard. IURC rulemaking is
underway with final rules expected mid-2012.

Duke Energy Carolinas expects to be deemed in full compliance
with these requirements in 2012, subject to NCUC order, and Duke
Energy Chio also expects 1o be in full compliance with these
requirements in 2012.

Inventory

Generation of electricity is capital-intensive. USFE&G must
maintain an adequate stock of fuel, materials and supplies in order to
ensure continucus operation of generating facilities and reliable
delivary to customers. As of December 31, 2011, the inventory
balance for USFE&G was $1,356 million. See Note 1 to the
Consolidated Financial Statements, “Summary of Significant
Accounting Policies,” for additionai information.

Nuclear Insurance and Decommissioning

Duke Energy Carolinas owns and operates the McGuire and
Oconee Nuclear Stations and cperates and has a partial cwnership
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interest in the Catawba Nuciear Station. The McGuire and the
Catawba Nuclear Stations each have two nuclear reactors and the
Oconee Nuclear Station has three. Nuclear insurance includes:
nuclear liability coverage; property, decontamination and premature
decommissioning caverage; and business interruption and/ar extra
expense coverage. The other jeint owners of the Catawba Nuclear
Station reimburse Duke Energy Carolinas for certain expenses
associated with nuclear insurance premiums per the Catawba
Nuclear Station joint owner agreerments. The Price-Anderson Act
requires Duke Energy Carolinas to provide for public nuclear liabitity
claims resulting from nuclear incidents to the maximurn total financial
protection liability, which currently is $12.6 billion. See Note 5 to the
Consolidated Financial Staterments, “Commitments and
Contingencies — Nuclear {nsurance,” for mere informaticn.

Duke Energy Carolinas has a significant future financial
commitment to dispose of spent nuclear fuel and decommission and
decontaminate the plant safely. The NCUC and the PSCSC reguire
that Duke Energy Carolinas updates its cost estimate for
decommissioning its nuclear plants every five years, the most recent
site-specific nuclear decommissioning cost studies were completed in
January 2009 and showed total estimated nuclear decommissioning
costs, including the cost to decommission plant components not
subject to radicactive contamination, of $3 billion in 2008 doflars.
This estimate includes Duke Energy Carolinas’ 19.25% ownership
interest in the Catawba Nuclear Station. The other joint owners of the
Catawba Nuclear Staticn are responsible for decemmissioning costs
related to their ownership interests in the station, The balance of the
external Nuclear Decommissioning Trust Funds (NDTF) was $2,060
million as of December 31, 2011 and $2,014 millicn as of
Decernber 31, 2010. Both the NCUC and the PSCSC have allowed
Duke Energy Carolinas to recover estimated decommissioning costs
through retail rates cver the expected remaining service periods of
Duke Energy Carolinas’ nuciear stations. Duke Energy Carolinas
believes that the decommissioning costs being recovered through
rates, when coupled with the existing fund balance and expected
fund earnings, will be sufficient to provide for the cost of future
decommissioning. See Note 9 to the Consolidated Financial
Statements, “Asset Retiremant Cbligations,” for more information.

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 their respective states. In addition, the PUCO
and the KPSC approve rates for retail gas distribution service within
thelr respective states. The stata utility commissions, except for the
PUCO, also have authority over the construction and operaticn of
USFE&G’s generating facilities. CPCN's issued by the state utility
commissions, as applicable, authorize USFE&G to construct and
cperate its electric facilties, and to sell electricity to retail and
wholesale custorners. Prior approval from the relevant state utility
commission is required for Duke Energy’s regulzated operating
companies to issue securities,
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Duke Energy Carolinas 2011 North Carolina Rate Case.

In January 2012, the NCUC approved a settlernent agreement
between Duke Energy Carolinas and the North Carclina Utilities
Public Staff (Public Staff} to limit Duke Energy Carolinas to an
average 7.2% increase in retail rates, or approximatety $309 million.
The terms of the agreement included a 10.5% return on equity and a
capital structure of 53% equity and 47 % long-term debt. Revised
rates went into effect in February 2012,

Duke Energy Carolinas 2011 South Carolina Rate Case.

In January 2012, the PSCSC approved a settlernent agreement
between Duke Energy Carolinas, the Office of Regulatory Staff (ORS),
Wal-Mart Stores East, LP, and Sam's East, Inc. The terms of the
agreement included an average 6.0% incraase in retall and
commercial revenues, or approximately $93 millien, The proposed
settlement included a 10.5% return on equity and a capital structure
of 53% equity and 47% long-term debt. Revised rates went into
effect in February 2012.

Duke Energy Carolinas 2009 North Carolina Rate Case.

In December 2009, the NCUC approved a seftlemeant
agreement between Duke Energy Carolinas and the Nerth Carolina
Public Staff. The terms of the agreement included a base rate
increase of $315 million {or 8%) phased in primarily over a two-year
periog beginning January 1, 2010. In order to mitigate the impact of
the increase on customers, the agreement provided for {i) a one-year
delay in the collection of financing costs related to the Cliffside
modemization project until January 1, 2011; and (i} the accelerated
return of certain regulatory liabilities to customers which lowered the
total impact to custormer bills to an increase of 7%. The settiement
included a 10.7% return on equity and a capital structure of 52.5%
equity and 47.5% long-term debt.

Duke Energy Carolinas 2009 South Carolina Rate Case.

In January 2010, the PSCSC approved a settlement agreement
filed by Duke Energy Carolinas, Office of Regulatory Staff (ORS), and
South Carclina Energy Users Committee (SCEUC) The terms of the
agreement included (i) a $74 million increase in base rates, (ii) an
allowed return on equity of 11% with rates set at a return 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 previously collected from customers
over three years, and another that provides for a storm reserve
pravision allowing Duke Energy Carolinas to collect $5 millicn
annuaily (Up to 8 maximum funding level of $50 million
accumulating in reserves) to be used against large storm costs in any
particular period. The new rates were effective February 1, 2010.

Duke Energy Qhio Standard Service Offer (SSO) Filing.

The PUCO appraved Duke Energy Ohig’s new ESP in November
2011. The ESP includes competitive auctions for electricity supply for
a term of January 1, 2012 through May 31, 2CG15. The ESP also
includes a provision for a non-bypassable stability charge of $110
million per year to be collected from 2012-2014 and requires Duke
Energy Ohio to transfer its generation assets to a non-regulated
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affiliata on or before December 31, 2014. Duke Energy Ohio's
USFE&G segment successfully conducted initial auctions in
December 2011 to serve SS0 customers effective January 2012,
New rates for Duke Energy Ohio went into effect for SSO customers
in January 2012.

The new ESP effectively separates the generation of electricity
from Duke Energy Ohio's retail load obligation. Duke Energy Ohio's
retail load cbligation is satisfied through competitive auctions, the
costs of which are recovered from customers. As a result, Duke
Energy Ohio now eams margin on the transmission and distribution
of electricity only and not on the cost of the underlying energy.

For more information on rate matters, see Note 4 to the
Consolidated Financial Statements, “Regulatory Matters — Rate
Related Information.”

Federal

The FERC approves USFE&G's cost-based rates for electric sales
to certain wholesale customers, as well as sales of transmission
service. Regulations of FERC and the state utility commissions govern
access to regulated electric and gas customer and other data by
non-regulated entities, and services provided between regulated and
non-regulated energy affiliates. These regulations affect the activities
of non-regulated affiliates with USFE&G.

Regional Transmission Organizations.

Duke Energy Indiana is a transmission owner in a regicnal
transmission organization (RTO) operated by the Midwest
Independent Transmission System Operator, Inc. (Midwest 1S0), a
non-profit organization which maintzins functional control over the
combined transmission systems of its members. In 2005, the
Midwest ISO began administering an energy market within its
footprint and in January 2009 it began administering an ancillary
services market. Additionally, in April 2009, the Midwest 1SO began
administering a voluntary capacity auction, and in June 2009,
instituted a tariff based capacity requirement,

The Midwest 1S3 is the provider of transmission service
reguested on the transmission facilities under its tariff, It is
respensible for the reliable operaticn of those transmission facilities
and the regional planning of new transmission facilities. The Midwest
1SO administers energy markets utilizing Locational Marginal Pricing
(i.e., the energy price for the next MW may vary throughout the
Midwest ISO market based on transmission congestion and energy
losses) as the methodology for relieving congestion on the
transmissicn facilities under its functional control.

Effective January 1, 2012, Duke Energy Ohio and Duke Energy
Kentucky became transmission owners in a RTO operated by PJM
Interconnecticn, LLC (PJM). PJM operates in a manner similar to the
Midwest SO as described above. Prior to this date, Duke Energy
Chio and Duke Energy Kentucky were transmission owners in the
Midwest 1SO.

Other

USFE&G is subject to the jurisdiction of the NRC for the design,
construction and operation of its nuclear generating facilities. In
2000, the NRC renewed the operating license for Duke Energy
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Carolinas’ three Oconee nuclear units through 2033 for Units 1 and
2 ang through 2034 for Unit 3. In 2003, the NRC renewed the
operating licenses for all units at Duke Energy Carolinas’ McGuire and
Catawba stations. The two McGuire units are licensed through 2041
and 2043, respectively, while the two Catawba units are licensed
through 2043.

All but one of USFE&G's hydroelectric generating facilities are
licensed by the FERC under Part | of the Federal Power Act. The
FERC has jurisdiction to issue new hydroelectric operating licenses
when the existing license expires. The 13 hydroelectric stations of the
Catawba-Wateree Project are in the late stages of the FERC
relicensing process. These stations continue to operate under annual
extensions of the current FERC license, which expired in 2008, until
the FERC issues a new license, which is currently projected to be
issued in late 2012. Relicensing is now underway for two
hydroelectric stations comprising the Keowee-Toxaway Project. The
current Keowee-Toxaway Praject license does not expire until 2016
and the project will continue to operate under the current license until
the new license is issued. All other hydroelectric stations are operating
under current operating licenses, including ten hydreelectric stations
(in the East Fork, West Fork, Nantahala, Bryson, Mission, Franklin,
and Markland Projects) for which new licenses were issued in 2010
through 2012. Duke Energy expects to receive new licenses for all
applicable hydroelectric facilities with the exception of the Dillshoro
Project, for which Duke Energy requested and the FERC approved
license surrender. Duke Energy Carolinas has removed the Dillsbero
Project dam and powerhouse as part of multi-preject and multi-
stakeholder agreements and Duke Energy Carolinas is continuing
with stream restoration and post-removal monitoring as requested by
FERC's license surrender order.

USFE&G is subject to the jurisdiction of the U).S. Environmenta
Protection Agency (EPA} and state and local environmental agencies.
For a discussion of environmenta! regulation, see "Environmental
Matters” in this section.

See "Other Issues” section of Management’s Discussion and
Analysis of Financial Condition and Results of Operations for a
discussion about potential Global Climate Change legisiation and other
EPA regulations under develcpment and the potential impacts such
legislation and regulation could have on Duke Energy’s cperations.

COMMERCIAL POWER

Commercial Power owns, operates and manages power plants
and engages in the wholesale marketing and procurement of electric
power, fuel and emission allowances related to these plants as well
as other contractual positions. Commercial Power's generation
operations, excluding renewable energy generation assets, consist
primarily of coalired and gas-fired non-regulated generation assets
which are dispatched into wholesale markets. These assets are
comprised of 7,550 net MW of power generation primarily located in
the Midwestern U.S. The asset portfolio has a diversified fuel mix
with base-load and mid-merit coal-fired units as well as combined
cycle and peaking natural gas-fired units. The coal-fired generaticn
assets were dedicated under the Duke Energy Ohio ESP through
December 31, 2011. As discussed in the USFE&G section above,
the new ESP effectively separates the generation of electricity from
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Duke Energy Ohio's retail load obligation as of January 1, 2012, As a
result, Duke Energy Ohic's coal-fired generation assets no longer
serve retail load customers or receive negotiated pricing under the
ESP. The generation assets began selling all of their electricity into
wholesale markets in January 2012 and going forward wili receive
wholesale energy margins and capacity revenues from PJM at rates
currently below those previously collected under the prior ESP. These
lower energy margins and capacity revenues are expected to be
partially offset by a non-bypassable stability charge collected from
Duke Energy Ohio's retail customers through 2014. Commercial
Power has fully hedged its forecasted coal-fired generation. Capacity
revenues are 100% contracted in PJM through May 2015,

For information on Commercial Power's generation facilities, see
“Commiercial Power” in Item 2, “Properties”

Commercial Power also has a retail sales subsidiary, Duke
Energy Retail Sales, LLC (Duke Energy Retail), which is certified by
the PUCO as a Competitive Retail Electric Supplier (CRES) provider in
Ohig. Duke Energy Retail serves retail electric customers in
southwest, west central and northern Chig with energy and other
energy services at competitive rates. Due to increased levels of
customer switching as a result of the competitive markets in Chio,
which is discussed further below, Duke Energy Retail has focused con
acquiring customers that had previously been served by Duke Energy
Ohio under the ESP, as well as those previously served by ather Ohio
franchised utilities.

Through Cuke Energy Generation Services, Inc. (DEGS),
Commercial Power engages in the development, construction and
operation of renewable energy projects. Currently, DEGS has a
significant pipeline of development projects and approximately 1,100
net MW of renewable generating capacity in operation as of
December 31, 2011. In addition, DEGS develcps commercial
transmission projects. DEGS also owns and operates electric
generation for large energy consumers, municipalities, utilities and
industrial facilities. DEGS currently manages approximately 3,700
MW of power generation at various sites throughout the U.S.

Rates and Regulation

Effective January 1, 2009, Commercial Power's primarily coal-
fired generation assets began operating under the Duke Energy Ohio
ESP, which expired on December 31, 2011. Prior to the ESP, these
generation assets had been contracted through the Rate Stabilization
Plan {RSP), which expired on December 31, 2008.

Prior to December 17, 2008, Commercial Power did not apply
regulatory accounting treatment to any of its cperations due to the
comprehensive electric deregulation legislation passed by the state of
Ohig in 1829. n Agril 2008, new legislation (SB 221) was passed
in Ohio and signed by the Governor of Ohio in May 2008, This law
cedified the PUCO's authority tc approve an electric utility’s Standard
Service Offer either through an ESP or a Market Rate Offer (MRO),
which is a price determined through a competitive bidding process.
In Juty 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 resulted 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, 2009,
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Despite certain portions of the Chio retail load operations not
meeting the criteria for applying regulatory accounting treatment, all
of Commercial Power's Ohio retail load operations’ rates wera subject
to approval by the PUCO through December 2011, and thus these
operations, through December 31, 2011, wese referred to here-in as
Commercial Power's regulated operations.

As discussed in the USFE&G section above, the PUCO
approved Duke Energy Ohio's new ESP in November
2011.1n November 2011, as a result of changes resuiting from the
PUCO's approval of the new ESP, Commercial Power stopped
applying regulatory accounting treatment to its Ohio operations. As of
December 31, 2011, no porticn of Commercial Power applies
regulatory accounting.

For more information on rate matters, see Note 4 to the
Consolidated Financial Statements, “Regulatery Matters — Rate
Related Information.”

Commaercial Power is subject to regulation at the federal level,
primarily from FERC, Regulations of FERC gavern access to regulated
electric customer and other data by non-regulated entities, and
setvices provided between regulated and non-regulated energy
affiliates. These regulations affect the activities of Commercial Power.

Commercial Power is subject to the jurisdiction of the EPA and
state and local environmental agencies. {For a discussion of
environmental regulation, see “Environmental Matters” in this section.)

See “Cther Issues” section of Management's Discussion and
Analysis of Financial Condition and Results of Operations for a
discussion about potential Global Climate Change legislation and the
potential impacts such legislation could have on Duke Energy's
operations,

Market Environment and Competition

Commercial Power competes for wholesale contracts for the
purchase and sale of electricity, coal, natural gas and emission
allowances. The market price of commodities and services, along
with the quality and reliability of services provided, drive competition
in the energy marketing business. Commercial Powers main
competitors include other non-regulated generators in the Midwestern
U.S., wholesale power providers, ¢oal and natural gas suppliers, and
renewable energy,

Fuel Supply

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

Coal.

Commercial Power meets its coal demand through a portfolio of
purchase supply contracts and spot agreements. Large amounts of
coal are purchased under supply contracts with mining operators
who mine both underground and at the surface. Commercial Power
uses spot-market purchases to meet coal requirements nct met by
supply contracts. Expiration dates for its supply contracts, which have
various price adjustment provisicns and market re-cpeners, range
through 2018. Commercial Power expects to renew these contracts
or enter into similar contracts with other suppliers for the quantities
and quality of coal required as existing contracts expire, though prices
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will fluctuate over time as coal markets change. The majority of
Commercial Power's coal is sourced from mines in the Northern
Appalachian and lllinois basins. Commercial Power has an adequate
supply of coal to fuel its projected 2012 operations. The majority of
Commercial Power’s coal-fired generation is equipped with flue gas
desulfurization equipment. As a result, Commercial Power is able to
satisfy the current emission limitations for SO, for existing facilities.

Gas.

Commercial Power is responsible for the purchase and the
subseguent delivery of natural gas to its gas turbine generators. [n
general Commercial Power hedges its natural gas requirements using
financial contracts. Physical gas is purchased in the spot market to
meet generation needs.

INTERNATIONAL ENERGY

Internaticnal Energy principally cperates and manages power
generation facilities and engages in sales and marketing of electric
power, natural gas, and natural gas liguids outside the U.S. It
conducts operations through Duke Energy Internaticnal, LLC (DEI}
and its affiliates and its activities principally target power generation in
Latin America. Additionally, International Energy owns a 25% interest
in National Methanc! Company (NMC), a large regional producer of
methanol and methyl tertiary butyl ether (MTBE) located in Saudi
Arabia. The investment in NMC is accounted for under the equity
method of accounting. International Energy has a 25% ownership
interest in Attiki Gas Supply S.A. (Attiki), a natural gas distributor
located in Athens, Greece, which was accounted for under the equity
method of accounting through December 31, 2008. In January
2010, the counterparty to Attiki's non-recourse debt issued a notice
of default due to Duke Energy’s failure to make a scheduled semi-
annuzl instaliment payment of principal and interest in Novernber
2009 and following Duke Energy's Decernber 2009 decision to
abandon its investment in Attiki and the related non-recourse debt. In
December 2011, Duke Energy entered into an agreement to sell its
ownership interest to an existing equity owner in a series of
transactions that will result in full discharge of its debt obligation; the
transacticn is scheduled to close in March 2012, See Note 13 to the
Consolidated Financial Statements, “Investments in Unconsolidated
Afflliates and Related Party Transactions,” for additicnal information.

International Energy's customers include retail distributors,
electric utilities, independent power producers, marketers and
industrial/commercial companies. Intemational Energy’s current
strategy is fecused on optimizing the value of its current Latin
American portfolio and expanding the portfolio through investrment in
generation opportunities in Latin America.

International Energy owns, cperates or has substantial interests
in approximately 4,600 gross MW of generation facilities. For
information on International Energy's generation facilities, see
“International Energy” in ltem 2, “Properties”

Competition and Regulation

International Energy's sales and marketing of electric power and
natural gas competes directly with other generators and marketers
serving its market areas. Competitors are country and region-specific
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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, flexiility and reliability of service.

A high percentage of international £nergy’s portfolio consists of
haseload hydroelectric generation facilities which compete with other
forms of electric generation available to International Energy's
customers and end-users, including natural gas and fuel oils.
Economic activity, conservation, legistation, governmental regulations,
weather, additional generation capacities and other factors affect the
supply and demand for electricity in the regicns served by
International Energy. International Energy's operations are subject to
both country-specific and international laws and regulations. {See
“"Environmental Matters” in this section.)

OTHER

The remainder of Duke Energy’s operations is presented as
Cther. While it is nat an operating segment, Other primarity includes
certain unallocated corporate costs, Bisen Insurance Company
Limited (Bison), Duke Energy’s wholly-owned, captive insurance
subsidiary, contributions to the Duke Energy Foundation, Duke
Energy's effective 50% interest in DukeNet Communications, LLC
{DukeNet) and related telecom businesses, and Duke Energy Trading
and Marketing, LLC (DETM), which is 40% owned by Exxon Mabil
Corporation and 60% owned by Duke Energy and management is
currently in the process of winding down.

Bison's principal activities as a captive insurance entity include
the indemnification of varicus business risks and losses, such as
property, business interruption, workers' compensation and general
liability of subsidiaries and affiliates of Duke Energy. DukeNet
develops, owns and operates a fiber optic communications network,
primarily in the southeast U.S., serving wireless, local and long-
distance communications companies, internet service providers and
cother businesses and organizations.

Regulation

The entities within Other are subject to the jurisdiction of state
and local agencies.

GEOGRAPHIC REGIONS

For a discussicn of Duke Erergy's foreign cperations see
“Management's Discussion and Analysis of Results of Operations”
and Notes 3 and 14 to the Consolidated Financial Stataments,
"Business Segments” and “Risk Management, Derivative [nstruments
and Hedging Activities,” respectively.

EMPLOYEES

On December 31, 2011, Duke Energy had 18,249 employees.
A total of 4,445 gperating and maintenance employees were
represented by unions.
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EXECUTIVE OFFICERS OF DUKE ENERGY

Stephen G. De May

49

Senior Vice President, Investor Relations and Treasurer. Mr. De May assumed the role of Treasurer in November
2007 and in Cctober 2005 Mr. De May assumed additional responsibility for investor relations. Prigy to that, he
served as Assistant Treasurer since April 2006, upon the merger of Duke Energy and Cinergy. Untii the merger of
Duke Energy and Cinergy, Mr. De May served as Vice President, Energy and Environmental Policy of Duke Energy
since February 2004.

Lynn J. Good

52

Group Executive and Chief Financial Officer. Ms. Good assurned her cusrent position in July 2009, In November
2007, Ms, Good began serving as President, Commercial Businesses. Prior to that, she served as Senior Vice
President and Treasurer since Decernber 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. Good served as Executive
Vice President and Chief Financial Officer of Cinergy from August 2005 and Vice President, Financa and Controller of
Cinergy from November 2003 to August 2005,

Dhiaa M. Jamil

55

Group Executive, Chief Generation Officer and Chief Nuclear Officer. Mr. Jamil assumed his position as Chief
Generation Officer in July 2009 and his position as Chief Nuclear Officer in February 2008, Prior to that he served
as Senior Vice President, Nuclear Support, Duke Energy Carclinas, LLC since January 2007; and ptior 1o that he
served as Vice President, Catawba Nuclear Statien, since July 2003,

Marc E. Manly

59

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

James E. Rogers

64

Chairman, President and Chief Executive Officer. Mr. Rogers assumad the role of Chief Executive Qfficer and
President in Aprit 2006, upan the merger of Duke Energy and Cinergy and assumed the role of Chairman on
January 2, 2007. Until the merger of Duke Energy and Cinergy, Mr. Rogers served as Chairman of the Board of
Cinergy since 2000 and as Chief Executive Officer of Cinergy since 1995.

B. Keith Trent

52

Group Executive and President, Commercial Businesses. Mr. Trent assumed his current position iny July 2009.
Prior to that he served as Group Executive and Chief Strategy, Policy and Regutatory Officer since May 2007. Prior to
that he served as Group Executive and Chief Strategy and Policy Officer since October 2006 and prior to that he
served as Group Executive and Chief Development Cfficer since April 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 ang Secretary of Duke Energy since March 20C5. Prior to that he served as General Counsel, Litigation of
Duke Energy from May 2002 to March 2005.

Jennifer L. Weber

45

Group Executive of Human Resources and Corporate Relations, Ms. Weber assumed her current position in
January 2011, Prior to that she served as Senior Vice President and Chief Human Resources Officer since Novermnber
2008. Prior to that she served as Senior Vice President of Human Resources at Scripps Networks Interactive from
2005 to 2008.

Steven K. Young

53

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

Executive officers serve until their successors are duly elected.

There are no family relationships between any of the executive officers, nor any arrangement or understanding between any executive
officer and any other person invelved in officer selection.
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GENERAL

Duke Energy Subsidiary Registrant Overview.

Duke Energy Carolinas.

Duke Energy Carolinas generates, transmits, distributes and sells
electricity in central and western North Carolina and western Scuth
Carclina. Duke Energy Carolinas is subject to the regulatory provisions
of the NCUC, the PSCSC, the NRC and FERC. Duke Energy Carolinas
operates one reportable business segment, Franchised Electric, which
generates, transmits, distributes and sells electricity. Substantially all
of Franchised Electric operations are regulated and qualify for
regulatory accounting treatment. For additional information regarding
this business segment, including financial informaticn, see Note 3 to
the Consalidated Financia! Statements, “Business Segments.”

Duke Energy Carolinas’ service area covers 24,000 square
miles with an estimated population ¢f 6.8 million ang supplies
electric service to 2.4 million residential, commercial and industria!l
customers. See ltem 2. "Properties” for further discussion of Duke
Energy Carolinas' generating facilities, transmission and distribution.

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

Duke Energy Ohio.

Duke Energy Ohio is a whotly-owned subsidiary of Cinergy,
which is a wholly-owned subsidiary of Duke Energy. Duke Energy
Ohio is a combinaticn efectric and gas public utility that provides
service in southwestern Chio and northern Kentucky through its
whoily-owned subsidiary Duke Energy Kentucky, as well as electric
generation in parts of Ghia, lllingis, Indiana and Pennsylvania. Duke
Energy Chio's principal lines of business include generation,
transmission and distribution of electricity, the sale of and/er
transportation of natural gas, and energy marketing. Duke Energy
Kentucky's principal lines of business include generation,
transmission and distribution of electricity, as well as the sale of and/
or transportation of natural gas. References herein to Duke Energy
Ohio include Duke Energy Ohio and its subsidiaries. Duke Energy
Ohio is subject to the regulatory previsions of the PUCO, the KPSC
and FERC.

Duke Energy Ohio Business Segments. At December 31,
2011, Duke Energy Ohio operated two business segments, both of
which are considered reportable segments under the applicable
accounting rules: Franchised Electric and Gas and Commercial
Power. For additional information on each of these business
segments, including financial information, see Note 3 to the
Consolidated Financial Statements, “Business Segments.”

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

Franchised Electric and Gas. Franchised Electric and Gas
consists of Duke Energy Ohio's regulated electric and gas
transmission and distribution systems iocated in Ohio and Kentucky,
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including its regulated electric generation in Kentucky. Franchised
Electric and Gas plans, constructs, cperates and maintains Duke
Energy Chic's transmission and distribution systems, which generate,
transmit and distribute electric energy to consumers in southwestern
Ohio and northern Kentucky. Franchised Electric and Gas also
transports and sells natural gas in southwestern Chio and northern
Kentucky. Substantialty all of Franchised Electric and Gas' operations
are regulated and, accordingly, these operations cualify for regulatory
accounting treatment.

Duke Energy Ohio's Franchised Electric and Gas service area
covers 3,000 square miles with an estimated population of
2.1 millien and supplies electric service to 830,000 residential,
commercial and industrial customers and provides regulated
transmissicn and distribution services for natural gas to 500,000
customers. See Item 2. “Properties” for further discussicn of Duke
Energy Ohio's Franchised Electric and Gas generating facilities.

Comrmercial Power. Commercial Power owns, operates and
manages power plants and engages in the wholesale marketing and
procurement of electric power, fuel and emission allowances related
to these plants, as well as other contractual pesitions. Commercial
Power’s generation operations consists of primarily coal-fired
gengration assets located in Ohio which were dedicated under the
Duke Energy Ohio ESP through December 31, 2011 and are
dispatched into wholesale markets effective January 1, 2012 and
gas-fired non-regulated generation assets which are dispatched into
wholesale markets. These assets are comprised of 7,550 net MW of
power generation primarily located in the Midwestern U.S. The asset
portfolio has a diversified fuel mix with base-load and mid-merit coal-
fired units as well as combined cycle and peaking natural gas-fired
units. Duke Energy Ohic’s Commercial Power reportable operating
segment does not include the operations of DEGS or Duke Energy
Retail, which is included in the Commercial Power reportable
operating segment at Duke Energy. See Item 2. "Properties” for
further discussion of Duke Energy Ohio's Commercial Power
generating facilities.

The PUCC approved Duke Energy Ohio's new ESP in November
2011. The ESP includes competitive auctions for ejectricity supply for
aterm of January 1, 2012 through May 31, 2015, The ESP also
includes a provision for a non-bypassable stability charge of $110
million per year to be collected from 2012-2014 and requires Duke
Energy Chio to transfer its generation assets to a non-regulated
affifiate on or before December 31, 2014. The FE&G portion of Duke
Energy Ohio's business successfully conducted initial auctions in
December 2011 to serve SSO customers effective January 2012.
New rates for Duke Energy Ohio went into effect for SSO custormers
in January 2012.

See Note 4 1o the Consolidated Financial Statements,
“Regulatory Matters,” for further discussion related to the ESP.

Through December 31, 2011, Duke Energy Chic's primarily
coal-fired assets, as excess capacity allows, also generate revenues
through sales outside the ESP load customer basg, and such revenue
is termed whelesale. In 2011 and 2010 Duke £nergy Ohio eamned
approximately 24% and 13%, respectively, of its consolidated
operating revenues from PJM. These revenues relate to the sale of
capacity and electricity frem the gas-fired non-regulated generation
assets. In 2009 no single counterparty contributed 10% or more of
consolidated operating revenue.
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Other. The remainder of Duke Energy Ohio's operations is
presented as Other. Although it is not considered a business segment,
Cther primarily consists of certain governance costs allocated by its
ultimate parent, Duke Energy.

Duke Energy Indiana,

Cuke Erergy Indiana, an indiana corporation organized in
1942, is a wholly-owned subsidiary of Cinergy. Duke Energy Indiana
generates, transmits and distributes electricity in central, north
central, and southem Indiana. Duke Energy Indiana is subject to the
regulatary provisions of the IURC and FERC. Duke Energy Indiana
operates one reportable business segment, Franchised Electric, which
generates, transmits, distributes and sells electricity. The substantial
majority of Duke Energy Indiana's cperations are regulated and
qualify for regulatory accounting treatment. For additional information
regarding this business segment, including financial information, see
Note 3 te the Consolidated Financial Statements, “Business
Segments.”

Duke Energy Indiana’s service area covers 23,000 square miles
with an estimated poputation of 3.0 million. Duke Energy Indiana
supplies electric service to 790,000 residential, cormmercial and
industrial customers, See item 2. “Properties” for further discussion of
Duke Energy Indiana's generating facilities, ransmission and
distribution.

The remainder of Duke Energy Indiana’s operations is presented
as Other. Although it is not considered a business segment, Cther
primarily includes certain governance 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 to air and water quality,
hazardous and solid waste disposal and other environmental matters.
Duke Energy is also subject to international laws and regulations with
regard to air and water quality, hazardous and solid waste disposal
and other environmental matters. Environmental laws and regulations
affecting the Duke Energy Registrants include, but are not limited to:

= The Clean Air Act (CAA), as well a5 state laws and regulations
impacting air emissions, including State Implementation Plans
related to existing and new naticnal ambient air quality
standards for ozone and particulate matter. Owners and/or
operators of air emission sources are responsible for obtaining
permits and for annual compliance and reporting.
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» The Clean Water Act which requires permits for facilities that
discharge wastewaters into the environment.

* The Comprehensive Environmental Response, Compensation
and Liabiity Act, which can require any individual or entity
that currently owns or in the past may have cwned or
operated a disposal site, as well as transporters or generators
of hazardous substances sent to a disposal site, to share in
remediation costs.

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

*» The National Environmental Policy Act, which requires federal
agencies to consider potential environmental impacts in their
decisions, including siting approvals.

See “Other Issues” section of Management's Discussion and
Analysis of Financial Condition and Results of Operations for a
discussion about potentiat Global Climate Change legislation and the
potential impacts such legislation could have on the Duke Energy
Registrants’ operations. Additionally, other recently passed and
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 and when
such faws and regulations become effective, the Duke Energy
Registrants will seek appropriate regulatory recovery of costs to
comply within its regulated operations.

For more information on environmental matters involving the
Duke Energy Registrants, including possible liability and capital costs,
see Notes 4 and 5 1o the Consolidated Financial Statements,
“Regulatory Matters,” and “Commitments and Contingencies—
Environmental,” respectively, Except to the extent discussed in Note 4
to the Consolidated Financial Statements, “Regulatory Matters,” and
Note 5 to the Consolidated Financial Staternents, "Commitments and
Contingencies,” compliance with current international, federal, state
and lccal provisions regulating the discharge of materials into the
environment, or otherwise protecting the environment, is incorporated
into the routine cost structure of our various business segments and is
not expected to have a material adverse effect on the competitive
position, consolidated results of cperations, cash flows or financial
position of the Duke Energy Registrants.
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ITEM 1A. RISK FACTORS.

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

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

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

If legislative and regulatory structures were to evolve in such a
way that the Duke Energy Registrants’ exclusive rights to serve their
franchised custcmers were eroded, the Ouke Energy Registrants’
future earnings could be negativaly impacted.

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

The Duke Energy Registrants are subject to regulation by FERC,
the NRC and various other federal agencies. Regulation affects almost
every aspect of the Duke Energy Registrants’ businesses, including,
among other things, the Duke Energy Registrants’ ability to: take
fundamental business management actions; determire the terms and
rates of the Duke Energy Registrants’ transmission and distribution
businesses’ services; make acquisitions; issue equity or debt
securities; engage in transactions between the Duke Energy
Registrants' utilities and other subsidiaries and affiliates; and the
ability of the operating subsidiaries to pay dividends to the Duke
Ererpy Registrants. Changes to these regulations are ongging, and
the Duke Energy Registrants cannot predict the future course of
changes in this regulatory environment or the ultimate effect that this
changing regulatory environment will have on the Duke Energy
Registrants’ business. However, changes in regulation {including
re-regulating previously deregulated markets) can cause delays in or
affect business planning and transactions and can substantially
increase the Duke Energy Registrants’ costs.
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The Duke Energy Registrants must meet credit quality standards
and there is no assurance that they and their rated subsidiaries
will maintain investment grade credit ratings. If the Duke Energy
Registrants or their rated subsidiaries are unable to maintain an
investment grade credit rating, the Duke Energy Registrants would
be required under credit agreements fo provide collateral in the
form of letters of credit or cash, which may materially adversely
affect the Duke Energy Registrants’ liquidity.

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

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

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

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

Duke Energy's business is financed {0 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 assets. Accordingly, Duke Energy relies on access to both
short-term money markets and longer-term capital markets as a
source of liquidity for capital requirerments not satisfied by the cash
flow from Duke Energy's cperations and to fund investments
originally financed through debt instruments with disparate
maturities. If Duke Energy is not able to access capital at competitive
rates or at &ll, Duke Energy’s ability to finance its operations and
implement its strategy and business plan as scheduled could be
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adversely affected. An inability to access capital may limit Duke
Energy’s ability to pursue improvements or acquisitions that Duke
Energy may otherwise 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
mare financial markets. Such disruptions could include: economic
downturns; the hankruptcy 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 companies; or tha overall health of the energy
industry. The availability of credit under Duke Energy’s revalving
credit facilities depends upon the ability of the banks providing
commitments under such facilities to provide funds when their
obligations to do so arise. Systematic risk of the banking system and
the financial markets could prevent & bank from meeting its
obligations under the facility.

Duke Energy maintains revolving credit facilities to provide
hack-up for commercial paper programs and/or letters of credit at
various entities. These facilities typically include horrowing sublimits
for certain subsigiaries and financial covenants which limit the
amount of dabt that can be outstanding as a percentage of the total
capita! for the specific entity. Failure to maintain these covenants at a
particuiar entity could preclude Duke Energy from issuing commercial
paper or Duke Energy and the particular entity 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-term capital markets to finance the Subsidiary
Registrants’ capital requirements and support their liquidity needs,
and the Subsidiary Registrants’ access to those markets can be
adversely affected by a number of conditions, many of which are
beyond the Subsidiary Registrants control,

The Subsidiary Registrants’ businesses are financed 1o & large
degree through debt and the maturity and repayment profile of debt
used to finance investments often does not correlate to cash flows
from the Subsidiary Registrants' assets. Accordingly, the Subsidiary
Registrants rely on access to short-term borrowings via Duke Energy’s
money pool arrangement and financings from longer-term capital
markets as a source of liguidity for capital requirements not satisfied
by the cash flow from its operations and to fund investments
originally financed through debt instruments with disparate
maturities. If the Subsidiary Registrants are nct able to access capital
at competitive rates or the Subsidiary Registrants cannot obtain short-
term borrowings via the money pool arrangement, their ability to
finance their operations and implement their strategy could be
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 downturns; the bankruptcy of an unrelated energy
company; capital market conditions generally; market prices for
electricity and gas; terrcrist attacks or threatened attacks on the
Subsidiary Registrants' facilities or unrelated energy companies; or the
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overall health of the energy industry. Restrictions on the Subsidiary
Registrants’ ability to access financial markets may also affect its
ability to execute its business plan as scheduled. An inability to
access capital may limit the Subsidiary Registrants' ability to pursue
impravements or acquisitions that it may otherwise rely on fer future
growth. The availability of credit under Duke Energy’s revolving credit
facilities depends upon the ability of the banks praviding
commitments under such facilities to provide funds when their
obligaticns to do so arise. Systematic risk of the banking system and
the financial markets could prevent a bank from meeting its
obligations under the facility agreement.

The Subsidiary Registrants’ ultimate parent, Duke Energy,
maintains revolving credit facilities to provide back-up for commercial
paper programs and/or letters of credit at various entities. These
facilities typically include barrowing sublimits for cerain subsidiaries
and financial covenants which limit the amount of dett that can be
outstanding as a percentage of the total capital for the specific entity.
Failure to maintain these covenants at either Duke Energy or the
Subsidiary Registrants could preclude Duke Energy or the Subsidiary
Registrants from issuing letters of credit or borrowing under the
revolving credit facility.

The Duke Energy Registrants are exposed to credit risk of the
customers and counterparties with whom the Duke Energy
Registrants do business.

Adverse economic conditions affecting, or financial difficulties of,
customers and counterparties with whom the Duke Energy
Registrants do business could impair the ability of these customers
and counterparties to pay for the Duke Energy Registrants’ services or
fulfill their contractual obligations, including loss recovery payments
under insurance contracts, or cause them to delay such payments or
obligations. The Duke Energy Registrants depend on these customers
and counterparties to remit payments on a timely basis. Any delay or
default in payment could adversely affect the Duke Energy
Registrants’ cash flows, financial position or results of operations.

The Duke Energy Registrants are subject to numerous
environmental laws and regulations that require significant capital
expenditures that can increase the Duke Energy Registrants’ cost
of operations, and which may impact or limit the Duke Energy
Registrants’ business plans, 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 U.S.), water quality, wastewater discharges, solid
waste and hazardous waste. These laws and regulations can result in
increased capital, operating, and other costs. These laws and
regulations generally require the Duke Energy Registrants o obtain and
cemply with a wide variety of environmental licenses, permits,
inspections and other approvals. Cormpliance with environmental laws
and regulations can require significant expenditures, including
expenditures for cleanup costs and damages arising from eontaminated
properties, and failure to comply with environmentas regulations may
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result in the imposition of fines, penalties 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 expensive. As a result, the Duke Energy Registrants
may be required to shut down or alter the operation of their facilities,
which may cause the Duke Energy Registrants to incur losses. Further,
the Duke Energy Registrants' regulatory rate structure and the Duke
Energy Registrants’ contracts with custormers may not necessarily allow
the Duke Energy Registrants to recover capital costs the Duke Energy
Registrants incur to comply with new environmental regulations. Also,
the Duke Energy Registrants may not be able to obtain or maintain
frem time to time all required environmental regulatory approvals for the
Duke Energy Registrants’ operating assets or development projects. If
there is a delay in obtaining any required environmental regulatory
approvals, if the Duke Energy Registrants fail to obtain and comply with
them or if environmental laws or regulaticns change and become mare
stringent, then the operation of the Duke Energy Registrants' facilities or
the development of new facilities could be prevented, delayed or
become subject to additicnal costs. Although it is not expected that the
costs of complying with current environmental regulations will have a
material adverse effect on the Duke Energy Registrants’ financial
pesition, results of operations or cash flows, no assurance can be made
that the costs of complying with environmental regulations in the future
will not have such an effect.

The EPA has proposed new federal regulations governing the
management of coal combustion by-products, including fly ash.
These regulations may require the Ouke Energy Registrants to make
additional capital expenditures and increase the Duke Energy
Registrants' cperating and maintenance costs.

Additionally, other potential new environmental regulaticns,
limiting the use cf coal acquired from mountaintop remaoval and
imposing additional requirements on water discharges associated with
mountaintop removal, could require the Duke Energy Registrants to
increase costs of fuel and make additional related capital expenditures.
In addition, the Duke Energy Registrants are generally responsible for
on-site liabilities, and in some cases off-site Yiabilities, associated with
the environmental condition of the Duke Energy Registrants’ power
generation facilities and natural gas assets which the Duke Energy
Registrants have acquired or developed, regardless of when the
liabilities arose and whether they are known or unknown. In connection
with some acquisitions and sales of assets, the Duke Energy
Regisirants may obtain, or be required to provide, indemnificaticn
against some environmental lizhilities. if the Duke Energy Registrants
incur a material liability, or the other party to a transaction fails to meet
its indemnification cbligations to the Duke Energy Registrants, the Duke
Energy Registrants could suffer material losses.

The Duke Energy Registrants are involved in numerous legal
proceedings, 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 numercus legal
praceedings, including claims for damages for bodily injuries alleged
to have arisen prior to 1985 from the exposure to or use of asbestos
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at electric generation plants of Duke Energy Carolinas. Litigation is
subject to many uncertainties and the Duke Energy Registrants
cannot predict the outcome of individual matters with assurance. W is
reasonably possibte that the final resolution of some of the matters in
which the Duke Energy Registrants are involved could require the
Duke Energy Registrants to make additional expenditures, in excess
of established reserves, over an extended pericd 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 reguuire the
Duke Energy Registrants to change the Duke Energy Registrants’
business practices and procedures, which could alsa have a material
effect on the Duke Energy Registrants’ financial position, results of
operations or cash flows.

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 downturns or sluggishness in the econemy gererally
affect the markets in which the Duke Energy Registrants cperate and
negatively influence the Duke Energy Registrants’ energy operations.
Declines in demand for energy as a result of economic downturns in
the Duke Energy Registrants' franchised electric service territories will
reduce overall sales and lessen the Duke Energy Registrants’ cash
flows, especially as the Duke Energy Registrants’ industrial customers
reduce preduction ang, therefore, consumption of electricity and gas.
Although the Duke Energy Registrants’ franchised electric and gas
business is subject to regulated allowable rates of return and recovery
of certain costs, such as fuel under periodic adjustment clauses,
overall declines in electricity sold as a result of econemic downtumn or
recession could reduce revenues and cash flows, thus diminishing
results of operations, Additionally, prolonged economic downturns
that negatively impact the Duke Energy Registrants’ results of
agperations and cash fiows could result in future material impairment
charges being recorded to write-down the carrying value of certain
assets, including goodwill, to their respective fair values.

The Duke Energy Registrants also sell electricity into the spot
market or other competitive power markets on a contractual basis. With
respect to such transactions, the Duke Energy Registrants are not
guaranteed any rate of return on the Duke Energy Registrants' capital
investments through mandated rates, and the Duke Energy Registrants'
revenues and results of operations are likely to depend, in large par,
upon prevailing market prices in the Duke Energy Registrants’ regicnal
markets and other competitive markets, These market prices may
fluctuate substantially over relatively short periods of time and could
reduce the Duke Energy Registrants’ revenues and margins and thereby
diminish the Duke Energy Registrants' results of operations.

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

« weather conditions, including abnormally mild winter or
summer weather that cause lower energy usage for heating or
co0ling purposes, respectively, and periods of low rainfall that
decrease the Duke Energy Registrants’ ability to operate its
facilities in an economical manner:
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* supply of and demand for energy commodities;

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

= availability of competitively priced alternative energy sources,
which are preferred by scme customers over electricity
produced from coal, nuclear or gas plants, and of energy-
efficient eguipment which reduces energy demand;

= natural gas, crude oil and refined products production levels
and prices;

+ ahility to precure satisfactory levels of inventory, such as coal
and uranium;

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

* capacity and transmission service into, or cut of, the Duke
Erergy Registrants’ markets.

Caal inventory levels have increased due to mild weather, low
natural gas and power prices resulting in higher combined cycle
gas-fired generation, and the economy’s overall effect on load.
Continuaticn of these factors for an extended period of time, could
result in additional costs of managing the coal inventory such as
purchased power or other costs. If these costs are not recoverable the
Duke Energy Registrants results of operations could be negatively
impacted.

Energy conservation could negatively impact the Duke Energy
Registrants’ financial results.

Certain regulatory and legisiative bodies have introduced or are
considering requirements and/or incentives to reduce energy
consumption by certain dates. Additionally, technological advances
driven by federal laws mandating new levels of energy efficiency in
end-use electric devices or other improverments in or applications of
technology could lead to declines in per capita energy consumption.
To the extent conservation results in reduced energy demand or
significantly slows the growth in demand, the Duke Energy
Registrants’ unregulated business activities could be adversely
impacted. In the Duke Energy Registrants’ regulated operations,
conservetion could have a negative impact depending on the
regllatory treatment of the associated impacts. The Duke Energy
Registrants currently have energy efficiency riders in place to recover
the cost of energy efficiency programs in North Caroiina, South
Carolina, Ohio and Kentucky. Should the Duke Energy Registrants be
required to invest in conservation measures that result in reduced
sales from effective conservation, regulatory lag in adjusting rates for
the impact of these measures could have a negative financial impact.
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The Duke Energy Registrants’ operating results may fluctuate on a
seasonal and quarterly basis.

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

Potential terrorist activities or military or other actions, including
cyber system attacks, could adversely affect the Duke Energy
Registrants’ businesses.

The continued threat of terrcrism and the impact of retaliatory
military and other action by the U.S. 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 cannat predict at this time. In addition, future acts
of ferorism and any possibie reprisals as a consequence of action by
the J.5. and its allies could be directed against companies operating
in the L).S. or their international affiliates. Cyber systems,
infrastructure and generation facilities such as the Duke Energy
Registrants’ nuclear plants could be potential targets of terrorist
activities or harmful activities by individuals or groups. The potential
for terrorism has subjected the Duke Energy Registrants’ operations to
increased risks and could have a material adverse effect en the Duke
Energy Registrants’ businesses. In particular, the Duke Energy
Registrants may experience increased capital and operating costs to
implement increased security for its cyber systems and plants,
including its nuclear power plants under the NRC's design basis
threat requirements, such as additiona!l physical plant security,
additional security persorinel 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. In addition, the
insurance the Duke Energy Registrants are able to obtain may have
higher deductibles, higher premiums, lower coverage limits and more
restrictive policy terms.

Additional risks and uncertainties not currently known to the
Duke Energy Registrants or that the Duke Energy Registrants
currently deems to be immaterial also may materially adversely affect
the Duke Energy Registrants’ financial condition, results of cperations
or cash flows.
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Duke Energy Carolinas may incur substantial costs and liabilities
due to Duke Energy Carolinas’ ownership and operation of nuclear
generating facilities.

Duke Energy Carolinas’ 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 from 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 operations; and uncertainties with respect to the
technological and financial aspects of decommissioning nuciear
plants at the end of their licensed lives.

Duke Energy Carolinas' ownership and operation of nuclear
generation facilities requires Duke Energy Carolinas to mest licensing
and safety-related requirements imposed by the NRC. In the event of
non-compliance, the NRC may increase regulatory oversight, impose
fines, and/for shut down a unit, depending upon its assessment of the
severity of the situation. Revised security and safety requirements
promuigated by the NRC, which could 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 Carclinas to cover third-party losses. In addition, if a
serious nuclear incident were to oceur, it could have a material
adverse effect on Duke Energy Carolinas’ results of operations and
financial condition.

Duke Energy Carolinas’ ownership and operation of nuclear
generation facilities also requires Duke Energy Carolinas to maintain
funded trusts that are intended to pay for the decommissioning costs
of Duke Energy Carolinas’ nuclear power plants. Poor investment
performance of these decommissioning trusts' holdings and other
factors impacting decommissioning costs could unfavorably impact
Duke Energy Carolinas’ liquidity and results of operations as Duke
Energy Carclinas could be required to significantly increase its cash
contributions to the decommissioning trusts.

The Duke Energy Registrants’ operating resuits depend on the
successful operation of electric generating facilities and the Duke
Energy Registrants’ ability to defiver electricity to customers.

Operating the Duke Energy Registrants’ generating facilities and
delivery systems involves many risks, such as operator error and
breakdown or failure of equipment or processes, including repair and
replacement power costs; the inability to adequately manage
generation in times of extreme weather (i.e., storms, peak use
periods, droughts, etc.); faiture of information technology systems and
network infrastructure; operaticnal limitations imposed by
environmental or other regulatory requirements; inadequate or
unreliable access to transmission and distribution assets; inability to
successfully and timely execute repair, maintenance and/or refueling
outages; interruptions to the supply of fuel and other commodities
used in generation; and failure to adequately forecast system
requirement and commodity requirements. Occurrences of these

events could adversely affect the Duke Energy Registrants’ financial
condition, results of operations or cash flows.

The Duke Energy Registrants’ plans for future expansion and
modernization of the Duke Energy Registrants’ generation fleet
subject the Duke Energy Registrants' to risk of failure to
adequately execute and manage its significant construction plans,
as well as the risk of not recovering all costs or of recovering costs
in an untimely manner, which could materially impact the Duke
Energy Registrants’ results of operations, cash flows or financial
position,

The completion of the Duke Energy Registrants’ anticipated
capital investment projects in existing and new generation facilities is
subject to many construction and development risks, including, but
not limited to, risks related to financing, obtaining and complying
with terms of permits, meeting construction budgets and schedules,
and satisfying operating and environmental performance standards.
Moreover, the Duke Energy Registrants’ ability to recover all these
costs and recovenng costs in a timely manner could materially impact
the Duke Energy Registrants’ consolidated financial position, results of
operations or cash flows.

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

The Duke Energy Registrants’ depend on transmissicn and
distribution facilities owned and cperated by utilities and other energy
companies 1o deliver the electricity the Duke Energy Registrants’ sell
to the wholesale market. FERC's power fransmission regulations, as
well as those of Duke Energy’s international markets, require
wholesale electric transmission services tc be offered on an cpen-
access, non-discriminatory basis. If transmission 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 performance in these regions. In addition, the independent
system operators Whe overses the Transmission systerns in regional
power markets have imposed in the past, and may impose in the
future, price limitations and other mechanisms to address volatility in
the power markets. These types of price limitations and other
mechanisms may adversely impact the profitability of the Duke
Energy Registrants’ wholesale power rmarketing business.

Duke Energy Ohio's membership in a RTO presents risks that
could have a material adverse effect on its results of operations,
financial condition and cash flows.

The price at which Duke Energy Ohio can sell its generation
capacity and energy is dependent on a number of factors, which
include the overall supply and demand of generation and load, other
state legisiation or regulaticn, transmission congestion, and its
business rules. As a result, the prices in day-ahead and real-time
energy markets and RTO capacity markets are subject to price
volatility. Administrative costs imposed by RTOs, including the cost of
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administering energy markets, are also subject to volatility. PJM
Interconnection, LLC (PJM) conducts Reliability Pricing Model (RPM)
base residual auctions for capacity on an annual planning year basis.
The results of the PJM RPM base residual auction are impacted by
the supply and demand of generation and load and also may be
impacted by congestion and PJM rules relating to bidding for
Demand Responsa and Energy Efficiency resources. Auction prices
could fluctuate substantially over relatively short periods of time. Duke
Energy Chio cannot predict the outcome of future auctions, but if the
auction prices are sustained at low levels, Duke Energy Ohig's resuits
of operations, financial condition and cash flows could be adversely
impacted.

The rules governing the various regional power markets may also
change, which could affect Duke Energy Ohio's costs and/or revenues.
To the degree Duke Energy Ohio incurs significant additional fees and
increased costs to participate in an RTO, Duke Energy Ohic's results of
operations may be impacted. Duke Energy Ohio may be allocated a
portion of the cost of transmission facilities built by others due to
changes in RTO transmission rate design. Duke Energy Ohio may be
required to expand its transmission system according o decisions made
by an RTQ rather than Duke Energy Chio's internal planning process.
While PJM transmission rates were initially designed to be revenue
neutral, various propcsals and proceedings currently taking place by the
FERC may cause fransmission rates ta change from time to time. In
addition, PJM has been developing rules associated with the allocation
and methodology of assigning costs associated with improved
transmissicn reliability, reduced transmission congestion and firm
transmission rights that may have a financial impact on Duke Energy
Ohio. Duke Energy Ohio may also incur fees and costs to participate in
PIM.

As a member of an RTO, Duke Energy Chio is subject to certain
additional risks, including those associated with the allocation among
PJM members, of losses caused by unreimbursed defaults of other
participants in the PJM market and those assaciated with complaint
cases filed against PJM that may seek refunds of revenues previously
earned by PJM members, including Duke Energy Chio.

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

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

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

Duke Energy currently owns and may acquire and/or dispose of
material energy-related investments and projects outside the U.S. The
economic, regulatory, market and politica! conditions in some of the
countries where Duke Energy has interests or in which Duke Energy
may explore development, acquisition or investment opportunities
couid present risks related to, among others, Duke Energy’s ability to
obtain financing cn suitable terms, Duke Energy's customers’ ability
to honor their obligaticns with respect to projects and investments,
delays in construction, limitations on Duke Energy's ability to enforce
legal rights, and interruption of business, as well as risks of war,
expropriation, nationalization, renegotiation, trade sanctions or
nullification cf existing contracts and changes in law, regulations,
market rules or tax policy.

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

Duke Energy's operations and investments outside the U.S.
expose Duke Energy 1o risks related to fluctuations in currency rates.
As each local currency’s value changes relative to the U.S. dolfar —
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 o
the Brazilian Real.

Duke Energy selectively mitigates some risks associated with
foreign currency fluctuations by, among other things, indexing
contracts to the U.S. dollar and/or local inflation rates, hedging
through debt denominated or issued in the foreign currency and
hedging through foreign currency derivatives. These efforts, however,
may not be effective and, in sorne 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 impacting pension plan costs could

unfavorably impact the Duke Energy Registrants’ liquidity and

results of operations.

Duke Energy's costs of providing non-contributory defined
benefit pension plans are dependent upon a number of factors, such
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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 Energy's
reguired or voluntary contributions made to the plans. The Subsidiary
Registrants participate in employee benefit plans sponsered by their
parent, Duke Energy. The Subsidiary Registrants are allocated their
proportionate share of the cost and obligations related to these plans.
Without sustained growth in the pension investments over time to
increase the value of Duke Energy's plan assets and depending upon
the other factors impacting Duke Enargy's costs as listed above, Duke
Energy could be required to fund its plans with significant amounts of
cash. Such cash funding obligations, and the Subsidiary Registrants’
proportionate share of such cash funding obligaticns, could have a
material impact on the Duke Energy Registrants' financial position,
results of operations or cash flows.

Failure to attract and retain an appropriately qualified workforce
could unfavorably impact the Duke Energy Registrants' results of
operations.

Certain events, such as an aging workforce, mismatch of skill
set of complement te future needs, or unavailability of contract
resources may lead to operating challenges and increased costs. The
challenges include lack of rescurces, loss of knowledge and a lengthy
time period associated with skill development. In this case, costs,
including costs for contractors to replace employees, productivity
costs and safety costs, may rise. Failure to hire and adequately train
replacement employees, including the transfer of significant internal
historical knowledge and expertise to the new employees, or the
future availability and cost of contract labor may adversely affect the
ability to manage and operate the business. If the Duke Energy
Registrants are unable to successfully attract and refain an
appropriately gualified workforce, the Duke Energy Registrants'
financial position or results of operations could be negatively affected.

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

On January 8, 2011, Duke Energy announced the execution of
a Merger Agreement with Progress Energy. Before the merger may be
completed, approval must be received from the FERC and various
state utility, regulatory, antitrust and other authorities in the U.S., and
there is no assurance that Duke Energy will obtain all required
approvals. Moreover, these governmental authorities may impose
conditions on the completion, or require changes to the terms, of the
merger, including restrictions or conditions on the business,
operations, or financial performance of the combined company
following completion of the merger. These conditions or changes
could have the effect of delaying completion of the merger or
imposing additicnal costs on or limiting the revenues of the combined
company following the merger, which could have a material adverse
effect on the financial position, results of operations or cash flows of
the combined company and/or cause either Duke Energy or Progress
Energy to abandon the merger,
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Conditions imposed by governmental authorities, including
restrictions or conditions on the business, operations, or financial
performance of Duke Energy Carolinas following the merger could
have a materiat adverse effect on the financial position, results of
operations or cash flows of Duke Energy Carolinas or couid have a
material reduction in the expected benefits of the transaction to Duke
Energy shareholders.

if completed, Duke Energy’s merger with Progress Energy may not
achieve its intended results.

Duke Energy and Progress Energy entered into the Merger
Agreesment with the expectaticn that the merger would result in
various benefits, including, among other things, cost savings and
operating efficiencies relating to the joint dispatch of generation and
combining of fuel purchasing power. Achieving the anticipated
benefits of the merger is subiect to a number of uncertainties,
including market conditions, risks related to Progress Energy’s and
Duke Energy's respective busiresses, and whether the business of
Progress Energy is intagrated in an efficient and effective manner.
Failure to achieve these anticipated benefits could result in increased
costs; decreasas in the amount of expected revenues generated by
the combined company and diversion of managernent's time and
energy and could have an adverse effect on the combined company’s
financial position, results of operations or cash flows.

If completed, Duke Energy will record goodwill related to the
merger with Progress Energy. Impairment of goodwill could have a
significant negative impact on Duke Energy’s financial condition
and results of operations.

Generally accepted accounting principles (GAAP) inthe U.S,
require that one party to the merger be identified as the acquirer. In
accordance with these standards, the merger will be accounted for as
an acguisition of Progress Energy common stock by Duke Energy and
will fllow the acquisition methed of accounting for business
combinations. The assets and liabilities of Progress Energy will be
consolidated with those of Duke Energy. The excess of the purchase
price over the fair values of Progress Energy’s assets and liabilities will
be recorded as goodwill.

The amount of goodwill, which is expected 1o be material, will
be allocated to the appropriate reporting units of the combined
company. Duke Energy is required to assess goodwill for impairment
at least annually and more frequently if events or circumstances
accur that would more likely than not reduce the fair value of a
reporting unit below its carrying value. Under current accounting
guidance, an entity may first assess qualitative factors to defermine
whether it is necessary to perform a two-step goodwill impairment
test. Duke Energy’s annual qualitative assessments of goodwill
include reviews of current forecasts compared to prior forecasts,
consigeration of recent fair value calculations, if any, review of Duke
Energy's, as well as its peers, stock price performance, credit ratings
of Duke Energy’s significant subsidiaries, updates to weighted average
cost of capital (WACC) calculations or review of the key inputs to the
WACC and consideration of overall economic factors, recent
regulatory commission actions and related regulatory climates, and
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recent financial performance. If the results of qualitative assessments
indicate that the fair value of a reporting unit is more !ikely than not
less than the carrying value of the reporting unit, the twe-step
impairrment test Is required. Step one of the impairment test involves
comparing the fair values of reporting units with their carrying values,
including goodwill. To the extent the carrying value of any of those
reporting units is greater than the fair value of the related reporting
units, a second step comparing the implied fair value of gocdwill to
the camying amount would be required to determine if the goodwill is
impaired. Such a potential impairment could result in a charge that
would have a material impact on Duke Energy's future financial
position, results of operations or cash flows.

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

Uncertainty about the effect of the merger with Progress Energy
on employees and customers may have an adverse effect on Duke
Energy. Although Duke Energy has taken and intends to continue to
take steps designed to reduce any adverse effects, these uncertainties
may impair Duke Energy's ability to attract, retain and motivate key
personnel until the merger is completed and for a period of time
thereafter, and could cause customers, suppliers and others that deal
with Duke Energy to seek to change existing business relationships.
Employae retention and recruitment may be particularly challenging
prior to the completion of the merger, as employees and prospective
employees may experience uncertainty about their future roles with
the combined company. If, despite Duke Energy’s retention and
recruiting efforts, key employees depant or fail to accept employment
with Duke Energy because of issues relating to the uncertainty and
difficulty of integration or a desire not to remain with the combined
company, Duke Energy's financial results could be affected.

The pursuit of the merger and the preparation for the integration
of Progress Energy into Duke Energy may place a significant burden
on management and internal resources. The diversion of
management attention away from day-to-day business concerns and
any difficulties encountered in the transition and integration process

ITEM 1B. UNRESOLVED STAFF COMMENTS.

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 cther specified actions until the merger occurs or the
Merger Agreement terminates. These restricticns may prevent Duke
Energy from pursuing otherwise attractive business opportunities and
making other changes to Duke Energy's business prior to completion
of the merger or termination of the Merger Agreement.

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

If Duke Energy’s merger with Progress Energy is not completed,
Duke Energy's 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 circumstances
set forth in the Merger Agreement, to pay Progress Energy a
termination fee of $675 million;

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

= matters relating to Duke Energy’'s merger with Progress Energy
{including integration planning) may require substantial
commitments of time and resources by Duke Energy's
management, which could otherwise have been devoted to
other opportunities that may have been beneficial to Duke
Energy.

Duke Energy could also be subject to litigation related to any
failure to complete its 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

The following table provides additional information related to USFE&G's electric generation stations as of December 31, 2011. The MW

displayed in the table below are based on summer capacity.

Total MW Owned MW Ownership interest
Narme Capacity Capacity Fuel Location {percentage)
Duke Energy Carolinas:
Oconee 2,638 2,638 Nuclear sC 100%
Catawbat?! 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 sSC 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 oil NC 100
Jocassee 780 780 Hydro SC 100
Buck CC 620 620 Natural gas NC 100
Mill Creek CT 596 595 Natural gas/Fue! oil SC 100
Cliffside 556 556 Coal NG 100
Riverbend 454 454 Coal NC 100
Lee 370 370 Coal 5C 100
Cowans Ford 325 325 Hydro NC 100
Dan River 276 276 Coal NC 100
Buck 256 256 Coal NC 100
Buzzard Roost CT 176 176 Natural gas/Fuel oil 5C 100
Keowee 152 152 Hydro SC 100
Lee CT 82 82 Natural gas/Fuel oil 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/Fue! oil NC 100
Renewables (solar distributed generation) 9 9 Solar NC 100
Other small hydre (26 plants) 659 659 Hydro NC/SC 100
Total Duke Energy Carolinas 21,358 19,535
Duke Energy Ohio:
East Bend® 600 414 Coal KY &9
Wocdsdale CT 462 462 Natural gas/Propane OH 100
Miami Fort (Unit 6) 163 163 Coal CH 100
Total Duke Energy Ohio 1,225 1,039
Duke Energy Indiana:
Gibsonte! 3132 2,822 Coal IN 90
Cayugat 1,005 1,005 Coal/Fuel oil IN 100
Wabash Rivert 676 676 Coal/Fuel oil IN 100
Madiscn CT 576 576 Natural gas CH 100
Gallaghert® 560 560 Coal IN 100
Wheatland CT 460 460 Natural gas IN 100
Noblesville CC 285 285 Natural gas IN 100
Henry County CT 129 129 Natural gas IN 100
Cayuga CT 99 9G Natural gas/Fue! cil IN 100
Connersville CT 86 86 Fuel oil IN 100
Miami Wabash CT 80 80 Fuel oil IN 100
Markland 415 45 Hydre IN 100
Total Duke Energy Indiana 7,133 6,823
Total USFEEG 29,716 27,397

(a) This generation facility is jointly owned by Duke Erergy Carolinas, along with North Caralina Municipal Power Agency Number 1, North Carolina Electric Membership Corporation and

Piedmon Municipal Power Agency.

{(b) This generation facility is jointly owned by Duke Energy Kentucky and a subwsidiary of Dayton Power and Light, Inc.
{c} Duke Energy Indiana owns and operates Gibson Station Units 1-4 and owns 50 05% of Unit 3, but is the operator, Unit 5 is jointly owned by Duke Energy indiana, Wabash Valiey
Power Association, Inc. and Indiana Municipal Power Agency.

{d) Includes Cayuga Internal Combustion (1C).
(£) Includes Wabash River (IC).
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() Duke Energy Indiana purchased a 62.5% interest in the 640 MW Vermillion station from Duke Energy Ohio in January 2012 and retired Gallagher Units 1 and 3, representing 280

MW _on February 1, 2012,

The following table provides information related to USFE&G's electric transmission and distritution properties.

Duke Duke Duke
Energy  Energy Energy Total
Carolinas Ohio Indiana  USFE&G
Elgctric ransmission lines:
Miles of 525 KV 500 — - 600
Miles of 345 KV — 1,000 700 1,700
Miles of 230 Kv 2,600 — 700 3.300
Miles of 100 10 161 KV 6.800 700 1,400 8,800
Miles of 13 10 63 KV 3100 800 2.500 5.400
Total conductor miles of electric fransmission lines 13,100 2,500 5,300 20,900
Electric distribution lines:
Miles of overhead lines 66,700 14,000 22,600 103,300
Mile of underground line 35,000 5,600 8.300 48,500
Total conductor miles of electric distribution lines 101,700 19,600 30,900 152,200
Mumber of electric transmission and distribution substations 1,500 300 500 2,300

Substantiaily all of USFE&G's electric plant in service is mortgaged under the indenture relating to Duke Energy Carolinas’, Duke Energy

Ohic's and Duke Energy Indiana’s various series of First Mortgage Bonds.

COMMERCIAL POWER

The following tatle provides information about Commercial Power's generation portfolio as of December 31, 2011. The MW displayed in

the table below are based on summer capacity.

Total MW Owned MW Qwnership Interest
Name Capacity Capacity Plant Type Primary Fuel Location (percentage)
Duke Energy Chio:
J.M. Stuartranbiic! 2,340 912 Steam Coal CH 39%
W.M. Zimmertalic) 1,300 €05 Steam Coal OH 46.5
W.C. Beckjordta 1,124 862 Steam Coal OH 76.7
Miami Fort (Units 7 and 8)enc 1,000 640 Steamn Coal OH 64
Conesviligtaxuici 780 312 Steam Coal OH 40
Killenfaibic) 600 198 Steam Coal OH 33
Beckjord CTewr 212 212 Simple Cycle Fuel ¢il OH 100
Dick's Creek(c! 152 152 Simple Cycle Natural gas CH 10C
Miami Fort CTie 60 60 Simple Cycle Fuel oil CH 100
Hanging Rock 1,240 1,240 Combined Cycle Natural gas OH 100
Lee 640 640 Simple Cycle Natural gas IL 100
Vermilliontd! 640 480 Simple Cycle Natural gas IN 75
Fayetie 620 620 Combined Cycle Natural gas PA 100
Washington 620 €20 Combined Cycle Natural gas OH 100
Total Duke Energy Qhio 11,328 7,553
Duke Energy:
Top of the World 200 200 Wwind WY 100
Notrees 153 183 Wind X 100
Campbell Hili 99 99 Wind WY 100
North Allegheny 70 70 Wind PA 100
Ocotillo 59 59 Wind X 100
Kit Carscn 51 51 Wind CO 100
Silver Sage 42 42 Wind WY 100
Happy Jack 29 29 Wind WY 100
Shirley 20 20 Wwind Wi 100
Bagdad 15 15 Solar AZ 100
TX Solar 14 14 Solar X 100
Other small sotar 20 20 Solar various 100
Duke Energy Renewables 772 772
Total Commercial Power 12,100 8,325

(a) These generation facilities are jointly owned by Duke Energy Chio and subsidiaries of American Electric Power, inc. andfor Dayton Power and Light, Inc.

{0y Station 18 not operatad by Duke Energy Onio.
ic}  These generation facilities were dedicated under the ESP through December 31, 2011.

) After receiving approval from the FERC and the IURC, on January 12, 2012, Duke Energy Onio completed the sale of its 75% ownership in the Vermillion Generating Station. Upon the

close, Duke Energy Indiana and the Wabash Valley Power Association. Inc held 62.5% and 37 5% interests, respectively.
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In addition to the above facilities, Commercial Power owns an eguity interest in the 585 MW capacity Sweetwater wind projects located in
Texas and the 11 MW capacity INDU Solar Helding JV. Commercial Power's share in these projects is 289 MW,

INTERNATIONAL ENERGY

The following table provides information about International Energy's generation portfolic as of December 31, 2011.

Tectal MW Owned MW Ownership Interest
Name Capacity Capacity Fuel Location (percentage)
Paranapanema' 2,307 2,119 Hydra Brazil 95%
Egenor 635 635 Hydro/Diesel Peru 100
Cerros Colorados 576 524 Hydro/Natural Gas Argentina g1
DEI El Salvader 328 295 Fuel QilDiesel £l Salvador S0
DE Guatemala 366 366 Fuel Qil/Diesel/Coal Guatemala 100
Electroquil 192 163 Digse) Ecuador 85
Aguaytia 175 175 Natural Gas Peru 100
Total 4,579 4,277

{a} Includes Canoas | and I, which 15 jontly cwned by Duke Energy and Companhia Brasileira de Aluminio.

International Energy also owns a 25% equity interest in NMC. In 2011, NMC produced appreximately 1 million metric tons of methanol
and in excess of 1 million metric tons of MTBE. Approximately 40% of methanol is normally used in the MTBE production.

OTHER

Duke Energy owns approximately 4.8 million square feet of corporate, regional and district office space spread throughout its service
territories in the Carolinas and the Midwest. Additionally, Duke Energy leases approximately 1.6 million square feet of office space throughout
the Carolinas, Midwest and in Houston, Texas. In February 2009, Duke Energy entered into a lease for approximately 500,000 square feet of
office space in Charlotte, North Carolina, that became its new corporate headquarters.

ITEM 3. LEGAL PROCEEDINGS.

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

Brazilian Reguiatory Citations. [n 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, 2010, DEIGP received a notice that one of the fines was subseguently increased, on
grounds that DEIGP is allegedly a repeat offender, which made the total current amount of all IAP assessments $28 miltion. DEIGP filed an
administrative appeal. Between June and August 2009, three of these fines, in the total amousnt of $2.5 million, were judged to be valid in the
administrative courts. DEIGP challenged these administrative court rulings, in the Brazilian state court, by filing three judicial actions for
annu'ment 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, and subsequently ruled on the merits in favor of DEIGP. The plaintiff will likely appeal. In the second
case, the court granted DEIGP's request for injunction, and a decision on the merit is pending. In the third case, DEIGP's request for injunction
was denied; however, DEIGP was granted permission to deposit the total amount of the fing in the court registry and to suspend entry of the
deftt in the state tax liability roster.

Additionally, DEIGP was assessed three environmental fines by the Brazilian federal environmental enforcement agency, Brazil Institute of
Environment and Renewatle Natural Resources (IBAMA), totaling $266,000 for improper maintenance of existing reforested areas. DEIGP
believes that it has properly maintained all reforested areas and has chailenged these assessments.

ITEM 4, MINE SAFETY DISCLOSURES.

This is not applicable for Duke Energy.
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ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES.

Duke Energy's common stock is listed for trading on the New York Stock Exchange {NYSE) (ticker symbol DUK). As of February 21, 2012,
there were approximately 152,530 common stockholders of record,

Common Stock Data by Quarter

2011 2010
Stock Price Stock Price
Range's Range™

Dividends Dividends

Declared Declared
Per Share High Low Per Share High Low
First Quarter $0.245 $18.48 $17.36 $ 024 %1729 $16.02
Second Quarter® 0.495 19.50 17.95 0.485 17.14 15.47
Third Quarter — 20.21 16.87 — 18.08 15.87
Fourth Quarter 0.25 22.12 19.17 0.245 18.60 17.19

(a) Stock prices represent the intra-day high and low stock price.
() Dividends declared in June 2011 increased from 30,245 per share to $0 25 per share and dividends declared in June 2010 mncreased from $0.24 per share to $0.245 per share.

Duke Energy expects to continue its policy of paying regular cash dividends; however, there is ng assurance as o the amount of future
dividends because they depend on future eamnings, capital requirements, and financial condition, and are subject to declaration by the Board of
Directors.

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

Securities Authorized for Issuance Under Equity Compensation Plans

Duke Energy will provide information that is responsive to this ltem 5 in its definitive proxy statement or in an amendment to this Annual
Report rict later than 120 days after the end of the fiscal ysar covered by this Annual Report, in either case under the caption “Security
Cwnership of Certain Beneficial Owners and Management and Related Stockholder Matters,” and possibly elsewhere therein. That informaticn
is incorperated in this Item 5 by reference.

Issuer Purchases of Equity Securities for Fourth Quarter of 2011

There were no repurchases of equity securities during the fourth quarter of 2011.
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Stock Performance Graph

The performance graph below illustrates a five year comparison of cumulative total returns based on an initial investment of $100 in Duke
Erergy Corporation cormmon stock, as compared with the Standard & Poor's (S&P) 500 Stock Index and the Phiiadelphia Utility Index for the
five-year period 2006 through 2011.

This perfermance chart assumes $100 invested on December 31, 2006, in Duke Energy common stock, irt the S&P 500 Stock Index and
in the Philadelphia Utility Index and that all dividends are reinvested.
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NYSE CEO Certification

Duke Energy has filed the certificaticn of its Chief Executive Officer and Chief Financia! Officer pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002 as exhibits to this Annual Report on Form 10-K for the year ended December 31, 2011. In May 2011, Duke Energy’s Chief
Executive Officer, as required by Section 303A.12(a) of the NYSE Listed Company Manual, certified to the NYSE that he was not aware of any
violation by Duke Energy of the NYSE's corporate governance listing standards.
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ITEM 6. SELECTED FINANCIAL DATA. @

(in millions, except per-share amounts) 2011 2010 2009 2008 2007
Statement of Operations
Tolal operating revenues $14,529 $14,272  $12,731 313207 412,720
Total operating expenses 11,760 11,964 10,518 10,765 10,222
Gains (losses) on sales of other assets and other, net 8 153 36 69 (5)
Operating income 2,777 2,461 2.249 2,511 2,493
Total other income and expenses 847 589 333 121 428
Interest expense 859 840 751 741 685
income from continuing operations before income taxes 2,465 2,210 1,831 1,891 2,236
Income tax expense from continuing operaticns 752 890 758 616 712
Income from continuing operations 1,713 1,320 1,073 1.275 1,524
Income (loss) from discontinued operations, net of tax 1 3 12 16 (22)
Income before Extraordinary Items 1,714 1,323 1,085 1,291 1,502
Extraordinary itemns, net of tax — —_ _ 67 _
Net income 1,714 1,323 1,085 1,358 1,502
Net income {loss) attributable to noncontrolling interests 8 3 10 {4) P
Net incorme attributable to Duke Energy Corporation $ 1,706 $ 1320 $ 1075 $ 1,362 % 1,500
Ratio of Eamings to Fixed Charges 3.2 3.0 3.0 3.4 3.7
Common Stock Data
Shares of cormmon stock outstanding
Year-end 1,336 1,329 1,309 1,272 1,262
Weighted average — basic 1,332 1,318 1,293 1,265 1,260
Weighted average — diluted 1,333 1,319 1,294 1,267 1,265
Income from continuing operations attribulable to Duke Energy Corporation common
shareholders
Basic $ 128 % 100 $ 0C082 $ 101 % 121
Diluted 1.28 1.00 c.82 1.01 1.20
Income (loss) from discontinued operations attributable to Duke Energy Corporation
common shareholders
Basic % - % — % 001 % G002 % (0O2)
Diluted — — 0.01 0.01 0.02)
Eamings per share {before extraordinary iterns)
Basic $ 128 $ 100 % 083 3% 103 3%
Diluted 1.28 1.00 0.83 1.02
Earnings per share (from extraordinary items)
Basic % — 3% — 3 — % 005 % —
Diluted — — — 0.05 —
Net income attributable to Duke Energy Corporation common sharehelders
Basic $ 128 $ 100 $ 083 % 108 $ 1.19
Dituted 1.28 1.00 0.83 1.07 1.18
Dividends declared per share 0.99 0.97 0.94 G.50 0.86
Balance Sheet
Total assets $62,526 $59,09C $57,040 $53,077 $49,686
Long-term debt including capital ieases and VIEs, less current maturities $18,679 $17935 $16113 313,250 3% 9,498

ta} Significant transactions reflected in the results above incluge: 2011, 2010 and 2009 impairments of goodwill and other assets (see Note 12 to the Consoldated Financial Statements,

"Goodwill, Intangitle Assets and Impairments™).
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS.

INTRODUCTION

Duke Energy Cerporation {collectively with its subsidiaries, Duke
Energy) is an energy company headguartered in Charlotte, North
Carclina, Duke Energy operates in the United States (U.S.) primarily
through its wholly-owned subsidiaries, Duke Energy Carcfinas, LLC
{Duke Energy Carolinas}, Duke Energy Chio, Inc, (Duke Energy
Ohio), which includes Duke Energy Kentucky, Inc. (Duke Energy
Kentucky), and Duke Energy Indiana, Inc. (Duke Energy Indiana), as
well as in Latin America through International Energy.

Management’s Discussion and Analysis includes financial
information prepared in accordance with generally accepted
accounting principles (GAAP) in the United States (U.S.), as well as
centain non-GAAP financial measures such as adjusted earmings and
adjusted earnings per share, discussed below. Generally, a
non-GAAP financial measure is a numerical measure of financial
performance, financial pesition or cash flows that excludes (or
includes) amounts that are included in (cr excluded from) the most
directly comparable measure calculated and presented in accordance
with GAAP. The non-GAAP financial measures should be viewed as
a supplement to, and not a substitute for, financial measures
presented in accordance with GAAP. Non-GAAP measures as
presented herein may not be comparable to similarly titled measures
used by cther companies,

When discussing Duke Energy’s consolidated financial
infarmation, it necessarily includes the results of its three separate
subsidiary registrants, Duke Energy Carolinas, Duke Energy Chio and
Duke Energy Indiana (collectively referred to as the Subsidiary
Registrants}, which, along with Duke Energy, are collectively referred
to as the Duke Energy Registrants. The 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 Ohio and Duke Energy Indiana. However,
none of the registrants makes any representation as to information
related solely to Duke Energy or the Subsidiary Registrants of Duke
Energy other than itself.

Management's Discussion and Analysis should be read in
conjunction with the Consolidated Financial Statements and Notes for
the years ended December 31, 2011, 2010, and 20083.

EXECUTIVE OVERVIEW

Proposed Merger with Progress Energy, Inc.

On January 8, 2011, Duke Energy entered into an Agreement and
Plan of Merger (Merger Agreement) among Diamond Acquisition
Corporation, a North Carolina corporation and Duke Energy’s wholly-
owned subsidiary (Merger Sub) and Progress Energy, inc. (Progress
Energy}, a North Carolina corporation. Upon the terms and subject to the
conditions set forth in the Merger Agreement, Merger Sub will merge
with and into Progress Energy with Progress Energy continuing as the
surviving comporation and a wholly-owned subsidiary of Duke Energy.

Pursuant to the Merger Agreement, upen the closing of the
merger, each issued and outstanding share of Progress Energy
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common stock will automatically be canceled and converted into the
right to receive 2.6125 shares of common stock of Duke Energy,
subject to appropriate adjustrnent 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 commeon stock that are
owned by Progress Energy or Duke Energy, other than in a fiduciary
capacity, will be canceled without any consideration therefor. Each
outstanding option to acquire, and each cutstanding eguity award
relating to, one share of Progress Energy common stock will be
converted into an option to acquire, or an equity award relating to
2.6125 shares of Duke Energy common stock, as applicable, subject
to appropriate adjustment for the reverse stock split. Based on
Progress Energy shares outstanding at December 31, 2011, Duke
Energy wou'd issuie 771 million shares of commcen stock to convert
the Progress Energy common shares in the merger under the
uradjusted exchange ratio of 2.6125. The exchange ratio will be
adjusted proportionately to reflect a 1-for-3 reverse stock split with
respect to the issued and outstanding Duke Energy common stock
that Duke Energy plans to implement prior to, and conditioned on,
the completion of the merger. The resulting adjusted exchange ratic is
0.87083 of a share of Duke Energy common stock for each share of
Progress Energy common stock. Based on Progress Energy shares
outstanding at December 31, 2011, Duke Energy would issue

257 million shares of common stock, after the effect of the 1-for-3
reverse stock split, to convert the Progress Energy common shares in
the merger. The merger will be accounted for under the acquisition
method of accounting with Duke Energy treated as the acquirer, for
accounting purposes. Based on the market price of Duke Energy
common stock on December 31, 2011, the transaction would be
valued at $17 billion and would result in incremental recorded
goodwill to Duke Energy of $11 billion, according to current
estimates. Duke Energy would also assume all of Progress Energy's
outstanding debt, which is estimated to be $15 billion based on the
approximate fair value of Progress Energy’s outstanding indebtedness
at December 31, 2011. The Merger Agreement has been
unanimously approved by both companies’ Boards of Directors.

The merger is conditioned upon, among other things, approval
by the shareholders of both companies, as well as expiration or
termination of any applicable waiting period under the Hart-Scott-
Rodino Antitrust Improvements Act of 1976 and approval by the
Federal Energy Regulatary Commission (FERC), the Federal
Communications Commission {FCC), the Nuclear Regulatory (NRC),
the North Carolina Ltilities Commissicn (NCUC), and the Kentucky
Public Service Commission {KPSC). Duke Energy and Progress
Energy also are seeking review of the merger by the Public Service
Commissicn of South Carolina (PSCSC) and approval of the joint
dispatch agreement by the PSCSC. Although there are no merger-
specific regulatory approvals required in Indiana, Chio or Florida, the
companies will continue to update the public services commissions
in those states on the merger, as applicable and as required. The
status of regulatory approvals is as follows:

* On April 4, 2011, Duke Energy and Progress Energy, jointly
filed applications with the FERC for the approval of the merger,
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the joint Dispatch Agreement and the joint Open Access
Transmission Tariff (QATT). On September 30, 2011, the
FERC conditionally approved the merger, subject to approval
of mitigation measures to address its finding that the
combined company could have an adverse effect on
competition in whelesale power markets in the Duke Energy
Carolinas and Progress Energy Carolinas East balancing
authority areas. On October 17, 2011, Duke Energy and
Progress Energy filed their plan for mitigating the FERC's
concerns by proposing to offer on a daily basis a certain
guantity of power during summer and winter periods to the
extent it is available after serving native load and existing firm
ohligations. On December 14, 2011, the FERC issued an
order rejecting Duke Energy and Progress Energy's proposed
mitigation plan, finding that the proposed mitigation plans
submitted by the companies did not adequately address the
market power issues. In a separate order issued

December 14, 2011, the FERC dismissed the applications for
approval of the Joint Dispatch Agreement and the joint OATT
without prejudice to the right to refile them if Duke Energy and
Progress Energy decide to file another mitigation plan to
address the FERC's market power concerns stated in the
FERC's Septemnber 30, 2011 order.

On Aprif 4, 2011, Duke Energy and Progress Energy filed a
merger application and joint dispatch agreement with the
NCUC. On September 2, 2011, Duke Energy, Progress
Energy and the NC Public Staff filed a settlement agreement
with the NCUC. Under the settlement agreement, the
companies will guarantee Nerth Carolina customers their
allocable share of $650 million in savings related to fuel and
jeint dispatch of generation assets over the first five years after
the merger closes, continue community financial support for a
minimum of four years, contribute to weatherization efforts of
low-income customers and workforce development during the
first year after the merger closes and agree not to recover direct
merger-related costs. A public hearing occurred

September 20-22, 2011 and proposed orders and briefs were
filed November 23, 2011. Duke Energy is required by
regulatory conditions impesed by the NCUC to file with the
NCUC a thirty-day advance notice of certain FERC fitings prior
to filing with the FERC. Accordingly, Duke Energy filed
advance notice of the revised FERC mitigation plan on
February 22, 2012. Duke Energy and Progress Energy may
file the mitigation plan with the FERC after approval from the
NCUC.

On April 25, 2011, Duke Energy and Progress Energy, on
behalf of their utility companies Duke Energy Carolinas and
Progress Energy Carolinas, filed an application requesting the
PSCSC to review the merger and approve the proposed Joint
Dispatch Agreement and the prospective future merger of
Duke Energy Carolinas and Progress Energy Carolinas. On
September 13, 2011, Duke Energy and Progress Energy
withdrew their application seeking approval for the future
merger of their Carolinas utility companies, Duke £nergy
Carolinas and Progress Energy Carolinas, as the merger of
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these entities is not likely to occur for several years after the
close of the merger. Hearings occurred the week of

December 12, 2011 and propesed orders and briefs were
filed on Decemnber 20, 2011. Duke Energy Carolinas and
Progress Energy Carolinas committed at the hearing that, as a
condition for the PSCSC approving the preposed Joint
Dispatch Agreement, Duke Energy Carolinas and Progress
Energy Carclinas will give their South Carolina customers
“most favored nations” treatment. Thus, Duke Energy
Carolinas’ and Progress Energy Carolinas’ South Carolina
customers will receive pro rata benefits equivalent to those
approved by the NCUC in connection with the NCUC's review
of the merger application. Duke Energy Carolinas and Progress
Energy Carclinas are awaiting a PSCSC order in this case.
Duke Energy Carolinas and Progress Energy Carolinas intend
to describe and explain the mitigation plan to the PSCSC in an
authorized ex parte briefing in the first quarter of 2012.

On March 17, 2011, Duke Energy filed an initial registration
staterment on Form S-4 with the Securities and Exchange
Commission (SEC) for shares to be issued to consummate the
merger with Progress Energy. On July 7, 2011, the Form $-4
was declared effective by the SEC, and the joint proxy
statement/prospectus centained in the Form 5-4 was mailed
to the shareholders of both companies thereafter. On

August 23, 2011, Duke Energy and Progress Energy
shareholders approved the preposed merger. In addition, Duke
Energy shareholders approved a 1-for-3 reverse stock split.

On March 28, 2011, Duke Energy and Progress Energy
submitted Hart-Scott-Rodino antitrust filings to the U.S.
Department of Justice (CCJ) and the Federal Trade
Commission (FTC). The 30 day notice period expired without
further action by the DOJ; therefore, the companies had
clearance to close the merger on April 27, 2011, This
clearance is effective for one year, Because the merger is not
expected to close by the end of April 2011, the parties will
resubmit antitrust filings prior to April 26, 2012 expiration so
as to ensure there is no gap in the clearance period under the
Hart-Scott-Rodino Act.

On March 30, 2011, Progress Energy made filings with the
NRC for approval for indirect transfer of control of licenses for
Progress Energy's nuclear facilities to include Duke Energy as
the ultimate parent corporation on these licenses. On
December 2, 2011, the NRC approved the indirect transfer of
control of Progress Energy’s nuclear stations to include Duke
Energy as the parent corporation of the licenses.

On April 4, 2011, Duke Energy and Progress Energy filed a
merger application with the KPSC. On June 24, 2011, Duke
Energy and Progress Energy filed a seftlement agreament with
the Attorney General. A public hearing occurred on July 8,
2011. An order conditionally approving the merger was issued
on August 2, 2011. On September 15, 2011, Duke Energy
and Progress Energy filed for approval of a stipulation revising
one of the merger conditions contained in the KPSC order. On
October 28, 2011, the KPSC issued an order approving the
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stipulation and merger and again required Duke Energy and
Pregress Energy to accept all conditions contained in the
order. Duke Energy and Progress Energy filed their acceptance
of those conditions on November 4, 2011.

*On July 12, 2011, Duke Energy and Progress Energy filed an
application with the FCC for approval of radic system license
transfers. The FCC approved the transfers on July 27, 2011,
On January 5, 2012, the FCC granted an extension of its
approval until July 12, 2012,

No assurances can be given as to the timing of the satisfaction
of all closing conditions or that ali required approvals will be received.
Prior to the mergar, Duke Energy and Progress Energy will

continue to operate as separate companies. Accordingly, except for
specific references to the pending merger, the descriptions of strategy
and outlook and the risks and challenges Duke Energy faces, and the
discussion and analysis of results of operations and financial
condition set forth below relate solely to Duke Energy. Details
regarding the pending merger are discussed in Note 2 to the
Censolidated Financial Statements, “Acquisitions and Dispositions of
Businesses and Sales of Other Assets.”

2011 Financial Results.

The following table summarizes Adjusted Earnings and Net
income attributable to Duke Energy for three most recently completed
years.

Years Ended Decermnber 31,

2011 2010 2009

(in millions, Per Per Per
except per diluted diluted dituted
share amounts) Amount share Amcunt share Amount share
Adjusted

Earnings®@ $1,943 $1.46 %1832 $1.43 $1577 3%1.22
Net income

attributable to

Duke Energy $1,706 $1.28 $1,320 $1.00 %$1,075 $0.83

ta} See 'Results of Operations below for Duke Energy's definition of Adjusted Earnings as
well as a reconciliation of this non-GAAP financial measure to Net income atinbutable
to Duke Energy.

Adjusted Earnings increased from 2010 to 2011 primarily due
to earnings attributable to Duke Energy's ongoing modernization
program and increased results at international Energy net of less
favorable weather and higher operating expenses. Adjusted Eamings
increased from 2009 to 2010 primarily as a result of the 2009 Duke
Energy Carolinas rate cases and favorable weather net of the impact
cf higher customer switching in Chio and funding of the Duke Energy
Foundation.

Net income for the year ended December 31, 2011 includes
pretax impairment charges of $222 million related tc the
Edwardsport integrated gasification combined cycle (IGCC) project
and $79 million to write down the carrying value of excess emission
allowances held by Commercial Power to fair value. Net income for
both of the years ended December 31, 2010 and 2009 was
impacted by gocdwill and other impairment charges of $660 million
and $413 millicn, respectively, primarily related to the non-regulated
generation operations in the Midwest,
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See “Results of QOperations” below for a detailed discussion of
the consolidated results of operations, as well as a detailed discussicn
of EBIT results for each of Duke Energy’s repertable busingss
segments, as well as Other.

2011 Areas of Focus and Accomplishments.

in 2011, management was focused on obtaining approval of
the merger with Progress Energy, continuing modernization of
infrastructure, executing on rate case filings, continuing cost control
efforts and achieving a constructive outcome to the Standard Service
Offer (S50} filing in Chig.

Integration Planning for the Merger with Progress Energy.
During 2011, Duke Energy and Progress Energy conducted certain
integration planning activities including the selection of key
management personnel and financial systems integration planning
work. Duke Energy and Progress Energy also anncunced a Voluntary
Separation Plan {VSP) to approximately 8,200 eligible employees of
both companies. Approximately 500 employees accepted the
termination benefits during the voluntary windew pericd, which
closed on November 30, 201 1. Severance payments associated with
this voluntary plan are contingent upen the successful close of the
proposed merger with Progress Energy. Refer to the discussion under
“Proposed Merger with Progress Energy, Inc.” above for the status of
various required federal and state regulatory approvals.

Continued Modernization of Infrastructure. Duke Energy’s
strategy for meeting customer demand, while building a sustainable
business that allows its customers and its shareholders to prosper in
a carbon-constrained environment, includes significant commitments
to renewable energy, custemer energy efficiency, advanced nuclear
power, advanced clean-coal and high-efficiency natural gas electric
generating plants, and retirement of older less efficient ccal-fired
power plants, Due to upcoming environmenital regulations, potential
carbon legislation, air pollutant regulation by the U.S. Environmental
Pratection Agency (EPAY and coal regulation, Ouke Energy has been
focused on modemizing its generation fleet in preparaticn for a low
carbon future. Duke Energy has invested approximately $6.2 billion
through 2011 in four key generation fleet modernization projects with
approximately 2,700 megawatts (MW) of capacity within its U.S.
Franchised Electric and Gas segment. In Novernber 2011 Duke
Energy Carolinas placed its 620 MW Buck combined cycle natura!
gas-fired generation facility in service. This is the first of Duke
Energy's key modermization projects to be commissioned. Also during
2011, Duke Energy continued the construction of Cliffside Unit 6
and the Dan River combined cycle facility in North Carolina and the
Edwardsport IGCC plant in Indiana and these projects are
approximately 95%, 77% and 97% complete, respectively, at
December 31, 201 1. These prgjects are scheduled to be placed in
service during 2012.

Duke Energy Indiana experienced a number of challenges,
including cost pressures and regulatory scrutiny, related to the
Edwardsport IGCC project during 2011, As a result of these
challenges, Duke Energy Indiana recorded a pre-tax impairment
charge of approximately $222 million related to costs expected to be
incured above its proposed cost cap. See Note 4 1o the Consolidated
Financial Statements, “Regulatory Matters” for further discussion of
the Edwardsport IGCC project.
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In the second half of 2011, Duke Energy Carclina received
orders from the NCUC and the PSCSC approving the continuation of
project development costs for the William States Lee Il Nuclear
Station for an additional $120 million through June 30, 2012. These
orders result in cumulative approved development costs of $350
million. Through December 31, 2011, Duke Energy Carolinas has
incurred $261 million of development costs on this project.

In July 2011, Duke Energy Carolinas signed a letter of intent
with South Carolina Pubtic Service Authority {(Santee Cooper) related
to the potential acquisition by Duke Energy Carclinas of a five percent
to ten percent ownership interest in the V.C. Summer Nuclear Staticn
being developed by Santee Cooper and South Carolina Electric & Gas
Company near Jenkinsville, South Carolina. The letter of intent
provides a path for Duke Energy Carolinas to conduct the necessary
due diligence to determine if future participation in this project is
beneficial for its customers.

Executing on Rate Case Filings. Duke Energy Carolinas
obtained favorable rate case outcomes in North Carolina and South
Carclina which will increase revenues by approximately $400
million.

Cost Control Efforts. Since the beginning of the economic
downturn in 2007, Duke Energy was successful in holding
operations and maintenance expenses, net of deferrals and cost
recovery riders, flat through 2009. However, the record temperatures
and related high load demands experienced during 2010 resulted in
an increase in Duke Energy's operations and maintenance expenses,
net of deferrals and cost recovery riders, in 2010. Duke Energy
expected continued costs pressures in 2011 due to additional
maintenance expenses related to new assets, additicnal planned
outages at nuclear stations, employee benefit costs and inflation. As a
result of these pressures and significant expenses related to storm
restoration efforts in 2011, Duke Energy's operations and
maintenance expenses, net of deferrals and cost recovery riders,
increased from 2010. Duke Energy’s operations and maintenance
expenses, net of deferrals and cost recovery riders, has increased
modestly from the beginning of the economic downturm in 2007,

Ohio S50 Filing. In November 2011, the Public Utilities
Commission of Chio (PUCO) approved the settlernent of Duke Energy
Ohio's new ESP with a term of January 1, 2012 through May 31,
2015. The ESP provides for competitive auctions to establish Duke
Energy Ohio’s SSO price and includes a non-bypassable stability
charge of $110 million per vear to be collected from 2012-2014.
The ESP also requires Duke Energy Chio to transfer its generation
assets to a non-regulated affiliate on or before Decerber 31, 2014.
Duke Energy Ohio believes the ESP balances the interests of all
parties by allowing customers to take advantage of the current low
market power prices, encouraging competition and providing the
company greater clarity and strategic flexibility regarding its
operations. Duke Energy Ohic successfully conducted its initial
auction in December 2011.

Regional Transmission Organization Realignment. Duke Energy
Ohio completed its Regional Transmission Crganization (RTO}
realignment from the Midwest Independent Transmission System
Operator, Inc (Midwest 190) to PIM Interconnection, LLC (PIM), on
December 31, 2011. Benefits of the realignment from Midwest 130
to PJM include greater electrical interconnectivity, reduced congestion
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and production ¢osts, a capacity market structure that promotes long-
term contracting, consolidation of Duke Energy Chio's coal-fired and
gas-fired generation into a single market area and alignment of Duke
Energy Ohio's jointly owned generation units into a single market area
that provides for a consistent dispatch signal. In conjunction with the
realignment, Duke Energy Ohio recorded a tiability related to its
Midwest 1SO exit obligation and share of MTEP costs, excluding Multi
Value Projects (MVP) of approximately $102 million, Approximately
$74 million of this amount was recorded as a regulatory asset while
the remainder was recorded as an expense. In addition to the above
amounts, Duke Energy Ohio may also be responsible for costs
associated with the Midwest SO MVP projects. Duke Energy Ohio is
contesting its chligation to pay for such cests. However, depending
on the final outcome of this matter, Duke Energy Ohio could incur
material costs associated with MVP.

2012 Objectives.

Duke Energy will focus on managing regulatory approvals
related to the proposed merger with Progress Energy, completing its
remaining major capital projects, obtaining constructive regulatory
outcomes and achieving its adjusted diluted earnings target and
continuing to grow annual dividends.

Managing Regulatory Approvals Related to the Proposed
Merger with Progress Energy. In December 2011, the FERC rejected
Duke Energy and Progress Energy’s proposed mitigation plan related
to market power concerns. Duke Energy and Progress Energy
continue to evaluate the FERC's December order in an attempt to
develop an alternative proposal. In addition to addressing FERC's
market power concemns, any subsequent filing needs to be structured
to balance retaining benefits of the transaction for Duke Energy and
Progress Energy's customers and shareholders. Prior to submitting an
alternative proposal to FERC, Duke Energy and Progress Energy are
required to make a 30-day natification filing with the NCUC.,
Accordingly, Duke Energy filed advance notice of the revised FERC
mitigation plan on February 22, 2012,

Completing Remaining Major Capital Projects. Duke Energy
anticipates total capital expenditures of $4.3 hillion to $4.5 billion in
2012. Approximately $1.4 killion of these expenditures are related to
expansion and growth projects, including but not limited to, the
Edwardsport IGCC plant, Cliffside Unit 6 and Dan River combined
cycle facility. Duke Energy also plans to complete 800 MW of wind
projects in its non-regulated businesses during 2012 before the
expiration of federal tax incentives.

Obtaining Constructive Regulatory Outcomes. The majcrity of
future earnings are anticipated to be contributed from U.S.
Franchised Electric and Gas (USFE&G), which consists of Duke
Energy's regulated businesses, Duke Energy Carolinas plans to file
rate cases in North Carolina and South Carolina during 2012, Duke
Energy Ohio plans to file for electric distribution and gas rate cases in
2012. These planned rates cases are needed to recover investments
in Duke Energy’s ongoing infrastructure modernization projects and
operating costs. Planning for and obtaining favorable outcomes from
these regulatory proceedings as well as recovery of the Edwardsport
IGCC plant are a key factor in achieving Duke Energy’s long-term
growth assumptions.
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Achieving Adjusted Diluted Earnings Target and Growing
Annual Dividends. Duke Energy's adjusted diluted eamings per share
outlook range for 2012 is $1.40 to $1.45. Attainment of this range
will be a key facter in achieving Duke Energy’s targeted 4-6% long-
term adjusted earnings growth plan from a base of 2009. Refer to the
section “Results of Operations” for the definition of adjusted earnings,
a non-GAAP financial measure. Duke Energy expects its 2012
financial results as compared to 2011 to be impacted by the items
discussed below,

Positive earnings drivers for 2012 are expected to include:

* Increased earnings from ongoing modernization program and
2011 rate cases; and

* Increased weather-normalized retail icad growth,

Negative earnings drivers for 2012 are expected to include:

*» An assumed retumn to normal weather in 2012 compared to
favorable weather experienced in 2011,

« The impact of the new ESP on Chio coal-fired generation
operations,

« Lower results from Midwest Gas assets as a result of lower
PJM capacity prices; and

+ The impact of potentially unfavorable exchange rates for
foreign operations.

Economic Factors for Duke Energy's Business.

The historical and future trends of Duke Energy’s operating
results have been and will be affected in varying degrees by a
number of factors, including those discussed below. Duke Energy’s
revenues depend on customer usage, which varies with weather
conditions and behavior patierns, general business conditions and
the cost of energy services. Various regulatory agencies approve the
prices for electric service within their respective jurisdictions and affect
Duke Energy's ability to recover its costs from customers.

Declines in demand for electricity as a result of economic
downtums reduce overall electricity sales and have the potential 1o
lessen Duke Energy's cash fiows, especially 'f retail customers reduce
consumption of electricity. A weakening economy could also impact
Duke Energy’s customers’ ability to pay, causing increased
delinquencies, slowing collections and leading to higher than normal
levels of accounts receivables, bad debts and financing requirements,
A portion of USFE&G's business risk is mitigated by its regulated
allowable rates of return and recovery of fuel costs under fuel
adjustment clauses.

Duke Energy's business model provides diversification between
relatively stable regulated businesses like those in USFE&G, and the
commodity cyclical and contracted businesses like Commercial
Power ard International Energy. Duke Energy's businesses can be
negatively affected by sustained downturns or sluggishness in the
econormy. Market prices of commodities, which are beyond Duke
Energy's control, could have a significant positive or negative impact
on the achievement of Ouke Energy's goals for 2012 and beyond.

If negative market conditions should persist over time and
estimated cash flows over the lives of Duke Energy's individual
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assets, including goodwill, do not exceed the camrying value of these
individual assets, asset impairments may occur in the future under
existing accounting rules and diminish results of operations. A change
in management’s intent about the use of individual assets (held for
use versus held for sale) could also result in impairments or losses.
Duke Energy evaluates the carrying amount of its recorded goodwill
for impairment on an annual basis as of August 31 and performs
interim impairment tests if a triggering event occurs that indicates it is
riot maore likely than not that the fair value of a reporting unit is less
than its carrying value. For further information on key assumptions
that impact Duke Energy's googwill impairment assessments, see
“Critical Accounting Policy for Goodwill Impairment Assessments”
and Note 12 to the Consolidated Financial Statements, "Goodwill,
Intangible Assets and Impairments.”

Duke Energy’s goals for 2012 and beyond could also be
substantially at risk due to the regulation of its businesses. Duke
Energy’s businesses in the U.S. are subject to regulation on the federal
and state level. Regulations, applicable to the electric power industry,
have a significant impact on the nature of the businesses and the
manner in which they operate. Duke Energy plans to file various rate
cases with several state regulatory agencies during 2012, New
legislation and changes to regulations are ongoing, including
anticipated carbon legislation, and Duke Energy cannot predict the
future course of changes in the regulatery or pelitical environment cr the
ultimate effect that any such future changes will have on its business.

Results of USFE&G are also impacted by the completion of its
major generation fleet modermization projects. Duke Energy makes
substantial investments in power plant upgrades and to maintain the
reliability of the energy transmission and distribution system.
Regulatory approval is needed to recover the costs of these
investments, which are expected 1o provide a significant cash flow to
enable recovery of costs incurred on a timely basis. Duke Energy
Indiana is 97 % complete with the Edwardsport IGCC power plant,
which is expected to be in-service in 2012, Updates tc the cost
estimate have led Duke Energy Indiana to filing a proposed cap on
the projects construction costs (excluding financing costs) which can
be recovered through rates at $2.72 billion. As a result, Duke Energy
Indiana has recorded pre-tax charges to earnings of $222 million in
the third quarter of 2011 and $44 million in the third quarter of
2010 to reflect the impact of cost over-runs. Updates 1o the cost
estimate could occur through the completion of the plant. Duke
Energy Indiana is awaiting an crder from the Indiana Utility
Regulatory Commission ({URC) regarding the cost estimate increase
and the allegations of fraud, concealment and gross mismanagement
related to the IGCC project. See Note 4 to the Consolidated Financial
Statements, “Regulatory Matters,” for further discussion of the
significant increase in the estimated cost of the 618 MW
Edwardsport IGCC plant.

Duke Energy's earnings are impacted by fluctuations in
commodity prices. Exposure to commodity prices generates higher
eamnings volatility in the unreguiated businesses. To mitigate these
risks, Duke Energy enters into derivative instruments to effectively
hedge some, but not ali, known exposures.

Additionally, Duke Energy's investments and projects located
cutside of the ULS. expose Duke Energy to risks related to laws of
other countries, taxes, economic conditions, fluctuations in currency
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rates, poiitical conditions and policies of foreign governments.
Changes in these factors are difficult to predict and may impact Duke
Energy’s future results.

Duke Energy also relies on access to beth short-term money
markets and longer-term capital markets as a source of liquidity for
capital requirements not met by cash flow from cperations. An
inability to access capital at competitive rates or at all could adversely
affect Duke Energy's ability to implement its strategy. Market
disruptions ot a downgrade of Duke Energy's credit rating may
increase its cost of borrowing or adversely affect its ahility to access
one of more sources of liquidity. For further information related to
management’s assessment of Duke Energy's risk factors, see
ltem 1A. “Risk Factors.”

RESULTS OF OPERATIONS

Duke Energy

In this section, Duke Energy provides analysis and discussion of
eamings and factors affecting earnings on both a GAAP and
non-GAAP basis.

Managerment evaluates financial perforrmance in part based on
the non-GAAP financial measure, Adjusted Earnings, which is
measured as income from continuing operations after deducting
income attributable to noncontrofling interests, adjusted for the
impact of special iterns and the mark-to-market impacts of economic
hedges in the Commercial Power segment. Special items represent
certain charges and credits, which management believes will not be

OVERVIEW

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 o not qualify for hedge accounting or regulatory accounting
treatment, used in Duke Energy’s hedging of a portion of economic
value of its generation assets in the Commercial Power segment. The
econemic value of the generation assets is subject to fluctuations in
fair value due to market price volatility of the input and output
commadities (e.g., coal, power) and, as such, the economic hedging
involves both purchases and sales of those input and output
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-to-market
changes of the economic hedge contracts from operating earnings
until settiement better matches the financial impacts of the hedge
contract with the portion of economic value of the underlying hedged
asset. Management believes that the presentation of Adjusted
Earnings provides useful information to investors, as it provides them
an additional relevant comparison of Duke Energy's performance
across periods. Management uses this non-GAAP financial measure
for planning and forecasting and for reperting results to the Board of
Directors, employees, shareholders, analysts and investors
concerning Duke Energy's financial performance. The most directly
comparable GAAP measure for Adjusted Eamings is net income
attributable to Duke Energy common sharehalders, which includes
the impact of special items, the mark-to-market impacts of economic
hedges in the Commercial Power segment and discontinued
operations.

The following table reconciles the nen-GAAP financial measure Adjusted Eamings to the GAAP measure Net income attributable to Duke
Energy (amounts are net of tax and, except for per-share amounts, are in millions):

Years Ended December 31,

2011 2010 2009
Per Per Per
diluted diluteg diluted
Amount share Amount share  Amount share
Adjusted Earnings $1943 $146 $1882 $143 $1577 $1.22
Economic Hedges (Mark-to-Market} (n — 21 0.01 (38)  {0.03)
Asset Sales — — 154 0.12 — —
Costs to Achieve Mergers . (51} (0.04) 17y QoD (15) {001
Crescent Related Guarantees and Tax Adjustments — —_ — — 29y  (0.02)
Edwardsport Impairment (135 (0.10} — — —
Emission Allowance [mpaiment (51) (0.04) — — —
Employee Severance and Office Consolidation — — (105) (0.08) —
Goodwill and Other Asset Impairments — — (602) (0.46) 410y (0.32)
Litigation Reserves - — {16) (0.01) —
International Transmission Adjustment - — — — (z2y (002}
Income from Discontinued Operations 1 —_ 3 — 12 C.01

Net income attributable to Duke Energy

$1,706 $1.28 $1320 $100 $1075 $083
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For the year ended Decemnber 31, 2011, Adjusted Earnings

was $1,943 million, or $1.46 per share, compared to Adjusted
Earnings of $1,882 millicn or $1.43 per share, for the same pericd
in 201Q. The increase as compared to the prior year was primarily
due to:

* Increased earning associated with major construction projects
at USFE&SG;

= Effect of prior year Duke Energy Foundation funding;

* Increased results in Brazil due to higher average contract
prices;

* Increased earnings from National Methano! Company (NMC):

* Lower corporate governance costs;

« Increased results in Peru due 1o additional capacity revenues

and an arbitration award; and

= Increased results in Central America due to higher average
prices ang volumes.

Partially offset by

* Less favorable weather in 2011 compared to 2010 at
USFERG;

* Increased cperation and maintenance costs at USFE&S; and

+ |Lower volumes as a result of customer switching in Ohio, net
of retention by Duke Energy Retail Sales, LLC {Duke Energy
Retail) at Commercial Power.

For the year ended December 31, 2010, Adjusted Earmings
was $1,882 million, or $1.43 per share, compared to Adjusted
Eamings of $1,577 million or $1.22 per share, for the sarme period
in 2009, The increase as compared to the prior year was primarily
due to:

« Favorable weather at USFE&G;

* Increased earnings associated with major construction projects
at USF&G;

* Increased earnings due to 2009 North Carolina and South
Carolina rate cases at USFE&G; and

* Increased results from the Midwest gas assets due to both
volumes and price,

Partially offsat by

* Increased operation and maintenance costs at USFE&G;

* Lower volumes as a result of customer switching in Ohio, net
of retention by Duke Energy Retall at Commercial Power; and

« Lower gains on coal and emission allowance sales at
Commercial Power.

The fcllowing table contains summarized information from Duke Energy’s Consolidated Statements of Operations.

Years ended Decermnber 31,

Variance Variance

2011 vs. 2010 vs.
(in millions) 2011 2010 2010 2009 2009
Operating revenues $14,529 314,272 $257 $12,731  $1,541
Operating expenses 11,760 11,964 (204) 10,518 1,446
Gains on sales of other assets and other, net 8 153 (145) 36 117
Operating income 2,777 2,461 316 2,249 212
Other income and expenses, net 547 589 42) 333 256
Interest expense 859 840 19 751 £9
Income from continuing operations before income taxes 2,465 2,210 255 1,831 379
Incorne tax expense from continuing operations 752 890 {138) 758 132
Income from continuing operations 1,713 1,320 393 1,073 247
Income from discontinued operations, net of 1ax 1 3 (2) 12 9
Net income 1,714 1,323 391 1,085 238
Less: Net income attributable to noncontrolling interests 8 3 5 10 7
Net income attributable to Duke Energy Corporation $ 1,706 % 1,320 $38 $ 1075 % 245

Consolidated Operating Revenues

Year Ended December 31, 2011 as Compared to
December 31, 2010. Consolidated operating revenues for 2011
increased $257 million compared to 2010. This change was
primarily driven by the following:

* A $263 million increase at Interational Energy. See

Operating Revenue discussion within “Segment Results” for

International Energy below for further information;
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= A $43 million increase at Commercial Power, See Operating
Revenue discussion within "Segment Resufts” for Commercial
Power below for further information; and

« A $22 million increase at USFE&G. See Operating Revenue
discussion within “Segment Results” for USFE&G below for
further information.
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Year Ended Decemnber 31, 2010 as Compared to
December 31, 2009. Consolidated operating revenues for 2010
increased $1,541 million compared to 2009. This change was
primarily driven by the following:

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

* A $334 million increase at Commercial Power. See Cperating
Revenue discussicn within “Segment Results” for Commerciat
Power betow for further information; and

* A $46 million increase at International Energy. See Operating
Revenue discussion within “Segment Results” for International
Energy below for further information.

Consolidated Operating Expenses

Year Ended December 31, 2011 as Compared to
Decernber 31, 2010. Consolidated operating expenses for 2011
decreased $204 million compared to 2010. This change was driven
primarily by the following:

* A $435 million decrease at Commercial Power, See Operating
Expense discussion within “Segment Results” for Commercial
Power below for further information; and

* A $302 million decrease at Other. See Operating Expense
discussion within “Segment Results” for Cther below for
further information.

Partially offsetting these decreases was:

« A $399 million increase at USFE&G. See Operating Expense
discussion within “Segment Results” for USFE&G below for
further informaticn; and

+ A $132 million increase at International Energy. See
Operating Expense discussion within "Segment Results” for
International Energy below for further information.

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

* A $624 million increase at USFE&G. See Operating Expense
discussion within “Segment Results” for USFE&G below for
further inforrmation;

« A $576 million increase at Commercial 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.

Partially offsetting these increases was:

* A $28 million decrease at International Energy. See Operating
Expense discussion within “Segment Results” for International
Energy below for further information.
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Consolidated Gains on Sales of Other Assets and Other, net

Consolidated gains on sales of other assets and other, net was a
gain of $8 million, $153 million and $36 million in 2011, 2010
and 2009, respectively. The gains in 2010 are primarily due to the
$139 million gain from the sale of a 50% ownership interest in
DukeNet Communications, LLC (DukeNet). The gains for 2009
relate primarily to sales of emission allowances by USFE&G and
Commercial Power.

Consolidated Operating Income

Year Ended December 31, 2011 as Compared to
December 31, 2010. For 2011, censolidated operating income
increased $316 million compared to 2020. Drivers to operating
incomne are discussed above.

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

Consolidated Other Income and Expenses, net

Year Ended December 31, 2011 as Compared to
December 31, 2010. For 2011, consolidated other income and
expenses decreased $42 million compared to 201C. This decrease
was primarily due to the $109 million gain on 1he sale of Duke
Energy's ownership interest in Q-Comm Corporation (Q-Commy} in
2010 and urfavorable returns on investments that support benefit
obligations; partially offset by increased equity earnings ¢f $44
millicr primarily from International Energy's investment in NMC, a
higher equity component of allowance for funds used during
construction (AFUDC) of $26 million due to additional capital
spending for ongoing construction projects, and & $20 million Peru
arbitration award.

Year Ended December 31, 2010 as Compared to
Decernber 31, 2008, For 2010, consolidated other income and
expenses increased $256 million compared to 2009. This increase
was primarily due to the $109 million gain on the sale of Duke
Erergy's ownership interest in Q-Comm in 2010, a higher equity
component of AFUDC of $81 million due to additional capital
spending for ongoing construction projects, increased equity earmings
of $46 million primarily from Interational Energy’s investment in
NMC and the absence of 2009 losses from its investment in Attiki
Gas Supply S.A. (Attiki), and a $25 million charge in 2009
associated with certain performance guarantess Duke Energy had
issued on hehalf of the Crescent JV (Crescent).

Consolidated Interest Expense

Year Ended Decernber 31, 2011 as Compared to
Decemnber 31, 2010. Consolidated interest expense increased
$19 million in 2011 as compared to 2010, This increase is primarily
attributable to higher debt balances in 2011 and higher interest
expense related to income taxes; partially offset by deferred interest
expense related to environmental plant costs.
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Year Ended Decernber 31, 2010 as Compared to
December 31, 2009. Consolidated interest expense increased
$89 millien in 2010 as compared to 2009, This increase is primarily
attributable to higher debt balances, partially offset by a higher debt
compenent of AFUDC due to increased spending on capital projects
and lower interest expense related to income taxes.

Consolidated Income Tax Expense from Continuing QOperations

Year Ended Decemnber 31, 2011 as Compared to
December 31, 2010. For 2011, consolidated income tax expense
from continuing operations decreased $138 miilion compared to
2010, primarily due to a decrease in the effective tax rate. The
effective tax rate for the year ended December 31, 2011 was 30.5%
compared to 40.3% for the year ended December 31, 2010. The
change in the effective tax rate is primarily due to a $500 million
impairment of nan-deductible goodwiil in 2010

Year Ended December 31, 2010 as Compared fo
Decermber 31, 2009. For 2010, consclidated income tax expense
from continuing cperations increased $132 million compared to
20089, primarily due to the increase in pre-tax income. The effective
tax rate for the year ended December 31, 2010 was 40% compared
to 419% for the year ended December 31, 2009. The effective tax
rates for both 2010 and 2009 reflect the effect of goodwill
impairments, which are non-deductible for tax purposes.

Segment Results

Managament evaluates segment parformance based on
eamings before interest and taxes from continuing operations
(excluding centain allocated corporate governance costs), after
deducting amounts attributable to noncontrolling interests related to
those profits (EBIT}. On a segment basis, EBIT excludes discontinued
operations, represents all profits from continuing operations (bath
operating and non-operating} before deducting interest and taxes, and
is net of the amounts attributable to noncontrolling interests related to
those profits. Cash, cash equivalents and short-term investments are
managed centrally by Duke Energy, so interest and dividend income
on those halances, as well as gains and losses on remeasurement of
foreign currency denominated balances, are excluded from the
segments’ EBIT. Management considers segment EBIT to be a good
indicator of each segment's cperating performance from its continuing
operations, as it represents the results of Cuke Energy’s ownership
interest in operations without regard to financing methods or capital
structures.

See Note 3 to the Consclidated Financial Statements, “Business
Segments,” for a discussion of Duke Energy's segment structure.
Cuke Energy’s cperating earnings may not be comparable to a
similarly titled measure of another company because other entities
may not calculate operating earnings in the same manner. Beginning
in 2012, the chief operating decision maker began evaluating
segment financial performance and allocation of resources on a net
income basis. Therefore, previously unallccated corporate costs will
ke reflected in each segment.

Segment EBIT is summarized in the fcllowing table, and detailed discussions follow.

EBIT by Business Segment
Years Ended December 31,

Variance Variance

2011 vs. 2010 vs.
{in millions) 2011 201C 2010 2009 2009
LS. Franchised Electric and Gas $2,604 $2,966 $(362) $2,321 $ 645
Commercial Power 225 (229) 454 27 (256)
Internaticnal Energy 679 486 193 365 121
Total reportable segment EBIT 3,508 3,223 285 2,713 510
Other {261) (255) (6) (251) 4)
Total reportable segment EBIT and other 3,247 2,968 279 2,462 506
Interast expense {859} {840} (18) (751} (89}
Interest incomie and other 56 64 8 102 (38)
Add back of noncontrolling interest component of reportable segment and Other EBIT 21 18 3 18 —
Consolidated earnings from continuing operations before income taxes $2,465 $2,210 $255  $1,831 $ 379

{a) Cther within Interest income and other includes foreign currency transaction gains and losses and additional noncontrolling interest amounts not allocated to reportable segment and

Other EBIT.
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Noncontrelling interest amounts presented below includes only expenses and benefits related to EBIT of Duke Energy's joint ventures. It
does not include the noncontralling interest component related to interest and taxes of the joint ventures.
Segment EBIT, as discussed below, includes intercompany revenues and expenses that are eliminated in the Consolidated Financial

Statements.

U.S. Franchised Electric and Gas

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

Kentucky and certain regulated operations of Duke Energy Chio.

Years Ended December 31,

Variance Variance

2011 vs. 2010 vs.
{in miflions, except where noted) 2011 2010 2010 2009 2009
Operating revenues $10,619 $10597 % 22 $ 9433 $1,164
Operating expenses 8,286 7,887 399 7,263 624
Gains on sales of other assets and other, net 2 5 3) 20 (15)
Operating income 2,335 2,715 (380) 2,190 525
Other income and expenses, net 269 251 18 131 120
EBIT $ 2604 $ 2966 $ (362) § 2321 $ 645
Duke Erergy Carolinas’ GWh sales'® 82,127 85,441 (3,314 79,830 5611
Duke Energy Midwest's GWh salgsiam 58,104 60,418 (2,314 56,753 3,665
Net proporticnal MW capacity in operationfc 27397 26,869 528 26,957 (88)

ta) Gigawatt-hours (GWh}.

() Duke Energy Ohio (Ohic transmission and distribution only), Duke Energy Indiana and Duke Energy Kentucky collectively referred to as Duke Energy Midwest wathin this USFE&G

segment discussion.
(c} Megawatt (MW).

The following table shows the percent changes in GWh sales
and average number of customers for Duke Energy Carclinas. Except
as otherwise noted, the below percentages represent billed sales only
for the periods presentad and ara not weather normalized.

Increase (decrease) over priar year 2011 2010 2009

Residential saleste {(5.7% 10.2% (0.21%
General service salest! {(1.3)0% 3.7% (L)%
Industriai salest 0.8% 74% (15.2)%
Wholesale power sales 1.2% 12.2% (31.6)%
Total Duke Energy Carolinas’ sales® (3.9)% 7.0% (6.6)%
Average number of custorners 0.3% 05% 0.5%

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

(ty)  Consists of all components of Duke Energy Carolinas’ sales, including alt billed and
unbilled refail sales, and wholesale sales to incorporated municipalities and to public
and private utilities and power marketers.

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

Increase (decrease) over prior yaar 2011 2010 2009

Residential sales'® (3.1% 82% (4.3)%
General service sales® (1.3% 2.7% (3.5)%
industrial sales'@ {0.1)% 104% (15.00%
Wholesale power sales (16.3)% 2.1% {(20.8)%
Total Duke Energy Midwest's sales® (3.8)% 65% (9.2)%
Average number of customers 0.2% 04% (0.3)%

(a) Major components of Duke Energy Midwest's retail sales.
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{b) Consists of all companents of Duke Energy Midwest's sales, including ail billed and
unbitied retail sales, and wholesale sales to incorporated municipalities and to public
and private ulilities and power marketers.

Year Ended December 31, 2011 as Compared to December 31,
2010

Operating Revenues.
The increase was driven primarily by:

* A $230 million increase in rate riders and retail rates primarily
due to the 2011 implementation of the North Carolina
construction werk in progress (CWIP) rider, the save-a-watt
(SAW) and demand side management programs, and the
rider for the Edwardsport IGCC plant that is currently under
construction;

* A $22 million increase in fuel revenues (including emission
allowances) driven primarily by higher fuel rates for electric
retail custormers in all jurisdictions, and higher purchased
power costs in Indiana, partialty offset by decreased demand
from electric retail custormers in 2011 compared to the same
period in 2010 mainly due to less favorable weather
conditicns, lower demand and fuel rates in Ohio and Kentucky
from natural gas retail customers. Fuel revenues represent
sales to retail and wholesale customers; and

* An $18 million net increase in wholesale power revenues, net
of sharing, primarily due to additional volumes and charges for
capacity for customers served under long-term coentracts.
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Partially offsetting these increases was:

« A $244 million decrease in GWh and thousand cubic feet
{Mcf) sales to retail customers due to less favorable weather
conditions in 2011 compared tc the sams period in 2010.
For the Carolinas and Midwest, weather statistics for both
heating degree days and cooling degree days in 2011 were
unfavorable compared to the same period in 2010. The year
201G had the most cooling degree days on record and
December 2010 tied with December 1963 for the coldest
December on record in the Duke Energy Carolinas’ service
area (dating back to 1961).

Operating Expenses.
The increase was driven primarily by:

« A $178 million increase due to an additional impairment
charge related 1o the Edwardsport IGCC plant that is currently
under construction. See Note 4 to the Consolidated Financial
Statements, “Regulatory Matters,” for additional information;
and

« A $175 million increase in operating and maintenance
expenses primarily due to higher non-outage costs at nuclear
and fossil generation stations, higher sterm costs, increased
scheduled outage costs at nuclear generation stations, ang
increased costs related to the implementation of the SAW
program.

Other Income and Expenses, net.

The increase rasutted primarily from a higher equity compenent
of AFUCC from additional capital spending for increased construction
expenditures related to new generation partially offset by lower
deferred returns.

EBIT.

As discussed above, the decrease resulted primarily from an
additional impairment charge related to the Edwardspert IGCC plant,
higher operating and maintenance experses and less favorable
weather. These negative impacts were partially offset by overall net
higher retail rates and rate riders and higher wholesale power
revenues.

Matters Impacting Future USFE&G Results

Results of USFE&G are impacted by the completion of its major
generation fleet modernization projects. See Note 4 to the
Consclidated Financial Statements, “Regulatory Matters,” for a
discussion of the significant increase in the estimated cost of the 618
MW IGCC plant at Duke Energy Indiana's Edwardspert Generating
Station. Additional updates 1o the cost estimate could oocur through
the completion cf the plant in 2012. Phase | and Phase Hl hearings
concluded on January 24, 2012, Final orders from the IURC on
Phase | and Phase Il of the subdocket and the pending iGCC Rider
proceedings are expected ne sooner than the end of the third quarter
2012. Duke Energy Indiana is unable to predict the ultimate
outcome of these proceedings. In the event the [URC disallows a

portion of the plant costs, including financing costs, or if cost
estimates for the plant increase, additional charges to expense, which
could be material, could cceur.

In January 2012, the NCUC and PSCSC approved Duke Energy
Carolinas' proposed settlements in requests to increase electric rates
for its North Carolina and South Carolina customers. The seftlement
agreements include combined base rate increases of approximately
$400 million that will be reflected in 2012 earnings.

Duke Energy Carolinas plans to file rate cases in North Caroling
and South Carelina during 2012. Duke Energy Ohio plans to file
electric transmission and distribution and gas rate cases in 2012.
Duke Energy Indiana is evaluating the need for a rate case in 2012
or 2013, These planned rates cases are needed to recover
investments in Duke Energy’s ongoing infrastructure modernization
projects and operating costs.

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

Operating Revenues.
The increase was driven primarily by:

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

* A $308 million increase in sales to retail customers due to
favorable weather conditions in 2010 compared to 2009. For
the Carolinas and Midwest, weather statistics for both heating
degree days and cooling degree days in 2010 were favorable
compared to 2002, The year 2010 had the most coaling
degree days on record in the Duke Energy Carolinas’ service
area (dating back to 19€1);

* A $282 million increase in fuel revenues (including emission
allowances) driven primarily by increased demand frem
electric retail customers resutting from favorable weather
conditions, and higher fuel rates for electric retail customers in
North Carotina, partially offset by lower fuel rates for electric
retail customers in the Midwest and South Carolina, and lower
natural gas fuel rates in Ohio and Kentucky. Fuel revenues
reprasent sales to retail and wholesale customers;

= A $54 million net increase in wholesale power revenues, net
of sharing, primarily due to increases in charges for capacity,
increased sales volumes due to waather conditions in 2010
and the addition of new customers served under long-term
contracts; and

* A $40 millign increase in weather adjusted sales volumes to
electric retail customers reflecting increased demand, primarily
in the industrial sector, and slight growth in the number of
residential and general service electric customers in the
USFE&G service territory. The number of electric residential
custemers in 2010 has Increased by approximately 10,000 in
the Carolinas and by approximately 7,000 in the Midwest
compared to 2009,
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Operating Expenses.
The increase was driven primarily by:

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

* A $162 million increase in gperating and maintenance
expenses primarity due to costs related to the implementation
of the save-a-watt program, higher customer service
cperations costs, higher benefit costs, higher nuclear, power
and gas delivery maintenance costs, higher outage costs at
fossil generaticn stations, and the disallowance in 2010 of a
portion of previously deferred costs in Ohio related to the 2008
Hurricane lke wind storm, partially offset by overall lower
storm costs, including the establishment of a regulatory asset
to defer previously recognized costs related to an ice storm in
Indiana in early 2009;

* A $96 million increase in depreciation and amortization due
primarily to increases in depreciation as a result of additional
capital spending and amortization of regulatory assets; and

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

Gains on Sales of Other Assets and Other, net.

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

Other Income and Expenses, net.

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

EBIT.

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

Commercial Power

Years Ended December 31,

Variance Varance

2011 vs. 2010 vs.
{in millions, except where noted) 2011 2010 2010 2009 2009
Operating revenues $ 2491 $ 2,448 $ 43 $ 2114 $ 334
Operating expenses 2,275 2,710 (435) 2,134 576
Gains on sales of other assets and other, net 14 6 8 12 (&)
Operating income (loss) 230 (256) 486 &) (248)
Other income and expenses, net 8 35 (27) 35 —
Expense attributable to noncontrolling interest 13 8 5 — 8
EBIT $ 225 (2290 % 454 % 27 $ (256)
Actual plant production, Gwh 32,531 28,754 3,777 26,962 1,792
Net proportional megawatt capacity in operaticn 8,325 8,272 53 8,005 267

Year Ended December 31, 2011 as compared to December 31,
2010

Operating Revenues.
The increase was primarily driven by:

+ A $240 miilion increase in wholesale electric revenues due to
higher generation volumes, net of lower pricing and lower
margin eamed from participation in wholeszle auctions in
2011; and

+ A $53 million increase in renewable generation revenues due
to additionai renewable generation facilities placed in service
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after 2010 and a fult year of operations for renewable
generation facilities placed in service throughout 2010.

Partially offsetting these increases were:

+ A $178 milfion decrease in retail electric revenues resulting
from lower sales volumes driven Dy increased customer
switching levels and unfavorable weather net of higher retail
pricing under the ESP in 2011; and

* A $66 million decrease in DEGS revenues, excluding
renewables, due primarily to a contract termination and plant
maintenance.
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Operating Expenses.
The decrease was primarily driven by:

* A $584 million decrease in impairment charges primarily
related to a $660 million charge related to goodwill and
nan-regulated coal-fired generation asset impairments in the
Midwest in 2010, as compared to a $79 millicn impairment
in 2011 to write down the carrying value of excess emission
allowances held to fair value as a result of the EPA's issuance
of the Cross-State Air Pollution Rule (CSAPR) and a $9 million
impairment of the Vermillion generation station in 2011. See
Note 12 to the Consolidated Financial Statements, “Goodwill,
Intangible Assets and Impairments,” for additional information;
and

* A $65% million decrease in retail fuel and purchased power
expenses due to lower generation volumes net of higher
purchased power volumes in 2011 as compared to 2010.

Partially offsetting these decreases were:

+ A $156 million increase in wholesale fuel expenses due to
higher generation volumes, partially offset by favorable hedge
realizations in 2011 as compared to 2010,

* A $68 million increase in operating expenses resu'ting
primarily from the recognition of Midwest 1SO exit fees, higher
mairtenance expenses and higher transmission costs in 2011
compared to 201G; and

* A $30 million increase in mark-to-market fuel expense on
nen-qualifying fuel hedge contracts, consisting of
mark-to-market losses of $3 million in 2011 compared to
gains of $27 million in 2010.

Gains on Sales of Other Assets and Other, net.

The increase in 2011 as compared to 2010 is attributable to
2011 gains on sales of certain assets resulting from a contract
termination,

Other Income and Expenses, net.

The decrease in 2011 as compared to 2010 is primarily due to
distributions from South Houston Green Power received in 2010
which did not recur in 2011.

EBIT.

The increase is primarily attributable to lower goodwill,
generation and other asset impairment charges, higher whelesale
margins due to increased generation volumes, and an increase in
renewables generation revenues. These factors were partially offset by
lower retail margins driven by customer switching and unfavorable
weather, higher operating expenses resulting from the recognition of
Midwest 15O exit fees and increased maintenance expanses, and nat
mark-to-market losses on non-qualifying commodity hedge contracts
in 2011 compared to gains in 2010.
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Matters Impacting Future Commercial Power Results

Commercial Power's coal-fired generation assets were dedicated
under Duke Energy Chig's ESP through December 31, 2011, The
PUCO approved Duke Energy Ohio's new ESP in November 2011.
The new ESP effectively separates the generation of electricity from
Duke Energy Ohio's retail load obligaticn as of January 1, 2012, As a
result, Commercial Power’s coal-fired generation assets no longer
serve retail load customers or receive negetiated pricing under the
ESP. The coal-fired generation assets began dispatching all of their
electricity into unregulated markets in January 2012 and going
farward will receive wholesale energy margins and capacity revenues
from PJM at rates currently below those previously collected under
the prior ESP. The impact of these lower energy margins and capacity
revenues are expected 1o be partially offset by a nor-bypassable
stability charge collected from Duke Energy Chio's retail customers
through 2014. As a result, Commercial Power's operating revenues
and EBIT will be negatively impacted.

Commercial Power's gas-fired non-reguiated generation assets
earn capacity revenues frem PIM. PIM capacity prices are
determined through an auction process for planning years from June
through May of the following year and are conducted approximately
three years in advance of the capacity delivery period. Capacity
prices, for periods beginning June 2011 and continuing through May
2014 will be significantly lower than current and historical capacity
prices. As a result, Commercial Power's operating revenues and EBIT
will be negatively impacted through 2014.

Commercial Power is focused on growing its non-regulated
renewable energy portfolio. Results for Commercial Power are
dependent upon completion of renewable energy construction
projects and tax credits from renewable energy preduction and project
investments. Failure of current construction projects to reach
commercial operation before the expiration of certain tax credits at the
end of 2011 could have a significant impact on Commercial Power's
results of operaticns.

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

Operating Revenues.
The increase was primarily driven by:

+ A $294 million increase in wholesale electric revenues due to
higher generation volurmes and pricing net of lower margin
earned fram participation in wholesale aucticns;

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

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

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

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

Operating Expenses,
The increase was primarily driver by:

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

« A $277 million increase in who'esale fusl expenses dus to
higher generation volumes and less favorable hedge
realizations in 2010 as compared to 2009;

+ A $32 million increase in depreciation and administrative
expenses associated with wind projects placed in service and
the centinued development of the renewable business in
2010; and

= A $70 miliion increase in operating expenses resulting from
the amortization of certain deferred plant maintenance
expenses and higher transmission costs in 2010 compared to
2009 net of lower administrative expenses;

Partially cffsetting these increases was:

* An %85 million decreasea in mark-to-market fuel expensa on
non-qualifying fuel hedge contracts, consisting of
mark-te-market gains of $27 millien in 2010 compared to
losses of $58 million in 2009; and

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

Gains on Sales of Other Assets and QOther, net.

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

EBIT.

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

International Energy

Years Ended December 31,

Variance Variance

2011 vs. 2010 vs.
{in millions, except where noted} 2011 2010 2010 2009 2009
Operating revenues $ 1467 % 1,204 $263 % 1,158 § 46
QOperating expenses 938 806 132 834 (28)
(Losses} gains on sales of other assets and other, net (1) (3) 2 —_ (3
Operating income 528 355 133 324 71
Other income and expenses, net 174 110 64 63 47
Expense attributable to noncontrolling interest 23 19 4 22 3)
FBIT $ 679 % 486 $193 $ 365 $121
Sales, GWh 18,889 19,504 615y 19,978 (474}
Net proportional megawatt capacity in operation 4,277 4,203 74 4,053 150

Year Ended December 31, 2011 as Compared to December 31,
2010

Operating Reventses.
The increase was driven primarily by:

* A $111 million increase in Central America as a result of
favorable hydrology and higher average prices;

« A $95 million increase in Brazil due to favorable exchange
rates, and higher average contract prices and volumes; and
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+ An $80 million increase in Peru due to higher average prices
and volumes, and hydrocarbon prices.

Partially offsetting these increases was:

+ A $25 million decrease in Ecuador as a result of lower
dispatch due to new hydro competiter commencing operations
in the fourth quarter of 2010.
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Operating Expenses.
The increase was driven primarily by:

A $77 million increase in Central America due 10 higher fuel
costs and consumption as a result of increased dispatch;

= A $56 millicn increase in Peru as a result of higher fuel costs
and consumgption as a result of increased dispatch, purchased
power and hydrocarbon royalty costs; and

» A $25 million increase in Brazil as a result of unfavorable
exchange rates, higher purchased power and a provision for a
revenue tax audit.

Partially offsetting these increases was:

» A $27 millicn decrease in Ecuador due to lower fugl
consumption as a result of lower dispatch, and lower
maintenance costs.

Other Income and Expenses, net.

The increase was primarily driven by a $44 million increase in

equity eamnings from NMC due to higher average prices partially offset

by higher butane costs, and a $20 million arbitration award in Peru.

£BIT.

As discussed above, the increase was primarily due to faverable
contract prices and exchange rates in Brazil, arbitration award and
higher margins in Pery, favorable hydrology in Central America, and
higher equity earnings at NMC.

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

2009

Operating Revenues.

The increase was driven primarily by:

* A $105 million increase in Brazil due to favorable exchange

rates, higher average contract prices, and favorable hydrology.

Partially offsetting this increase was:

* A $54 million decrease in Central America due to lower
dispatch as a result of unfaverable hydrology, partially offset by
higher average prices.

Operating Expenses.
The decrease was driven primarily by:

= A $27 million decrease in Central America due 10 lower fuel
consumption as a result of lower dispateh; and

* A 313 million decrezse in general and administrative due to
lower legal, development, and labor costs.

Partially offsetting these decreases was:

« A 39 million increase in Peru due to higher hydrocarbon
royalty costs.

Other Income and Expenses, net.

The increase was driven by a $24 millicn increase due to the
absence of 2009 Icsses from its investrment in Aftiki and a $23
million increase in equity earnings from NMC due to higher average
prices and methyl tertiary butyl ether (MTBE) volumes, partially offset
by higher butane casts.

EBIT.

The increase in EBIT was primarily due to faverable results in
Brazil, the absence of a provision recorded in 2009 related to
transmission fees in Brazil, 2009 equity losses associated with Attiki,
higher equity eamings from NMC, and lower general and administrative
costs, partially offset by lower results in Central America.

Other
Years Ended December 31,

Variance Variance

2011 vs. 2010 vs.
{in millions) 2011 2010 2010 2009 2009
Qperating revenues $ 44 $118 $ (74 $128 $ (10
Operating expenses 354 656 {302 389 267
{Losses}) gains on sales of other assets and other, net 8 145 (153) 4 141
Operating loss (318) {393 75 (257) (136)
Otner income and expenses, net 42 129 87 2 127
Benefit atiributable to noncontroliing interest {15} Q) (6) (@) (5

EBIT

$(261)  $(255) $ (6) $(25D) $ 4
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Year Ended December 31, 2011 as Compared to December 31,
2010

Operating Revenues.

The decrease was driven primarily by the deconsolidation of
DukeNet Communications, LLC {DukeNet} in Decernber 2010 and
the subsegquent accounting for Duke Energy's investment in DukeNet
as an equity methed investment,

Operating Expenses.

The decrease was criven primarily by $172 million of 2010
empioyee severance costs related to the voluntary severance plan and
the consolidation of certain corporate office functions from the
Midwest to Charlctte, Nerth Carolina, prior year donaticns of $56
million to the Duke Energy Foundation, which is a nonpraofit
organization funded by Duke Energy shareholders that makes
charitable contributions to selected nonprofits and government
subdivisions, a decrease as a result ¢f the DukeNet deconsolidation
in December 2010 and the subsequent accounting for Duke Energy's
investment in DukeNet as an equity method investment, lower
corporate costs, and a prior year litigation reserve; partialty offset by
higher costs related to the proposed merger with Progress Energy.

Gains/ (Losses) on sales of other assets and other, net.

The decrease was primarily due to the $139 million gain from
the sale of a 50% ownership interest in DukeNet in the prior year.

Other Income and Expenses, net.

The decrease was due primarily to the sale of Duke Energy's
ownership interest in Q-Comm in the prior year of $109 million;
partially offset by prior year impairments and 2011 gaing on sales of
investments.

EBIT.

As discussed abave, the decrease was due primarily to gains
recognized in 2010 on the sale of a 50% ownership interest in
DukeNet, the sale of Duke Energy's ownership interest in Q-Comm in
the prior year and higher costs related to the proposed merger;
partially offset by prior year employes severance costs, prior year
donations to the Duke Energy Foundation, lower corperate costs and
a pricr year litigation reserve.

Matters Impacting Future Other Results

Duke Energy previously held an effective 50% interest in
Crescent, which was a real estate joint venture formed by Duke
Energy in 2006 that filed for Chapter 11 bankruptcy protection in
Juna 2009, On June 9, 2010, Crescent restructured and emerged
from bankruptcy and Duke Energy forfeited its entire 50% ownership
interest to Crescent debt holders. This forfeiture caused Duke Energy
to recognize a tax loss, for tax purposes, on its interest in the second
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quarter of 2010. Although Crescent has reorganized and emerged
from bankruptcy with creditors ewning all Crescent interest, there
remains uncertainty as to the tax treatment associated with the
restructuring. Based on this uncertainty, it is possible that Duke
Energy could incur a future tax liability related to the tax losses
associated with its partnership interest in Crescent and the resciution
of issues associated with Crescent's emergence from bankruptcy.

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

Operating Expenses.

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

Gains/ (Losses) on sales of other assets and other, net.

The increase was primarily due to the $139 million gain from
the sale of a 50% ownership interest in DukeNet in the fourth quarter
of 2010.

Other income and Expenses, net.

The increase was due primarily 10 the sale of Duke Energy's
ownership interest in Q-Comm, and a 2009 charge related to certain
guarantees Duke Energy had issued o0 behalf of Crescent.

EBIT.

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

DUKE ENERGY CARCLINAS
INTRODUCTION

Management’s Discussion and Analysis should be read in
conjunction with the accompanying Consclidated Financial
Statements and Notes for the years ended December 31, 2011
2010 and 2009,

’

BASIS OF PRESENTATION

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

Results of Operations and Variances

Summary of Results
Years Ended December 31,

Increase
(in millicns) 2011 2010  (Decrease)
Dperating revenues $6,493 $6,424 $ 69
Operating expenses 5,014 4,986 28
Gains on sales of other assets and other, net 1 7 (6)
Operating income 1,480 1,445 35
Other income and expenses, net 186 212 (26)
Interest expense 360 362 (2)
Income before income taxes 1,306 1,235 11
Income tax expense 472 457 15
Net income $ B34 3 838 $ 4
Net Income related to the implemeniation of the SAW program and higher

The $4 million decrease in Duke Energy Carolinas’ net income
for the year ended December 31, 2011 compared to December 31,
2010 was primarily due to the following factors:

Operating Revenues.
The increase was driven primarily by;

« A $241 million et increase in retail rates and rate riders
primarily due to the implamentation of the Nonth Carolina
CWIP rider effective January 2011, riders for the SAW
program, and year-over-year impact related to a phase-in of
the new retail rates resulting from the South Carolina rate case
in the first quarter of 2010Q; and

* A $23 million increase in wholesale power revenues, nat of
sharing, primarily due to increased capacity charges and
additicnal volumes for customers served under long-term
contracts; partially offset by volume decreases and lower
pricing for near-term sales.

Partially offsetting these increases was:

* A £192 million decrease in GWh sales to retail customers due
to less favorable weather. Weather statistics for both heating
degree days and cooling degree days in 2011 were
unfavorable compared to 2010. Heating degree days were
4% below normal for 2011 as compared to 16% above
normal in 2010 and cocling degree days for 2011 were 19%
above normat compared to 33% abaove normal in 2010,

Operating Expenses.

The increase was driven primarity by:

«A $101 million increase in cperating and maintenance
expenses primarily related to higher non-outage and outage
costs at nuclear generaticn plants, merger related costs, costs
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storm costs; partially offset by a prior year charge for a
litigation settlement; and

« A $27 million increase in depreciation and amortization
expense primarily due to increased production plant base and
scfiware projects amortization; partially offset by the 2011
deferral of the whaolesale portion of GridSouth costs.

Partially cffsetting these increases was:

+ A $103 million decrease in employee severance costs
associated with the 2010 voluntary severance plan,

Other Income and Expenses, net.

The decrease is primarily due to higher interest income recorded
in 2010 following the resolution of certain income tax matters related
to prior years, lower deferred returns and lower equity component of
AFUDC.

Income Tax Expense.

Income tax expense for 2011 increased compared to 2010
primarily due to increases in pre-tax income and in the effective tax
rate. The effective tax rate for 2011 and 2010 was 36.1% and
35.3%, respectively. The increase in the effective tax rate is primarily
due to a decrease in the manufacturing deduction in 2011 and a
state tax benefit recorded in 2010, partially offset by the write-off of a
deferred tax asset in 2010 due to a change in the tax treatment of the
Medicare Part D subsidy due 1o the passing of health care reform
legislation,

Matters Impacting Future Duke Energy Carolinas Results

In January 2012, the NCUC and PSCSC approved Duke Energy
Carolinas’ proposed settlements in requests to increase electric rates
for its North Carolina and South Carolina custormers. The sattlement
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agreements include combined base rate increzses of approximately
$400 million that will be reflected in 2012 earnings.

Duke Energy Carolinas plans to file rate cases in North Carolina
and South Carolina during 2012. These planned rates cases are
needed to recover investments in Duke Energy Carolinas’ ongoing

infrastructure modemization projects and operating costs. Duke
Energy Carclinas’ eamings could be adversely impacted if these rate
cases are denied or delayed by either of the state regulatory
COMMISSIONS.

DUKE ENERGY CHIO
INTRODUCTION

BASIS OF PRESENTATION

Management's Discussion and Analysis should be read in
conjunction with the accompanying Consclidated Financial
Statements and Notes for the years ended December 31, 2011,
2010 and 2009,

RESULTS OF OPERATIONS

The results of operations and variance discussion for Duke
Energy Ohio is presented in a reduced disclosure format in
accordance with General Instruction (13(2)(a) of Form 10-K.

Results of Operations and Variances

Summary of Results
Years Ended December 31,

Increase
{in millicns) 2011 2010  (Decrease)
Operating revenues $3,181 $3,329 $(148)
Operating expenses 2,811 3,657 (746)
Gains on sales of other assets and other, net 5 3 2
Operating income (loss) 375 (225) 600
Other income and expenses, net 19 25 (6
Interest expense 104 109 {5
Income before income taxes 290 {309) 599
Income 1ax expense 96 132 (36)
Net income (loss) $ 194 § (441) % 635

Net Income

The $635 million increase in Duke Energy Ohio's net income
was primarily due to the following factors:

Operating Revenues.
The decrease was due primarily to:

« A $204 million decrease in retail electric revenues resulting
from lower sales volumes driven by increased customer
switching levels net of higher retail pricing under the ESP in
2011;

+ A $75 million decrease in retail electric revenues resulting
from the expiration of the Ohio electric Regulatory Transition
Charge for non-residential customers;

+ A $63 million decrease in regulated fuel revenues driven
primarily by reduced sales volumes and lower natural gas costs;

» A $39 million decrease related to less favorable weather
conditions in 2011 compared to 2010; and
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« A $23 million decrease in net mark-to-market revenues on
non-qualifying power and capacity hedge contracts, consisting
of mark-to-market gains of $7 million in 2011 compared to
gains of $30 millicn in 2010.

Partially offsetting these decreases were:

* A 3246 million increase in wholesale electric revenues due 1o
higher generation volumes net of lower pricing and lower margin
earmed from participation in wholesale auctions in 2013 .

Operating Expenses.
The decrease was due primarily to:

* A $749 million decrease in impairment charges primarily
related to a $677 million impairment of goodwill and a2 $160
million impairment of certain generation assets in 2010
compared o a $79 million impairment in 2011 to write down
the camying value cf excess emission allowances. See Note 12
to the Consolidated Financial Statements, “Goodwill,
Intangible Assets and Impairments,” for additional information;
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¢ A 3107 million decrease in retail fuel and purchased power
expenses due to lower generation volumes driven by increased
customer switching levels in 2011 compared to 2010;

* A $64 million decrease in depreciation and amortization costs
primarily due to decreased regulatory transition charge
amortization;

*» A $63 million decrease in regulated fuel expense primarily due
to reduced sales volumes and lower naturaf gas costs;

= A $24 million decrease in employee severance costs related to
the 2010 voluntary severance plan and the consolidation of
certain corporate office functions from the Midwest to
Charlotte, Naorth Carolina.

Partially offsetting these decreases were:

» A $159 million increase in wholesale fuel expenses due to
higher generation volumes;

« A $72 million increase in operating and maintenance
expenses primarily from the recognition of Midwest (SO exit
fees and higher maintenance expenses; and

« A $29 million increase in mark-to-market fuel expense on
non-gqualifying fuel hedge contracts, consisting of
mark-to-market losses of $3 miltion in 2011 compared 1o
gains of $26 million in 2010.

Other Income and Expenses, net.

The decrease in 2011 compared to 2010 is primarily
attributable to reduced interest income accrued for uncertain income
tax positions.

Income Tax Expense.

Income tax expense for 2011 increased compared 1o 2010
primarily due to increases in pre-tax income and in the effective tax

rate. The effective tax rate in 2011 was 33.1% compared to an
effective tax rate for the same pericd in 2010 of (43.0%). The
change in the effective tax rate is primarily due to a $677 million
non-deductible impairment of goadwill in 2010, as discussed above.

Matters Impacting Future Duke Energy Ohio Results

Duke Energy Ohio operated under an ESP that expired on
December 31, 2011. The PUCO approved Duke Energy Ohio's new
ESP in November 2011. The new ESP effectively separates the
generation of electricity from Duke Energy Ohio's retail load obligation
as of January 1, 2012. Duke Energy Ohio's retail load obligation is
satisfied through competitive auctions, the costs of which are
recovered from customers. Duke Energy Chio now eamns retail margin
on the transrmission ang distribution of eiectricity only and not on the
cost of the underlying energy. Duke Energy Ohio's coal-fired
generation assets no longer serve retail load customers or receive
negotiated pricing under the ESP, The ccal-fired generaticn assets
began dispatching all of their electricity into unregulated markets in
January 2012 and geing forward will receive wholesale energy
margins and capacity revenues from PJIM at rates currently below
those previously collected under the prior ESP. These lower energy
margins and capacity revenues are expected to be partially offset by a
non-bypassable stability charge collected from Duke Energy Ohio's
retail custormers through 2014, As a result, Duke Energy's operating
revenues and net income will be negatively impacted.

Duke Energy Ohig's gas-fired non-regulated generation assets
earn capacity revenues from PJM. PJM capacity prices are
determined through an auction process for planning years from June
through May of the following year and are conducted approximately
three years in advance of the capacity delivery period. Capacity prices
for periods beginning June 2011 and continuing through May 2014,
will be significantly lower than current and historical capacity prices.
As a result, Duke Energy Ohio's operating revenues and net income
will be negatively impacted through 2014,

DUKE ENERGY INDIANA
INTRODUCTION

BASIS OF PRESENTATION

Management's Discussion and Analysis should be read in
conjunction with the accompanying Consalidated Financial
Statements and Notes for the years ended December 31, 2011,
2010 and 2009.
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The results of operations and variance discussion for Duke
Energy Indiana is presented in a reduced disclosure format in
accordance with General Instruction (13(2)a) of Form 10-K.



PART Il

RESULTS OF OPERATIONS

Results of Operaticns and Variances

Summary of Results

Years Ended December 31,

Increase

{in millions) 2011 2010  (Decrease)
Operating revenues $2,622 12,520 $ 102
Operating expenses 2,340 2,012 328
Losses on sales of other assets and other, net — (2) 2
Operating income 282 506 {224)
Other income and expenses, net 97 70 27
Interest expense 137 135 2
Income before income taxes 242 441 (199)
Income tax expense 74 156 82)
Net income $ 168 $ 285 $(117
Net Income outage costs, and increased legal and corporate allocations,

The $117 million decrease in Duke Energy Indiana's net
income for the year ended December 31, 2011 compared to
Decemnber 31, 2010 was primarily due to the following factors:

Operating Reventes.
The increase was primarily due to:

* An $80 millien increase in fuel revenues (including the rider
for emission aflowances) primarily due to an increase in fuel
rates as a result of higher fuel and purchased power costs;

* A $32 million net increase in rate riders primarily related to
the Edwardsport IGCC plant that is currently under
construction and higher recoveries of demand side
management (DSM} costs, partially offset by lower recoveries
under the clean coal technology (CCT) rider; and

« A $13 million increase in rate pricing due to the positive
impact on overall average prices of lower sales volumes;

Partially offsetting these increases was:

» A $27 million decrease in retail revenues related to less
favorable weather conditions in 2011 compared to 2010.

Operating Expenses.
The increase was primarily due to:

= A $178 million increase due to an additional impairment
charge related to the Edwardsport IGCC plant that is currently
under construction. See Note 4 to the Consclidated Financial
Statements, “Regulatory Matters,” for additional information;

+ A $74 million increase in fue! costs primarily due to an
increase in fuel rates as a result of higher fuel and purchased
power costs;

+ A $36 million increase in operation and maintenance costs
primarily due to higher storm related costs, higher generation
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partially offset by decreased costs associated with the 2010

voluntary severance plan and the consclidation of certain

corporate office functions from the Midwest to Charlotte, North

Carolina;

+ A $16 million increase in depreciation and amortization
expense primarily due to higher amortization of DSM
regulatory assets and increase in production plant base,

partially offset by lower amertization of deferred clean coal

costs; and

» A $12 million increase in general taxes primarily due to
certain property tax true-ups, higher property tax rates in
2011, and increases in gross receipts and payroll taxes.

Other Income and Expenses, net.

The increase in 2011 compared to 2010 was primarily
attributable to increased AFUDC in 2011 for additional capital
spending related to the Edwardsport IGCC plant that is currently
under construction.

Income Tax Expense.

Income tax expense for 2011 decreased compared to 2010
primarily due to a decrease in pre-tax income and the effective tax

rate. The effective tax rate for 2011 and 2010 was 30.6% and

35.5% respectively. This decrease in the effective tax rate is primarily

due to an increase in AFUDC equity.

Matters Impacting Future Duke Energy Indiana Results

See Note 4 to the Consolidated Financial Statements,

“Regulatory Matters,” for a discussion of the significant increase in the
estimated cost of the 618 MW IGCC plant at Duke Energy Indiana’s

Edwardsport Generating Station. Additional updates o the cost

estimate could occur through the completion of the plant in 2012,

Phase | and Phase il hearings concluded on January 24, 2012.

Final orders from the IURC on Phase | and Phase Ii of the subdocket
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and the pending IGCC Rider proceedings are expected no sooner
than the end of the third quarter 2012. Duke Energy Indiana is
unable to predict the ultimate cutcome of these proceedings. In the
event the IURC disallows a portion of the plant cests, including
financing costs, or if cost estimates for the plant increase, additional
charges to expense, which could be material, could occur.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

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

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

Regulatory Accounting

Duke Energy's regulated operations {the substantial majority of
U.S. Franchised Electric and Gas's operations) meet the criteria for
application of regulatory accounting treatment. As a result, Duke
Energy records assets and {iabilities that result from the regulated
ratemaking process that would not be recorded under GAAP in the
U.S. for ncn-regulated entities. Regulatory assets generally represent
jncurred costs that have been deferred because such costs are
probable of future recovery in customer rates. Regulatery lizbilities
generally represent obligations to make refunds to custorners for
previcus collections for costs that either are not likely to or have yet to
be incurred. Maragement continually assesses whether the
regulatory assets are probable of future recovery by considering
factors such as applicable regulatory environment changes, historical
regulatory treatrment for simifar costs in Duke Energy's jurisdictions,
recent rate orders to other regulated entities, and the status of any
pending or potential deregulation legislation. Based on this continual
assessment, management helieves the existing regulatory assets are
probable cf recovery. This assessment reflects the current political
and regulatory climate at the state and federal levels, and is subject to
change in the future. If future recovery of costs ceases to be probable,
the asset write-offs would be required t¢ be recognized in operating
income. Additionally, the regulatory agencies can provide flexibility in
the manner and timing of the depreciation of property, plant and
equipment, recognition of nuclear decommissicning costs and
amortization of regulatory assets or may disallow recovery of ali or a
portion of certain assets. Total regulatory assets were $4,046 million
as of December 31, 2011, and $3,390 million as of December 31,
2010. Total reguiatory liabilities were $3,006 million as of
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December 31, 2011 and $3,155 million as of December 31, 2010.
For further informaticn, see Note 4 to the Consclidated Financial
Statements, "Regulatory Matters.”

In order to apply regulatory accounting treatment and record
regulatory assets and liabilities, certain criteria must be met. In
determining whether the criteria are met for its operations,
management makes significant judgments, including determining
whether revenue rates for services provided to customers are subject
to approval by an independent, third-party regulator, whether the
regulated rates are designed to recover specific costs of providing the
regulated service, and a determination of whether, in view of the
demand for the regulated services and the level of competition, it is
reasonable to assume that rates set at levels that will recover the
operations’ costs can be charged 1o and collected from customers.
This final criterion requires consideration of anticipated changes in
levels of demand or competition, direct and indirect, during the
recovery period for any capitalized costs.

The regulatory accounting rules require recognition of a Igss if it
becomes probable that part of the cost of a plant under construction
or a recently completed plant will be disallowed for ratemaking
purposes and a reascnable estimate of the amount of the
disallowance can be made. Such assessments can require significant
judgment by management regarding matters such as the ultimate
cost of a plant under construction, regulatory recovery implications,
efc. As discussed in Note 4, "Regulatory Matters,” during 2011 and
2010 Duke Energy Indiana recorded disallowance charges of $222
million and $44 million, respectively, related to the IGCC plant
currently under construction in Edwardsport, Indiana. Management
will continLie to assess matters as the construction of the plant and
the refated regulatory proceedings continue, and further charges
could be required in 2012 or beyond.

As discussed further in Note 1, "Summary of Significant
Accournting Policies”, and Note 4, “"Regulatory Matters,” Duke Energy
Ohic discontinued the application of regulatory accounting treatment
to portions of its generation operations in November 2011 in
conjunction with the approval of its new Electric Security Plan by the
Public Utilities Commission of Ohio. The effect of this change was
immaterial to the financial statements.

Goodwill Impairment Assessments

Duke Energy's goodwill balances are includad in the following
table.

December 31,

{in millions) 2011 2010
U.S. Franchised Electric and Gas $3,483 $3,483
Commercial Power 69 69
International Energy 297 306
Total Duke Energy goodwill $3,849 $3,858

The majority of Duke Energy's goodwill relates to the acquisition
of Cinergy in April 2006, whose assets are primarily included in the
U.5. Franchised Electric and Gas and Commercial Power segments.
Commercial Power also has $69 million of goodwill that resulted
from the September 2008 acquisition of Catamount Energy
Corporation, a leading wind power company ‘ocated in Rutland,
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Vermont. As of the acquisition date, Duke Energy allocates goodwill
to a reporting unit, which Duke Energy defines as an operating
segment or one level below an operating segment.

Duke Energy recorded impairments of $500 million and $371
million related to Cornmercial Power's non-regulated Midwest
generation reporting unit in 2010 and 2009, Subsequent to the
2010 impairment charges, there is no recorded amount of goodwill
at Commercial Power's non-regulated Midwest generation reporting
unit. These impairment charges are recorded in Goodwill and Other
Impairment Charges on Cuke Energy’s Consolidated Statement of
Operations. See Note 12 to the Consolidated Financial Statements,
“Goodwill, Intangible Assets and Impairments” for further information
regarding the factors impacting the valuation of Commercial Power's
non-regulated generation reporting unit. Duke Energy determined that
no other goodwill impairments existed in 2011, 2010 and 2009.

As discussed in Note 12 to the Consclidated Financial
Statements, "Goodwill, Intangible Assets and Impairments”, Duke
Energy is required to test goodwill for impairment at the reporting unit
level at least annually and more frequently if events or circumstances
occur that would more likely than not reduce the fair value of a
reporting unit below its canrying value. Duke Energy evaluates the
carrying amount of its recorded gocdwill for impairment on an annual
basis as of August 31 and performs interim impairment tests if a
triggering event occurs that indicates it is mere likely than not that the
fair value of a reporting unit is less than its carrying value, The
analysis of the potential impairment of gocdwill has historically
required a two step process. However, effective with the FASB's
Septernber 2011 issuance of new goodwill accounting guidance, an
entity may first assess qualitative factors to determine whether it is
necessary to perform the two step goodwill impairment test. Duke
Energy’s annual qualitative assessments under the new accounting
guidance include reviews of current forecasts compared to prior
forecasts, consideration of recent fair valug calculations, if any, review
of Duke Energy’s, as well as its peers, stock price performance, credit
ratings of Duke Energy’s significant subsidiaries, updates to weighted
average cost of capital (WACC) calculations or review of the key
inputs to the WACC ang consideration of overall economic factors,
recerit regulatory commission actions and related regulatory climates,
and recent financial performance. If the results of gualitative
assessments indicate that the fair value of a reporting unit is more
likely than not less than the carrying value of the reporting unit, the
two-step impairment test is reguired.

in 2011, Duke Energy, after completion of its qualitative
assessments of the factors noted above, concluded that it was more
likely than not the fair value of each reporting unit exceeded its
carrying value. Thus, the two step goodwill impairment test was not
necessary in 2011,

For years in which the two step impairment test is necessary,
such as was the case in 2010 and 2009, step one of the
impairment test involves comparing the fair values of reporting units
with their carrying values, including goodwill. if the carrying amount
of a reporting unit exceads the reporting unit's fair value, step two
must be performed to determine the amount, if any, of the goodwill
impairment loss. If the carrying amount is 'ess than fair value, further
testing of goodwill is not performed.
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Step two of the goodwill impairment test involves comparing the
implied fair value of the reporting unit's goodwill against the carrying
value of the goodwill. Under step two, determining the implied fair
value of goodwill requires the valuation of a reporting unit's
identifiable tangible and intangible assets and liabilities as if the
reporting unit had been acquired in a business combination on the
testing date, The difference between the fair value of the entire
reparting unit as determined in step one and the net fair vaiue of all
identifiable assets and liakilities represents the implied fair value of
goodwill. The goodwill impairment charge, if any, would be the
difference between the carrying amount of goodwill and the implied
fair value of goodwill upon the completion of step two.

For purposes of the step one analyses, determination of the
reporting units’ fair values is based on a combination of the income
approach, which estimates the fair vaiue of Duke Energy's reporting
units based on discounted future cash flows, and the market
approach, which estimates the fair value of Duke Energy's reporting
units based on market comparables within the utility and energy
industries. Key assumptions used in the income approach analyses
for the U.S. Franchised Electric and Gas reperting units include, but
are not limited to, the use of an appropriate discount rate, estimated
future cash flows and estimated run rates of operation, maintenance,
and general and administrative costs, and expectations of returmns on
equity in each regulated jurisdiction that wil! be achieved. In
estimating cash flows, Duke Energy incorporates expected growth
rates, regulatory stability and ability to renew contracts, as well as
other factors, info its revenue angd expense forecasts.

Estimated future cash flows under the income apprcach are
based to a large extent on Duke Energy's inteal business plan, and
adjusted as appropriate for Duke Energy's views of market participant
assumptions, Duke Energy's internal business plan reflects
management's assumptions related o customer usage and attrition
based on internal data and econemic data obtained from third party
soUrces, projected commeodity pricing data and potential changes in
environmental regulations. The business plan assumes the occurrence
of certain events in the future, such as the eutcome of future rate filings,
future approved rates of returns on equiity, anticipated eamings/returns
related to significant future capital investments, continued recovery of
cost cf service and the renewal of certain contracts. Management also
makes assumptions regarding the run rate of operation, maintenance
and general and administrative costs based on the expected outcome of
the aforementioned events. Should the actual outcome of some or all of
these assumptions differ significantty from the current assumptions,
revisions to current cash flow assumptions could cause the fair value of
Cuke Energy’s reporting units to be significantly different in future
periods.

One of the most significant assumptions that Duke Energy
utilizes in determining the fair value of its reporting units under the
income approach is the discount rate applied to the estimated future
cash flows, Management determines the appropriate discount rate for
each of its reporting units based on the WACC for each individual
reporting unit. The WACC takes into account both the pre-tax cost of
debt and cost of equity (a major component of the cost of equity is
the current risk-free rate on twenty year U.S. Treasury bonds). In the
2010 and 2009 step one impairment tests, Buke Energy considered
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implied WACC's for certain peer companies in determining the
appropriate WACC rates to use in its analysis. As each reporting unit
has a different risk profile based on the nature of its operations,
including factors such as regulation, the WACC for each reporting unit
may differ. Accordingly, the WACCs were adjusted, as appropriate, to
aceount for company specific risk premiums. For example,
transmission and distribution reporting units generally would have a
lower company specific risk premium as they do not have the higher
level of risk associated with cwning and operating generation assets
nor do they have significant construction risk or risk associated with
potential future carbon legislation or pending EPA regulations. The
discount rates used for calculating the fair values as of August 31,
2010, for each of Duke Energy's domestic reporting units were
commensurate with the risks associated with each reporting unit and
ranged from 5.75% to 9.0%. For Duke Energy’s international
operations, a base discount rate of 8.2% was used, with specific
adders used for each separate jurisdiction in which International
Energy operates to reflect the differing risk profiles of the jurisdictions
and countries. This resulted in discount rates for the August 31,
2010 goodwill impairment test for the international operations
ranging from 9.7% to 13.0%. As discussed above, in 2011 Duke
Energy performed a qualitative assessment of potential goodwill
impairment, and thus a step one valuation was not necessary.
Management's qualitative assessment took into consideration the
decline in 2011 of a key input to the WACC calculation; namely, a
decline in the current risk-free rate on twenty year U.S. Treasury
bends. Management concluded that had step one valuations been
necessary, the decling in this key WACC input would likely have
resulted in lower discount rates and higher income approach
valuations.

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

The majority of Duke Energy's business is in environments that
are either fully or partially rate-regulated. In such environments,
revenue requirements are adjusted periodically by regulators based on
factors including levels of costs, sales volumes and costs of capital.
Accordingly, Duke Energy's regulated utilities operate to some degree
with a buffer from the direct effects, positive or negative, of significant
swings in market or economic conditions. However, management
will continue to monitor changes in the business, as well as overall
market conditions and economic facters that could require additional
impairment tests.

Long-Lived Asset Impairment Assessments

Property, plant and equipment is stated at the lower of historical
cost less accumulated depreciation or fair value, if impaired. Duke
Energy evaluates property, plant and equipment for impairment when
events or changes in circumstances indicate that the carrying value of
such assets may not be recoverable. The determination of whether an
impairment has occurred is based on an estimate of undiscounted
future cash flows attributable to the assets, as compared with the
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carrying value of the assets. Performing an impairment evaluation
involves a significant degree of estmation and judgment in areas
such as identifying circumnstances that indicate an impairment may
exist, identifying and grouping affected assets, and developing the
undiscounted and discounted future cash flows (used to estimate fair
valug in the absence of market-based value) associated with the
asset. Additionally, determining fair values requires probability
weighting the cash flows to reflect expectations about possible
variations in their amounts or timing and the selection of an
appropriate discount rate. Although cash flow estimates are based on
relevant information available at the time the estimates are made,
estimates of future cash flows are, by nature, highly uncertzin and
may vary significantly from actual results. If an impairment has
oceurred, the amount of the impairment recognized is determined by
estimating the fair value of the assets and recording a loss if the
carrying value is greater than the fair value. For assets identified as
held for sale, the carrying value is compared to the estimated fair
value less the cost to sell in order to determine if an impairment loss
is required. Until the assets are disposed of, their estimated fair value
i re-evaluated when circumstances or events change.

When it becomes probable that regulated generation,
transmissicn or distribution assets have been abandoned, the cost of
the asset is removed from plant in service. The value that may be
retained as an asset on the balance sheet for the abandoned property
is dependent upon amounts that may recovered through regulated
rates, including any return, As such, an impairment charge could be
offset by the estabiishment of a regulatory asset if rate recovery is
probable.

As discussed further in Note 12 to the Consolidated Financial
Staternents, “Goodwill, Intangible Assets and Impairments”, in the
third quarter of 2011, Commercial Power recorded $79 million of
ore-tax impairment charges related to Clean Air Act emission
allowances which were no longer expected to be used as a result of
the new Cross State Air Pollution Rule. In the second quarter of
2010, Commercial Power recorded $160 million of pre-tax
impairment charges related to certain generating assets and emission
allowances primarily asscciated with these generation assets in the
Midwest to write-down the value of these assets to their estimated fair
value, The generation assets that were subject to this impairment
charge were those coal fired generating assets that do not nave
certain environmental emissions control equipment, causing these
generation assets to be potentially heavily impacted by the EPA’s
rutes on emissions of NO, and S0,. Additionally, in the third guarter
of 2009, Commercial Power recorded $42 million of pre-tax
impairment charges related to certain generating assets and emission
allowances primarily associated with these generation assets in the
Midwest to write-down the value of these assets to their estimated fair
value, These impairment charges are recorded in Goodwill and Cther
Impairment Charges on Duke Energy's Censolidated Statement of
Cperations.

Revenue Recognition

Revenues on sales of electricity and gas are recognized when
either the service is provided or the product is delivered. Operating
revenues include unbilled efectric and gas revenues earned when
service has been delivered but not billed by the end of the accounting
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period. Unbilled retail revenues are estimated by applying an average
revenue per kilowatt-hour (kWh) or per Mcf for all customer classes
tc the number of estimated KWh or Mcf delivered but not billed.
Unbilled wholesale energy revenues are calculated by applying the
contractual rate per megawatt-hour (mwh) tc the number of
estimated mwWh delivered but not yet billed. Unbilled whelesale
demand revenues are calculated by applying the contractual rate per
MW to the MW volume delivered but not vet billed. The amount of
unbilled revenues can vary significantly from period to period as a
result of numerous factors, including seasonality weather, customer
usage patterns and customer mix,

At December 31, 2011 and 2010, Duke Erergy had $674
million and $751 million, respectively, of unbilled revenues within
Restricted Receivables of Variable Interest Entities and Receivables cn
their respective Consolidated Balance Sheets.

Accounting for Loss Contingencies

Duke Energy is involved in certain legal and environmental
matters that arise in the normal course of business. In the preparation
of its consolidated financial statemments, management makes
judgments regarding the future outcome of contingent events and
records a loss contingency when it is determined that it is probable
that a loss has occurred and the amount of the loss can ba
reasonably estimated. Management regularly reviews current
information available to determine whether such accruals should be
adjusted and whether new accruals are required. Estimating probable
losses requires analysis of multiple forecasts and scenarics that often
depend on judgments about potential actions by third parties, such
as federal, state and local courts and other regulators. Contingent
liabilities are often resolved over long pericds of time. Amounts
recorded in the consolidated financial statements may differ from the
actual cutcome once the contingency is resolved, which could have a
material impact on future results of operations, financial positicn and
cash flows of Duke Energy.

Duke Energy has experienced numerous claims for
Indemnification and medical cost reimbursement relating 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,

Amounts recognized as asbestos-related reserves in the
respective Consolidated Balance Sheets totaled $801 million and
$853 millicn as of December 31, 2011 and December 31, 2010,
respectively, and are classified in Other within Deferred Credits and
Other Liabilities and Other within Current Liabilities. These reserves
are based upon the minimum amount in Duke Energy’s best estimate
of the range of loss for current and future asbestos claims through
2030. Management believes that it is possible there will be additional
claims filed against Duke Energy after 2030. In light of the
uncertainties inherent in a longer-term forecast, management does
nct believe that they can reasonably estimate the indemnity and
medical costs that might be incurred after 2030 related to such
potential claims. Asbestos-related loss estimates incorporate
anticipated inflation, if applicable, and are recorded on an
undiscounted basis. These reserves are based upon current estimates
and are subject to greater uncertainty as the projection period
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lengthens, A significant upward or downward trend in the number of
claims filed, the nature of the alleged injury, and the average cost of
resolving each such clzim could change our estimated liability, as
could any substantial adverse or favorable verdict at trial. A federal
legis'ative solution, further state tort reform or structured settliement
transactions could also change the estimated liability. Given the
uncertainties asscciated with projecting matters into the future and
numercus cther factors outside our contrel, management believes
that it is possible Duke Energy may incur asbestos liabilities in excess
cf the recorded reserves.

Duke Energy has a third-party insurance policy to cover certain
losses related to asbestos-related injuries and damages above an
aggregate self insured retention of $476 million. Duke Energy's
cumulative payments began to exceed the self insurance retention ¢n
its insurance policy in 2008. Future payments up to the policy limit
will be reimbursed by Duke Energy's third party insurance carrier. The
insurance policy limit for potertial future insurance recoveries for
indemnification and medical cost claim payments is $968 million in
excess of the self insured retention. Insurance recoveries of $813
million and $850 million related to this policy are classified in the
Consolidated Balance Sheets in Other within Investments and Other
Assets and Receivables as of December 31, 2011 and 2010,
respectively. Duke Energy is not aware of any uncertainties regarding
the legal sufficiency of insurance claims. Management believes the
insurance recovery asset is prebable of recovery as the insurance
carrier continues to have a strong financia! strength rating.

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

Accounting for Income Taxes

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

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

In assessing the likelinood of realization of deferred tax assets,
management considers estimates of the amount and character of
future taxable incorne. Actual income taxes could vary from estimated
amounts due tg the impacts of varigus items, including changes to
income tax laws, Duke Energy’s forecasted financial condition and
results of operations in future pericds, as well as results of audits and
examinations of filed tax returns by taxing authorities. Atthough
management believes current estimates are reasonable, actual results
could differ from these estimates.

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

Duke Energy recognizes tax benefits for positions taken of
expected 1o be taken on tax returns, including the decision to exclude
cerfain income of fransactions from a retum, when a more-hikely-
than-not threshold is met for a tax position and management believes
that the position will be sustained upon examination by the taxing
authorities. Duke Energy records the largest amount of the tax benefit
that is greater than 50% likely of being realized upon settlement.
Management evaluates each position based sclely on the technical
merits and facts and circumstances of the position, assuming the
position will be examined by a taxing authority having full knowledge
of all relevant information. Significant management judgment is
required to determine recognition threshalds and the related amount
of tax benefits to be recognized in the Consolidated Financial
Statements. Management reevaluates tax positions each period in
which new information about recognition or measurement becames
available. The portion ¢f the tax benefit which is uncertain is
disciosed in the notes to the Consclidated Financial Statements,

Undistributed foreign eamings asscciated with International Energy’s
operations are considered indefinitely reinvested, thus no U.S. taxis
recorded on such eamings. This assertion is based on management's
determination that the cash held in International Energy’s foreign
jurisdictions is not needed to fund the operations of is U.S. operations and
that international Energy either has invested or has intentions 1o reinvest
such eammings, While management cumently intends to indefinitely reinvest
all of Internaticnal Energy’s unremitted eamings, should circumstances
change, Duke Energy may need to record additional income tax expense
in the pericd in which such determination changes. The cumulative
undistributed eamings as of Decernber 31, 2011, on which Duke Energy
has not provided deferred 1.S. income taxes and foreign withholding taxes
is'$1.7 tillion. The amount of unrecognized deferred tax liability related to
these undistributed eamings is estimated at between $250 million and
$325 million.

For further information, see Note 22 to the Consolidated
Financial Statemenits, “Income Taxes."

Pension and Other Post-Retirement Benefits

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

Funding requirements for defined benefit plans are determined
by government regulations. Duke Energy made voluntary
contributions to its defined benefit retirement plans of $200 million in
2011, $4C0 million in 2010 and $&80C million in 2009. In 2012,
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Duke Energy anticipates making $200 million of contributicns to its
defined benefit plans.

Duke Energy and its subsidiaries maintain non-contributory
defined benefit retirement plans. The plans cover most U.S.
employees using & cash balance formula. Under a cash balance
formula, a plan participant accumulates a refirement 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. Certain employees are covered under
plans that use a final average earnings formula. Under a final average
eamnings formula, & plan participant accumulates a retirement benefit
equal to a percentage of their highest 3-year average eamings, plus a
percentage of their highest 3-year average earnings in excess of
covered compensation per year of participation (maximum of 35
years), plus a percentage of their highest 3-year average eamings
times yaars of participation in excess of 35 years. Duke Energy also
maintains non-qualified, non-contributory defined benefit retirement
plans which cover certain executives.

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

Duke Energy recognized pre-tax qualified pension cost of $45
million in 2011. in 2012, Duke Energy's pre-tex qualified pension
cost is expected to be $17 million higher than in 2011 resulting
primarily from an increase in net actuarial loss amortization, primarity
attributable to the effect of negative actual returns on assets from
2008. Duke Energy recognized pre-tax nongualified pension cost of
$11 million and pre-tax other post-retirement benefits cost of $26
million, in 2011. In 2012, pre-tax non-qualified pension cost is
expected to be approximately the same amount as in 2011, In
2012, pre-tax other post-retirement benefits costs are expected to be
approximately $8 million lower than in 2011 resulting primarily from
an increase in net actuarial gain accretion and a decrease in net
transiticn obligaticn amortization.

For both pension and other post-retirement plans, Duke Energy
assumes that its plan's assets will generate & long-term rate of return
of 8.00% as of December 31, 2011. The assets for Duke Energy's
pension and other post-retirement plans are maintained in a master
trust. The investment objective of the master trust is to achieve
reasonable returns on trust assets, subject to a prudent level of
portfolio risk, for the purpose of enhancing the security of benefits for
plan participants, The asset allocation targets were set after
considering the investment objective and the risk profile. U.S. equities
are held for their high expected return, Non-U.S. equities, debt
securities, hedge funds, real estate and other global securities are
held for diversification. Investments within asset classes are to be
diversified to achieve broad market participation and reduce the
impact of individual managers or investments. Duke Energy regularly
reviews its actual asset allocation and periodically rebalances its
investments to its targeted allocation when considered appropriate.
Duke Energy also invests cther post-retirernent assets in the Duke
Energy Corporation Employee Benefits Trust (VEBA 1). The
investment objective of VEBA | is to achieve sufficient returns, subject
to a prudent level of portfolio risk, for the purpose of promcting the
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security of plan berefits for participants. VEBA | is passively
managed.

The expected long-term rate of return of 8.00% for the plan's
assets was developed using a weighted average calculation of
expected returns based primarily on future expected returns across
asset classes considering the use of active asset managers. The
weighted average returns expected by asset classes were 2.61% for
U.S. equities, 1.50% for Non-U.S. equities, 0.99% for glebal
equities, 1.69% for debt securities, 0.37% for global private equity,
0.24% for hedge funds, 0.30% for real estate and 0.30% for other
global securities.

Duke Energy discounted its future U.S. pension and other post-
retirement obligations using a rate of 5.1% as of December 31,
2011. The discount rates used to measure benefit plan benefit

obligations for financial reporting purposes should reflect rates at
which pension benefits could be effectively settled. As of

December 31, 2011, Duke Energy determined its discount rate for
U.S. pension and other post-retirement obligations using a bond
selection-settlement 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 projected benefit
payments of the plan. The selected bond pertfelio 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
payments discounted at this rate with the market value of the bonds
selected.

Future changes in plan asset retums, assumed discount rates and various other factors related to the participants in Duke Energy’s pension
and post-retirement plans will impact Duke Energy's future pension expense and liabilities. Management cannot predict with certainty what
these factors will be in the future. The following table presents the approximate effect on Duke Energy’s 2011 pre-tax pension expense, pension
obligation and other post-retirement benefit obligation if a 0.25% change in rates were to occur:

Qualified and Non-
qualified Pension Plans Other Post-Retirement Plans

{in millions) +0.25% -0.25% +0.25% 0.25%
Effect an 2011 pre-iax pension expense

Expected long-term rate of return $ (12 $ 12 $ — F—

Discount rate (=] 8 (1) 1
Effect on benefit ohligation at December 31, 2011

Discount rate (114) 117 {16) 16

Duke Energy’s U.S, post-retirement plan uses a medical care trend rate which reflects the near and long-term expectation of increases in
medical health care costs. Duke Energy's U.S. post-retirement plan uses a prescription drug trend rate which reflects the near and long-term
expectation of increases in prescription drug health care costs. As of December 31, 2011, the medical care trend rates were 8.75%, which
grades to 5.00% by 2020. The foltowing table presents the approximate effect on Duke Energy's 2011 pre-tax other post-retirement expense
and other post-retirement benefit obligation if a 1% point change in the health care trend rate were to cecun:

Other Post-Retirement Plans

(in millions) +1.0% -1.0%
Effect on other post-retirement expense $2 % 2
Effect on other post-refirement benefit cbligation at December 31, 2011 31 (28)

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

LIQUIDITY AND CAPITAL RESOURCES

Overview

At December 31, 2011, Duke Energy had cash and cash
equivalents and short-term investments of $2.3 billion, of which
$1.0 billion is held in foreign junisdictions and is forecasted 10 be
used to fund the operations of and investments in International
Energy. To fund its domestic liquidity and capital requirements, Duke
Energy relies primarily upon cash flows from operations, borrowings,
and its existing cash and cash equivalents. The relatively stable
operating cash flows of the L\.S. Franchised Electric and Gas
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business segment compose a substantial portion of Duke Energy's
cash flows from operations and it is anticipated that it will continue to
do so for the foreseeable future. A material adverse change in
operations, or in available financing, could impact Duke Energy's
ability to fund its current liguidity and capital resource requirements.
Weather conditions, commaodity price fluctuations and unanticipated
expenses, including unplanned plant outages and storms, could
affect the timing and level of internally generated funds.

Ultimate cash flows from operations are subject to a number of
factors, including, but not limited to, regulatory constraints, economic
trends and market volatility (see item 1A. “Risk Factors” for details).
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Duke Energy's projected capital and investment expenditures for
the next three fiscal years are included in the table below.

(in millions) 2012 2013 2014
U.S. Franchised Electric and Gas $3,400 $3,200 $3.525
Commercial Power, International

Energy and Other 900 350 325
Total committed expenditures 4,300 3,550 3.850
Discretionary expenditures 200 400 650
Total projected capital and investment

expenditures $4,500 $3,950 $4,500

Duke Energy continues to focus on reducing risk and positioning
its business for future success and will invest principally in its
strongest business sectors. Based on this goal, the majority of Duke
Energy’s total projected capital expenditures are zliocated to the U.S.
Franchised Electric and Gas segment. The table below includes the
components of projected capital expenditures for U.S, Franchised
Electric and Gas for the next three fiscal years.

2012 2013 2014

Systern growth 30%  21% 26%
Maintenance and upgrades of existing

facilities 55%  b4%  47%
Nuclear fuel 9% 12% 11%
Environmental 6% 13% 16%
Total projected U.S. Franchised Electric and

Gas capital expenditures 100% 100% 100%

With respect to the 2012 capital expenditure plan, Duke Energy
has flexibility within its $4.5 billion budget to defer or eliminate
certain spending should economic or financing conditions deteriorate.
Of the $4.5 hillion budget, $1.6 billicn relates to projects for which
management has committed capital, including, but not limited to, the
continued construction of Clifiside Unit 6, the Edwardsport IGCC
plant and the Dan River combined cycle gas-fired facilities, and
management intends to spend those capital dollars in 2012
irrespective of broadar economic factors. $2.7 billion of projected
2012 capital expenditures are expected 1o be used primarily for
overall systern maintenance and upgrades, customer connections,
compliance with new environmenta! requirements and corporate
capital expenditures. Aithough these expenditures are ultimately
necessary to ensure overall system maintenance and reliability, the
timing of the expenditures may be influenced by broad economic
conditions and customer growth, thus management has more
flexibility in terms of when these dollars are actually spent. The
remaining planned 2012 capital expenditures of $0.2 killion are of a
discretionary nature and relate to growth opportunities in which Duke
Energy may invest, provided there are opportunities that meet retum
expectations.

As a result of Duke Energy's significant commitment to
modernize its generating fleet through the construction of new units,
the ahility to cost effectively manage the construction phase of current
and future projects is critical to ensuring full and timely recovery of
costs of construction, Should Duke Energy encounter significant cost
overruns above ameounts approved by the varicus state commissions,
and those amounts are disallowed for recovery in rates, or if
construction cost of renewable generation exceed amounts provided
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through power sales agreements, future cash flows and results of
operations could be adversely impacted.

Many of Duke Energy’s current capital expenditure projects,
including system modernization and renewable investments, qualify
for bonus depreciation. Duke Energy estimates that over time it could
generate cumuilative cash benefits of approximately $2.3 hillion for
projects expected to be placed in service by the end of 2012. Even
though bonus depreciation related to Duke Energy's regulated projects
reduces rate base eligibie for inclusion in future rates, the cash
benefits will decrease Duke Energy's need fer financings over time
and help to mitigate future customer rate increases.

Duke Energy's capitalization is balanced between debt and
equity as shown in the table below.

Projected
2012 2011 2010
Equity 52% 52% 55%
Debt 48%  48%  45%

Duke Energy’s fixed charges coverage ratic, calculated using
SEC guidelines, was 3.2 times for 2011, 3.0 times for 2010, and
3.0 times for 2009.

In 2012, Duke Energy cumently anticipates issuing additional
net debt of $400 million, primarily for the purpose of funding capita!
expenditures. Dug to the flexibility in the timing of projected 2012
capital expenditures, the timing and amount of debt issuances
throughout 2012 could be influenced by changes in capital
spending.

In November 2011, Duke Energy entered into a new $6 hiltion,
five-year master credit facility with $4.0 killion available at closing
and the remaining $2.0 hillion available following successful
completion of the proposed merger with Progress Energy, Inc. This
facility is not restricted upon general market conditions, Additionally,
Duke Energy has access to $0.2 billion in a credit facility from
smaller regionat banks. At December 31, 2011, Duke Energy has
available borrowing capacity of $3.3 billion under these facilities.
Management currently believes that amounts available under its
revolving credit facilities are accessible should there be a need to
generate additional short-term financing in 2012. Management
expects that cash flows from operations and issuances of debt will be
sufficient to cover the 2012 funding requirements related to capital
and investments expenditures, dividend payments and debt
maturities. See "Credit Facilities” section below for zdditional
information regarding Duke Energy’s credit facilities.

Duke Energy monitors cormpliance with all debt covenants and
restrictions and does not currently believe it will be in violation or
breach of its significant debt covenants during 2012. However,
circumnstances could arise that may alter that view. If and when
management had a belief that such potential breach could exist,
appropriate action would be taken to mitigate any such issue. Duke
Energy also maintains an active dialogue with the credit rating
agencies.

Duke Energy periodically evaluates the impact of repatriation of
cash generated and held in foreign countries. Duke Energy’s current
intent is to indefinitely reinvest foreign eamings. However,
circumstances could arise that may alter that view, including a future
change in tax law governing U.S. taxation of foreign eamings. If Duke
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Energy were to decide to repatriate foreign generated and held cash,
recognition of material U.S. federal income tax liabilities could be
required,

Cash Flow Information

The following table summarizes Duke Energy’s cash flows for
the three most recently completed fiscal years:

Years Ended December 31,

(in milions} 2011 2010 2009
Cash flows provided by {used in):

QOperating activities $3672 %4511 $3463

Investing activities {4,434) (4,423) (4,4592)

Financing activities 1,202 40 1,585

Net increase in cash and cash

equivalents 440 128 556

Cash and cash equivalents at

heginning of period 1,670 1,542 986
Cash and cash equivalents at end of

year $2110 %1670 31542
Operating Cash Flows,

The following table summarizes key components of Duke
Energy's operating cash flows for the three most recently completed
fiscal years:

Years Ended December 31,

{in millions} 2011 2010 2009
Net income $1,714  $1,323  $1,085
Non-cash adjustments o net income 2,628 2972 3,041
Contributions to qualified pension plans {200} (400} (800)
Working capital 470) £l6 137
Net cash provided by operating

activities $3,672 $4511 $3.463

The decrease in cash provided by operating activities in 2011
as compared to 2010 was driven primarily by:

* Changes in traditional working capital amounts principally due
to & increase in coal inventory, resulting mainly from milder
weather and changes in the timing of payment of accounts
payable and accrued liabilities, partially offset by;

* A $200 million decrease in contributions to company
sponscred pension plans due to prior year pre-funding of
contributions resulting from favorable borrowing conditions.

The increase in cash provided by operating activities in 2010 as
compared te 2009 was driven primarily by:

* An increase in net income adjusted for non-cash and
non-operating items in 2010 as compared to 2009,

* A $400 million decrease in contributions to comparny
sponsered pension plans due to higher prior year contributions
due to unfavorable equity market conditions, and

= Changes in traditional working capital amounts principally due
to a decrease in coal inventory mainly due to extreme weather
conditions, partially cffset by & net decrease in cash from taxes
of $480 miflion.
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Investing Cash Flows

The following table surmmarizes key components of Duke
Energy's investing cash flows for the three most recently completed
fiscal years:

Years Endeg December 31,

(in millions) 2011 2010 2009
Capital, investment and acquisition

expenditures $(4,464) $(4,855) $(4,557)
Available for sale securities, net (131} 95 (25)
Praceeds from saies of equity

investments and other assets, and

sales of and collections on notes

receivable 118 406 70
Other investing iterns 43 (69) 20
Net cash used in investing activities $(4,434) $(4.423) $(4,492)

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

Years Ended December 31,

(in millions) 2011 2010 2009
U.S. Franchised Electric and Gas $3,717 33,891 $3,560
Commercial Power 492 525 688
International Energy 114 181 128
Other 141 258 181
Total consolidated $4,464 34835 $4,557

The increase in cash used in investing activities in 2011 as
compared to 2010 is primarity due to the following:

* A $290 million decrease in proceeds from sales of equity
investments and other assets, and sales of and collections on
notes receivable as result of prior year cash received from the
sale of a 50% interest in DukeNet and the sale of Duke
Energy's 30% interest in Q-Comm, partially offset by the
2011 sale of Windstream stock received in conjunction with
the Q-Comm sale in December 2010 and

* A $230 million increase in purchases of available-for-sale
securities, net of proceeds, due to the investment of excess
cash neld in foreign jurisdictions.

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

* A $390 million decrease in capital, investment and
acquisition expenditures primarily due to construction of the
Edwardsport IGCC plant and Cliffside Unit 6 nearing
completion.

Cash used in investing activities in 2010 were consistent as
compared to 2009. However significant offsetting changes were:

* A $300 millicn increase in proceeds from sales of equity
investments and other assats, and sales of and cellections cn
notes receivable as result of cash received from the sale of a
50% interest in DukeNet and the sale of Duke Energy's 30%
interest in Q-Cormm, net of
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+ A $300 miltion increase in capital, investment and acquisition
expenditures primarily due to Duke Energy’s ongoing
infrastructure modernization program.

Financing Cash Flows

The following table summarizes key components of Duke
Energy’s financing cash flows for the three most recently completed
fiscal years:

Years Ended Decernber 31,

{in millions) 2011 2010 2009
tssuance of common stock related to

employee benefit plans $ 67 $ 302 $ 519
Issuance of long-term debt, net 2,292 1,091 2,876
Notes payable and commercial

power 208 (55) (548)
Dividends paid (1,329) (1,284) (1,222)
Other financing items (36) (14) {40)
Net cash provided by investing

activities $1202 ¢ 40 $1585

The increase in net cash provided by financing activities in
2011 as compared to 2010 was due primarily to the following:

* A $£1,200 million net increase in long-term debt primarily due
to financings associated with the ongoing fleet modernization
program and

« A $250 miltion increase in proceeds from net issuances of
notes payable and commercial paper, primarily due to
PremierNctes and comrmercial paper issuances.

These increases in cash provided were partially offset by:

« A $240 million decrease in proceeds from the issuances of
common stock primarily related to the Dividend Reinvestment
Plan {DRIP} and other internal plans, due to the
discentinuance of new share issuances in the first quarter of
2011 and

* A $50 million increase in dividends paid in 2011 due to an
increase in dividends per share from $0.245 t¢ $0.25 in the
third quarter of 2011. The total annua! dividend per share
was $0.99 in 2011 compared to $0.97 in 2010.

The decrease in net cash provided by financing activities in
2010 as compared to 2009 was due primarily to the following:

* A $1,785 million net decrease in long-term debt primarily due
to advarced funding of capital expenditures in 2009 as a
result of favorable borrowing conditions,

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

+ A $60 million increase in dividends paid in 2010 due to an
increase in dividends per share from $0.24 to $0.245 in the
third quarter of 2010. The total annual dividend per share
was $0.97 in 2010 compared te $0.94 in 2009.

63

These decreases in cash provided were partially offset by:

* A $450 million increase due to the repayment of outstanding
commercial paper in 2009.

Significant Notes Payable and Long-Term Debt Activities —
2011.

In December 2011, Duke Energy Carolinas issued $1 billion
principal amount of first montgage bonds, of which $350 million
carry a fixed interest rate of 1.75% and mature December 15, 2016
and $650 million carry a fixed interest rate of 4.25% and mature
December 15, 2041. Proceeds from the issuances were used to
repay $750 million 6.25% senior unsecured notes which matured
January 15, 2012, with the remainder to fund capital expenditures
and for general comporate purposes.

In November 2011, Duke Energy issued $500 million of senior
notes, which carry a fixed interest rate of 2,15% and mature
Navember 15, 2016. Proceeds from the issuance will be used to
fund capital expenditures in Duke Energy’s unregulated businesses in
the 1.5, and for general corporate purposes.

In the third quarter of 2011, Duke Energy issued an additional
$450 millier in Commercial Paper, Proceeds from this issuance
were used for general corporate purposes. In the fourth quarter of
2011, Duke Energy repaid $375 million of Commercial Paper with
the proceeds from debt issuances discussed below.

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 were
used to repay a portion of Duke Energy’s commercial paper, as
discussed above, as it matures, to fund capital expenditures in Duke
Energy’s unregulated businesses in the U.S. and for general corporate
puUrposes.

in May 2011, Duke Energy Carolinas issued $500 million
principal amount of first mortgage bonds, which carmy a fixed interest
rate of 3.80% and mature June 15, 2021. Proceeds from this
issuance were used to fund capital expenditures and for general
corporate purposes.

Significant Notes Payable and Long-Term Debt Activities —
2010.

In December 2010, Top of the World Wind Energy, LLC, a
subsidiary of Duke Energy Generation Services, Inc. (DEGS), an
indirect wholly-owned subsidiary of Duke Energy, entered into a leng-
term loan agreement for $193 millien principal amount maturing in
December 2028. The collateral for this loan is substantially all of the
assets of Top of the World Windpower LLC. The initial interest rate on
the notes is the six month adjusted London Interbank Offered Rate
(LIBOR) plus an applicable margin. In connection with this debt
issuance, DEGS entered info an interest rate swap to convert the
substantia! majority of the loan interest payments from a variable rate
to a fixed rate of 3.465% plus the applicable margin, which was
2.375% as of December 31, 2011. Proceeds from the issuance will
be used to help fund the existing wind pertfolio.

(n Septemnber 2010, Duke Energy Carolinas converted $143
million of tax-exempt variable-rate demand bonds to tax-exempt term
bonds, which carry a fixed interest rate of 4.375% and mature
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October 2031. Prior to the conversion, the bonds were held by Duke
Energy Carclinas as treasury bonds. In connection with the
conversion, the tax-exemipt bonds were secured by a series of Duke
Energy Carclinas’ first mortgage bonds.

in September 2010, Duke Energy Carolinas converted $100
million of tax-exempt variable-rate demand bonds, to tax-exemipt term
bonds, which carry a fixed interest rate of 4.625% and mature
November 1, 2040. In connection with the conversion, the
tax-exempt bonds were secured by a series of Duke Energy Carolinas’
first mortgage bonds.

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

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

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

in June 2010, Duke Energy Carglinas issued $450 million
principal amount of 4.30% first mertgage bonds due June 15,
2020. Proceeds from the issuance were used to fund Duke Energy
Carolinas’ ongoing capital expenditures and for general corporate
DUTPOSES.

In May 2010, Green Frantier Wind Power, LLC, a subsidiary of
DEGS, an indiregt wholly-owned subsidiary of Duke Energy, entered
into a long-term loan agreement for $325 million principal amount
maturing in 2025. The collateral for this loan is a group of five wind
farms located i Wyoming, Colorado and Pennsylvania. The initial
interest rate on the notes is the six month adjusted LIBOR plus an
applicable margin. In connection with this debt issuance, DEGS
entered into an interest rate swap to convert the substantial majority
of the loan interest payments from a variable rate to a fixed rate of
approximately 3,4% plus the applicable margin, which was 2.5% as
of December 30, 2011. Proceeds from the issuance were used to
help fund the existing wind portfolio.

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

Significant Notes Payable and Long-Term Debt Activities —
2009,

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

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

In Cctober 2009, Duke Energy Indiana refunded $50 millicn of
tax-exempt variable-rate demand bonds through the issuance of $50
million principal amount of tax-exempt term bonds, which carry a
fixed interest rate of 4.95% and mature October 1, 2040. The
tax-exempt bonds are secured by a series of Duke Energy Indiana’s
first mortgage bends.

In September 2009, Duke Energy Ohio and Duke Energy
Indiana repaid and immediately re-borrowed $279 million and $123
million, respectively, under Duke Energy's master credit facility.

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

In September 2009, Duke Energy Kentucky issued $100
millign of senior debentures, which carry a fixed interest rate of
4.65% and mature October 1, 2019. Proceeds from the issuance
were used to repay Duke Energy Kentucky's borrowings under Duke
Energy's master credit facility, to replenish cash used to repay $20
mitlion principal amount of debt due September 15, 2009 and for
general corporate purpcses.

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

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

In March 2009, Duke Energy Ohio issued $450 million
principal amount of first mortgage bonds, which carry a fixed interest
rate of 5.456% and mature April 1, 2019. Proceeds from this
issuance were used to repay short-term notes and for general
corparate purposes, including funding capital expenditures.

!n March 2009, Duke Energy Indiana issued $450 millign
principal amount of first mortgage bonds, which carry a fixed interest
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rate of 6.45% and mature April 1, 2039. Proceeds from this
issuance were used 1o fund capital expenditures, to replenish cash
used to repay $97 million of senior notes which matured on

March 15, 2009, to fund the repayment at maturity of $125 million
of first mortgage honds due July 15, 2009, and for general corperate
purposes, including the repayment of short-term notes.

In January 2009, Duke Energy issued $750 millicn principal
ameunt of 6.30% senior notes due February 1, 2014, Proceeds
from the issuance were used to redeern commercial paper and for
general corporate puUrposes.

Credit Facilities

In January 2003, Duke Energy Indiana refunded $271 million
of tax-exempt auction rate bonds through the issuance of $271
million of tax-exempt variable-rate demand bonds, which are
supported by direct-pay letters of credit, of which $144 million had
initial rates of 0.7% reset on a weekly basis with $44 million
maturing May 2035, $23 million maturing March 2031 and $77
million maturing December 2039. The remaining $127 million had
initial rates of 0.5% reset on a daily basis with $77 million maturing
December 2033 and $50 million maturing October 2040.

Master Credit Facility Summary as of December 31, 2011 (in millions)ae:

Duke Energy  Duke Energy  Duke Energy

Duke Energy Carolinas Ohio Indiana Total

Facility Sizet $1,250 $1,250 $800 $ 700 $4,000
Less:

Notes Payable and Commercial Paper'®} (75) (300} —_ {150) (525)

Qutstanding Letters of Credit (b1) (7 27 — (85)

Tax-Exempt Bonds — (95) (84) (81) {(260)

Available Capacity %1,124 $ 848 $689 $469 $3,130

(@) This summary only includes Duke Energy's master credit facility and, accordingly, excludes certain demand facilities and committed facitities that ase insignificant in size or which
generally support very specific requirements, which primarily include facilities that backstop various outstanding tax-exempt bonds. These facilities that backstop various cutstanding
tax-exemnpt bonds generally have non-cancelable terms in excess of one year from the balance sheet date, such that the Duke Energy Registrants have the ability to refinance such
borrawings on a long-term basis. Accordingly, such borrowings are reflected as Long-term Debt on the Consolidated Batance Sheets of the respective Duke Energy Registrant.

(b}
(c)
(d)

Credit facility contains g covenant requiring the debt-to-total capitalization ratio to not exceed 65% for each borrower.
Represents the sublimit of each borrower at December 31, 2011, The Duke Energy Ohio sublimit includes $100 millicn for Duke Energy Kentucky
Duke Energy issued $450 million of Commercial Paper and loaned the proceeds through the money poal 1o Duke Energy Carolinas and Duke Energy Indiana The balances are classified

as long-term borrowings within Long-term Debt in Duke Energy Carclina's and Duke Energy Indiana’s Consclidated Balance Sheets Duke Energy issued an additional $75 million of
Commercial Paper in 2011. The balance is classified as Notes payable and commercial paper on Duke Energy's Consolidated Balance Sheets.

In Novernber 2011, Duke Energy entered inito a new $6 billion,
five-year master credit facility, with $4 billion available at closing and
the remaining $2 hillion available following successful completion of
the proposed merger with Progress Energy. The Duke Energy
Registrants each have borrowing capacity under the master credit
facility up to specified sublimits for each borrower. However, Duke
Energy has the unilateral ability at any time to increase or decrease
the borrowing sublimits of each borrower, subject to a maximum
sublimit for each berrower. See the table above for the borrowing
sublimits for each of the borrowers as of December 31, 2011. The
amount available under the master credit facility has been reduced,
as indicated in the table above, by the use of the master credit facility
to backstop the issuances of commercial paper, letters of credit and
certain tax-exempt bonds.

In April 2010, Duke Energy and Duke Energy Carolinas entered
into a $200 million four-year unsecured revolving credit facility,
which expires in April 2014, Duke Energy and Duke Energy
Caralinas are Co-Borrowers under this facility, with Duke Energy
having a borrowing sub limit of $100 million and Duke Energy
Carolinas having no borrowing sub limit. Upon closing of the facility,
Duke Energy made an inittal borrowing of $75 million for general
corporate purposes, which is classified as Long-term debt on the
Consolidate Balance Sheets.

In September 2008, Duke Energy Indiana and Duke Energy
Kentucky collectively entered into a $330 million three-year letter of
credit agreement with a syndicate of banks, under which Duke
Energy Indiana and Duke Energy Kentucky may request the issuance
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of letters of credit up to $279 million and $51 million, respectively,
on their behalf to support various series of variable rate demand
bonds issued or to be issued on behalf of either Duke Energy Indiana
or Duke Energy Kentucky. This credit facility may not be used for any
purpose other than to support the variable rate demand bonds issued
by Duke Energy Indiana and Duke Erergy Kentucky. In September
2010, the letter of credit agreement was amended to reduce the size
to $327 million and extend the maturity date to September 2012, In
September 2011, the maturity date for the agreement was extended
to December 2012 and in December 2011, the maturity date was
extended to March 2013 and the facility size was reduced to $208
million. The facility was subsequently terminated in February 2012.

In January 2C12, Duke Energy Indiana and Duke Energy
Kentucky collectively entered into a $156 million twa-year bilateral
letter of credit agreement, under which Duke Energy Indiana and
Duke Energy Kentucky may request the issuance of letters of credit
up to $129 million and $27 million, respectively, on their behalf to
support various series of variable-rate demand bonds. In addition,
Duke Energy Indiana entered into 2 $78 million two-year bilateral
letter of credit facility. These credit facilities may not be used for any
purpose other than to support the variable rate demand bonds issued
by Duke Energy Indiana and Duke Energy Kentucky. In February
2012, letters of credit were issued corresponding to the amount of
the facilities to support various series of tax-exempt bonds at Duke
Energy Indiana and Duke Energy Kentucky.

Cuke Energy's debt and credit agreements contain various
financial and cther covenants. Failure to meet those covenants
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beyond applicable grace periods could result in accelerated due dates
and/or termination of the agreements. As of December 31, 2011,
Duke Energy was in compliance with all covenants related to its
significant dekt agreements. In addition, some credit agreements may
allow for acceleration of payments or termination of the agreements
due to nonpayment, or to the acceleration of other significant
indebtedness of the borrower or some of its subsidiaries. None of the
debt or credit agreements contain material adverse change clauses.

Credit Ratings.

Duke Energy and certain subsidiaries each hold credit ratings by
Standard & Pcor's (S&P) and Moody's Investors Service (Moody's).
Duke Energy’s corporate credit rating and issuer credit rating from S&P
and Moody’s, respectively, as of February 1, 2012 is A- and Baa2,
respectively. The following table sumrmarizes the February 1, 2012
unsecured credit ratings from the rating agencies retained by Duke
Energy and its principal funding subsidiaries.

Senior Unsecured Credit Ratings Summary as of February 1, 2012

Standard Moody's

and Investors

Poor's Service

Duke Energy Corporation BBB+ Baa2
Duke Energy Carolinas, LLC A- A3
Duke Energy Ohig, Inc. A- Baal
Duke Energy Indiana, Inc. A- Bazl
Duke Energy Kentucky, Inc. A- Baal

Duke Energy's credit ratings are dependent on, among other
factors, the ability to generate sufficient cash to fungd capital and
investment expenditures and pay dividends on its commen stock,
while maintaining the strength of its current balance sheet. If, as a
result of market conditions or cther factors, Duke Energy is unable to
maintain its current balance sheet strength, or if its earnings and cash
flow outlook materially deteriorates, Duke Energy's credit ratings could
be negatively impacted.

Credit-Related Clauses.

Duke Energy may be required to repay certain debt should the
credit ratings at Duke Energy Carolinas fall to a certain level at S&P or
Moody's. As of December 31, 2011, Duke Energy had $2 million of
senior unsecured notes which mature serially through 2012 that may
be required to be repaid if Duke Energy Carolinas’ senior unsecured
debt ratings fall below BBB- at S&P or Baa3 at Moody's, and $12
million of senior unsecured notes which mature serially through 2016
that may be required t¢ be repaid if Duke Energy Carolinas’ senior
unsecured debt ratings fall below BBB at S&P or Baa2 at Moody's.

Other Financing Matters.

At December 31, 2011, Duke Energy Carolinas hag $400
miflion principal amount of 5.625% senior unsecured notes due
November 2012 classified as Current maturities of long-term debt on
Duke Energy Carolinas’ Consolidated Balance Sheets. At
December 31, 2010, these notes were classified as Long-term Debt
on Duke Energy Carclinas’ Consolidated Balance Sheets. Duke
Energy Carolinas currently anticipates satisfying this obligation with
proceeds from additional borrowings.
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At December 31, 2011, Duke Energy Carolinas had $750
million principat amount of 6.25% senicor unsecured notes due
January 2012 classified as Current maturities of long-term debt on
Duke Energy Carolinas’ Consolidated Balznce Sheets. At December 31,
2010, these notes were classified as Long-term Debt on Duke Energy
Carolinas’ Consolidated Balance Sheets. As noted above, in January
2012, Duke Energy Carclinas satisfied this obligation with proceeds
from borrowings under the December 31, 2011 debt issuance.

At December 31, 2011, Duke Energy Ohio had $500 million
principal amount of 5.70% debentures due September 2012
classified as Current maturities of long-term dabt on Duke Energy
Ohio's Consclidated Balance Sheets. At December 31, 2010, these
notes were classified as Long-term Debt on Duke Energy Ohio's
Consolidated Balance Sheets. Duke Energy Chic currently anticipates
satisfying this obligation with proceeds from additional borrowings.

In April 2011, Duke Energy filed a registration statement (Form
S-3) with the SEC to sell up to $1 billion variable denomination
floating rate demand notes, called PremierNotes. The Form S-3 states
that no more than $500 million of the notes will be cutstanding at
any particular time. Thie 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 basis.
The interest rate payable on notes held by an investor may vary
based on the principal amount of the investmeant. 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 corporate purposes. The
balance as of December 31, 2011, is $79 million. The notes reflect
a short-term debt obligation of Duke Energy and are reflected as
Notes payable on Duke Energy's Consolidated Balance Sheets.

In September 2010, Duke Energy filed a Form S-3 with the SEC.
Under this Form $-3, which is uncapped, Duke Energy, Duke Energy
Carolinas, Duke Energy Ohio and Duke Energy Indiana may issue debt
and other securities in the future at amounts, prices and with terms to
be determined at the time of future offerings. The registration statement
atso allows for the issuance of common stock by Duke Energy.

Duke Energy has paid quarterly cash dividends for 86
consecutive years and expects to continue its policy of paying regular
cash dividends in the future. There is no assurance as to the amount
of future dividends because they depend on future eamings, capital
requirements, financial condition and are subject to the discretion of
the Board of Directors.

Dividend and Qther Funding Restrictions of Duke Energy
Subsidiaries.

As discussed in Note 4 to the Consolidated Financial Staterments
“Regulatory Matters”, Cuke Energy's wholly-owned public utifity
operating companies have restrictions on the amount of funds that
can be transferred to Duke Energy via dividend, advance or loan as a
result of conditions imposed by various regulators in conjunction with
Duke Energy's merger with Cinergy. Additionally, certain other Duke
Energy subsidiaries have cther restrictions, such as minimum
working capital and tangible net worth requirements pursuant tc debt
and other agreements that imit the amount of funds that can be
transferred to Duke Energy. At December 31, 2011, the amount of



PART II

restricted net assets of wholly-owned subsidiaries of Duke Energy that
may not be distributed to Duke Energy in the form of a loan or
dividend is $8.6 Lillion. However, Duke Energy does not have any
legal or other restrictions on paying commion stock dividends to
shareholders out of its consolidated Retained Earnings account.
Although these restrictions cap the amount of funding the various
operating subsidiaries can provide to Duke Energy, management
does not believe these restrictions will have any significant impact on
Duke Energy's ability to access cash to meet its payment of dividends
on common stock and other future funding obligations.

Off-Balance Sheet Arrangements

Duke Energy and certain of its subsidiaries enter intc guarantee
arrangements in the normal course of business to facilitate
commercizl transactions with third parties, These arrangements
include performance guarantees, stand-by letters of credit, debt
guarantees, surety bonds and indemnifications.

Most of the guarantee arrangements entered into by Duke
Energy enhance the credit standing of certain subsidiaries,
non-consolidated entities or less than wholly-owned entities, enabling
them to conduct business. As such, these guarantee arrangements
invoive elements of performance and credit risk, which are not
included on the Consolidated Balance Sheets. The possibility of Duke
Energy, either on its own or on behalf of Spectra Energy Capital, LLC
(Spectra Capital) through indemnification agreements entered into as
part of the spin-off of Spectra Energy Corp {Spectra Energy), having 10
honor its contingencies is largely dependent upon the future

Contractual Obligations as of December 31, 2011

operations of the subsidiaries, investees and other third parties, or the
occurrence of certain future events.

Duke Energy performs ongoing assessments of its guarantes
obligations to determine whether any liabilities have been triggered as
a result of potential increased nen-performance risk by parties for
which Duke Energy has issued guarantees.

See Note 7 to the Consolidated Financial Statements,
“Guarantees and (ndemnifications,” for further details of the
guarantee arangements.

Issuance of these guarantee arrangements is not required for the
majority of Duke Energy’s operations. Thus, if Duke Energy
discontinued issuing these guarantees, there would not be a material
impact to the consolidated results ¢f operations, cash flows or
financial positicn,

Other than the guarantee arrangements discussed abxve and
normal operating lease arrangements, Duke Energy does not have
any material off-balance sheet financing entities or structures. For
additional information cn these commitments, see Note 510 the
Consolidated Financial Statements, “Commitments and
Contingencies.”

Contractual Obligations

Duke Energy enters into contracts that require payment of cash
at certain specified periods, based on certain specified minimum
quantities and prices. The following table summarizes Duke Energy's
contractual cash chligations for each of the periods presented.

Payments Due By Period

Maore than

lessthanl  2-3Years 4-5Years 5 Years

year (2013 & (2015 & (2017 &

(in millions) Total (2012) 2014} 2016}  Thereafter)

Long-term debtta $32,144 32,853 % 5040 $4,244 $20,007

Capital leases™ 670 60 a0 21 439

Operating leases® 481 8l 125 73 202
Purchase Obtigations:®

Firm capacity and transpcrtation paymentst! 274 76 107 26 65

Commodity contractsid 12,900 3,873 4,730 2,285 2,012

Other purchase, maintenance and service obligationste! 3,250 2,042 876 64 268

Other funding obtigations® 480 48 96 96 240

Total contractual cash obligations® $50,199 $3,033  $11,064 $6,869 $23,233

{a) See Note & to the Consclidated Financial Statements, "Debt ang Credit Facilities.” Amount includes interest payments over the life of the debt. Interest payments on variable rate debt
instruments were calculated using interest rates derived from the interpolation of the forecast interest rate curve. In addition, a spread was placed on top of the interest rates to aid in

capturing the volatility inherent in projecting future interest rates.

(b} See Note 5 to the Consolidated Financial Statements, “Commitments and Contingencies.” Amounts in the table above include the interest component of capital leases based on the

interest rates explicitly stated in the lease agreements.

{c) Includes firm capacity payments that provide Duke Energy with uninterrupted firm access to electvicity transmission capacity, and natural gas transpontation contracts.

{d} Includes contractual oligations to purchase physical quantities of electricity, coal, nuclear fuel and imestone. Also, includes contracts that Duke Energy has designated as hedges.
undesignated contracts and contracts that qualfy as normal purchase/normal sale {NPNS). For contracts where the price paid is based on an index, the amount is based on forward
market prices at December 31, 2011. For certain of these amounts, Duke Energy may settle on a net cash basis since Duke Energy has entered into payment netting agréements with
counterparties that perrmit Duke Energy to offset receivables and pavables with such counterparties.

tel Includes contracts for software, telephone, data and consulting or advisery services. Amount alsa includes contractual obligations for engineering. procurement and constiuction costs for
new generaticn plants and nuclear plant refurbishments, environmental projects on fossil facilities, major maintenance of certain non-regulated plants, maintenance and day to day
contract work at certain wind facilities and commitments to buy wind and combpustion turbines (CT). Amount excludes certain open purchase orders for services that are provided on

clemand, for which the timing of the purchase cannot be determined.

(M Relates to future annual funding obligations to the nuclear decommissioning trust fund (NDTF) {see Note 9 to the Conscliclated Financial Staternents, "Asset Retirement Obligations”).
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{g) The table above excludes certain obligations discussed herein related to amounts recorded within Deferred Credits and Other Liabilities on the Consclidated Balance Sheets due to the
uncertainty of the timing and amount of future cash flows necessary 1o settle these obligations, The amount of cash flows 1o be paid to settle the asset retirement obligations is not known
with cedainty as Duke Energy may use inlemal resources or externai resources to perform retirement activities. As a result, cash obligations for asset retirement activities are excluded
from the table above. However, the vast majonty of asset retirement obligations will be settied beyond 2014. Asset retirerent obligations recognized on the Consolidatedt Balance Sheets
total $1,936 million and the fair value of the NDTF, which will be used to help fund these obligations, is $2,060 million at December 31, 2011. The table above excludes reserves for
litigation, environmental remediation, asbestos-related injures and damages claims and self-insurance claims (see Note 5 o the Consolidated Financial Statements, “Commitments and
Contingencies”) because Duke Energy is uncertain as to the iming of when cash payments will be required. Additionalty, the table above exciudes annual insurance premiums that are
necessary to operate the business, including nuclear insurance (see Note 5 to the Consalidated Financial Statements, “Commitments and Contingencies™, funding of pension and other
post-retirement benefit plans {see Note 21 to the Consolidated Financial Statements, “Employee Benefit Plans”) and regulatory liabilities (see Note 4 to the Consolidated Financial
Statements, “Regulatory Matters”) because the amount and timing of the cash payments are uncertain. Also excluded are Deferred Income Taxes and Investment Tax Credits recorded on
the Consolidated Balance Sheets since cash payments for income taxes are determined based primarily on taxable income for each discrete fiscal year. Additionally, amounts related to
uncerain tax positions are excluded from the table above due to uncertainty of timing of future payments.

() Current liabilities, except for current maturities of long-term debt, and purchase obligations reflected in the Consolidated Balance Sheets, have been excluded from the above table.

Quantitative and Qualitative Disclosures About Market Risk

Risk Management Policies

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

Commodity Price Risk

The Duke Energy Registrants are exposed to the impact of
market fluctuations in the prices of electricity, coal, natural gas and
other energy-related products marketed and purchased as a result of
its ownership of energy related assets. The Duke Energy Registrants'
exposure to these fluctuations is limited by the cost-based regulation
of its U.S. Franchised Electric and Gas operations as these regulated
cperations are typically allowed to recover certain of these costs
through various cost-recovery clauses, including fuel clauses. While
there may be a delay in timing between when these costs are
incurred and when these costs are recovered through rates, changes
from year to year generally do not have a material impact on
cperating results of these regulated operations.

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

Validation cf a contract’s fair value is performed by an internal
group separate from the Duke Energy Registrants’ deal origination
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areas. While the Duke Energy Registrants use common industry
practices to develop their valuation techniques, changes in their
pricing methedelogies or the underlying assumptions could result in
significantly different fair values and income recogniticn.

Hedging Strategies.

The Duke Energy Registrants closely manitor the risks
associated with commodity price changes on their future operations
and, where appropriate, use varicus commodity instruments such as
electricity, coal and natural gas forward contracts to mitigate the effect
of such fluctuations on operations, in addition to optimizing the value
of the non-regulated generation portfolio. Duke Energy’s primary use
of energy commodity derivatives is to hedge the generation portfolio
against exposure to the prices of power and fuel.

The majority of derivatives used to manage the Duke Energy
Registrants commodity price exposure are either not designated as a
hedge or do not qualify for hedge accounting. These instruments are
referred 1o as undesignated contracts. Mark-to-market changes for
undesignated contracts entered into by regulated businesses are
reflected as a regulatory asset or liability on the Consolidated Balance
Sheets. Undesignated contracts entered into by unregulated
businesses are marked-to-market each peried, with changes in the
fair value of the derivative instruments reflected in eamnings.

Certain derivatives used to manage the Duke Energy Registrants’
commodity price exposure are accounted for as either cash flow
hedges or fair value hedges. To the extent that instruments accounted
for as hedges are effective in offsetting the transaction being hedged,
there is no impact to the Consolidated Statements of Operations until
after delivery or settlerment occurs. Accordingly, assumptions and
valuation techniques for these contracts have no impact on reported
gamings prior to setlement. Several factors infiuence the effectiveness
of a hedge contract, including the use of contracts with different
commodities or unmatched terms and counterparty credit risk. Hedge
effectiveness is monitored regularly and measured at least quarterly,

in addition to the hedge contracts described above and recorded
on the Consclidated Balance Sheets, the Duke Energy Registrants enter
intc other contracts that qualify for the NPNS exception. When a
contract meets the criteria to qualify as an NPNS, U.S. Franchised
Electric and Gas and Commercial Power apply stich exception. Income
recognition and realization related to NPNS contracts generally coincide
with the physical delivery of power. For contracts qualifying for the
NPNS excepticn, no recognition of the contract's fair value in the
Consolidated Financial Statements i$ required unti! settlement of the
contract as long as the transaction remains probable of occurring.
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Generation Portfolio Risks.

The Duke Energy Registrants are primarily exposed to market
price fluctuations of wholesale power, natural gas, and coal prices in
the U.S. Franchised Electric and Gas and Commercial Power
segments. The Duke Energy Registrants optimize the value cf their
wholesale and non-regulated generation pertfolios. The portfolios
include generaticn assets (power and capacity), fuel, and emission
allowances. Modeled forecasts of future generation output, fuel
requirements, and emission allowance requirements are based on
farward power, fuel and emission allowance markets, The
component pieces of the portfolio are bought and sold based an
models and forecasts of generation in crder to manage the economic
value of the portfolio in accordance with the strategies of the business
units. For Duke Energy Carolinas and Duke Energy Indiana, as well
as the Kentucky regulated generation owned by Duke Energy Ohio,
the generation portfolio not utilized to serve retail operations or
committed load is subject to commodity price fluctuations, although
the impact on the Consolidated Statements of Operations is partially
cffset by mechanisms in these regufated jurisdictions that result in the
sharing of net profits from these activities with retail customers. Duke
Energy Chic is subject to wholesale commaodity price risks for its
non-regulated coal-fired and gas-fired generation portfolio. The
non-regulated generation portfolio dispatches all of their electricity into
unregulated markets and receives wholesale energy margins and
capacity revenues from PJM, Duke Energy Ohio has fully hedged its
forecasted coal-fired generation for 2012. Capacity revenues are
100% contracted in PIM through May 2015. International Energy
generally hedges its expected generation using long-term bilateral
power sales contracts when favorable market conditions exist and it is
subject to whelesale commadity price risks for electricity not sold
under such contracts. Intemational Energy dispatches electricity not
sold under long-term bilateral contracts into unregulated markets and
receives wholesale energy margins and capacity revenues from

national system operators. Derivative contracts executed to manage
generation portfalio risks for delivery pericds beyond 2012 are also
exposed to changes in fair value due to market price fluctuations of
wholesale power and coal. See “Sensitivity Analysis for Generation
Portfolio and Derivative Price Risks” below, far more infarmation
regarding the effect of changes in commodity prices on the Duke
Energy Registrants' net income.

Other Commodity Risks.

At December 31, 2011, pre-tax income in 2012 was not
expected to be materially impacted for exposures to other
commodities’ price changes.

Sensitivity Analysis for Generation Portfolio and Derivative Price
Risks

The table below summarizes the estimated effect of commodity
price changes on the Duke Energy Registrants’ pre-tax net income,
based on a sensitivity anafysis performed as of December 31, 2011
and December 31, 2010 for Duke Energy and Duke Energy Ohio.
Duke Energy Carclinas’ and Duke Energy Indiana’s forecasted exposure
to commaodity price risk 1s not anticipated to have a material adverse
effect on its consolidated results of operations in 2012, based on a
sensitivity analysis performed as of December 31, 201 1. The sensitivity
analysis performed as of Decemiber 31, 2010, related to forecasted
exposure to commeodity price risk during 2011 also indicated that
commodity price risk would not have a material adverse effect on Duke
Erergy Carolinas’ and Duke Energy Indiana's consclidated results of
operations during 2011 and the impacts of changing commodity prices
in its consolidated results of operations for 2011 was insignificant. The
following commaodity price sensitivity calculations consider existing
hedge positions and estimated production levels, as indicated in the
table below, but do not consider other potential effects that might result
from such changes in commodity prices.

Summary of Sensitivity Analysis for Generation Portfolio and Derivative Price Risks

($ in miflions)

Generation Portfolio Sensitivities for derivatives

Risks for 2012t beyond 2012®

As of December 31, As of December 31,
Potential effect on pre-lax net income
assuming & 10% price change in: 2011 2010 2011 2010
Duke Energy:
Forward wholesale power prices {per MWh) $71 $20 $24 %20
Forward coal prices {per ton) 2 2 — —
Gas prices {per MMBtu) 42 17 —_ —
Duke Energy Ohio:
Forward wholesale power prices {per MWh) $69 $19 $24 $20
Forward coai prices (per ton) 2 P —_ —
Gas prices {per MMBtu) 42 17 —_ —

{a) Amounts related to forward whelesale prices represent the potential impact of commedity price changes on forecasted economic generation which has not been contracted of hedged.
Amounts related to forward coat prices and forward gas prices represent the potential impact of commodity price changes on fuel needed 1o achieve such economic generation. Amounts
exciude the impact of mark-to-market changes on undesignated contracts relating to penods in excess of one year from the respective date,

(b)  Amounts represent sensitivities related to derivative contracts executed to manage generaton portfoho risks for periods beyond 2012, Amounts exclude the potential impact of commodity
price changes on forecasted economic generation and fuel needed ta achieve such forecasted generation.
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Credit Risk

Credit risk represents the Joss that the Duke Energy Registrants
would incur if a counterparty fails to perform under its contractual
obligations. To reduce credit exposure, the Duke Energy Registrants
seek to enter into netting agreements with counterparties that permit
them to offset raceivables and payables with such counterparties. The
Duke Energy Registrants attempt to further reduce credit risk with
certain counterparties by entering into agreements that enable
obtaining collateral or terminating o resetting the terms of
transactions after specified time periods or upon the occurrence of
credit-related events. The Duke Energy Registrants may, at times, use
credit derivatives or other structures and techniques to provide for
third-party credit enhancement of their counterparties’ cbligations.
The Duke Energy Registrants also obtain cash or letters of credit from
customers to provide credit support outside of collateral agreements,
where apprepriate, based con a financial analysis of the customer and
the regulatery or contractual terms and conditions applicable to each
transaction. See Note 14 to the Consolidated Financia! Statements,
“Risk Management, Derivative Instruments and Hedging Activities,”
for additional information regarding credit risk related to derivative
instruments.

The Duke Energy Registrants’ industry has historically operated
under negotiated credit lines for physical delivery contracts, The Duke
Energy Registrants frequently use master collateral agresments to
mitigate centain credit exposures. The collateral agreements provide
far a counterparty to post cash or letters of credit to the exposed party
for exposure in excess of an established threshold. The threshald
amount represents a negotiated unsecured credit limit for each party
to the agreement, determined in accordance with the Duke Energy
Registrants’ internal corporate credit practices and standards.
Collateral agreements genarally also provide that the inability to post
collateral is sufficient cause to terminate contracts and liquidate all
positions.

The Duke Energy Registrants' principal customers for its electric
and gas businesses are commodity clearinghouses, regional
transmission organizaticns, industrial end-users, marketers,
distribution companies, municipalities, electric cooperatives and
utilities focated throughout the U.S. and Latin America. The Duke
Energy Registrants have concentrations of receivables from such
entities throughout these regions. These concentrations of customers
may affect the Duke Energy Registrants’ overall credit risk in that risk
factors can negatively impact the credit gualily of the entire sector.
Where exposed to credit risk, the Duke Energy Registrants analyze
the counterparties’ financial condition prior to entering into an
agreement, establish credit limits and monitor the appropriateness of
those limits on an ongeing basis.

Duke Energy has a third-party insurance policy to cover certain
losses related to Duke Energy Carolinas’ asbestos-related injuries and
damages above an aggregate self insured retention of $476 million.
Duke Energy Carclinas’ cumulative payments began to exceed the
self insurance retention on its insurance policy during the second
quarter of 2008. Future payments up to the policy limit will be
reimbursed by Duke Energy’s third party insurance carrier. The
insurance policy limit for potential future insurance recoveries for
indermnification and medical cost claim payments is $968 million in
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excess of the self insured retention. insurance recoveries of $813
million and $850 million related to this pelicy are classified in the
Consolidated Balance Sheets in Cther within Investments and Other
Assets and Receivables as of December 31, 2011 and 2010,
respectively. Duke Energy is not aware of any uncertainties regarding
the legal sufficiency of insurance claims. Management believes the
insurance recovery asset is probable of recovery as the insurance
carrier continues t¢ have a streng financial strength rating.

The Duke Energy Registrants also have credit risk exposure
through issuance of performance guarantees, letters of credit ang
surety bonds on behalf of less than wholly-owned entities and third
parties. Where the Duke Energy Registrants have issued these
guarantees, it is possible that the Duke Energy Registrants could be
reguirad to perform under these guarantee ghligations in the event the
cobligor under the guarantee fails to perform. Where the Duke Energy
Registrants have issued guarantees related to assets or operations
that have been disposed of via sale, they attempt to secure
indemnification from the buyer against ail future performance
obligations under the guarantees. See Note 7 to the Consolidated
Financial Statements, “Guarantees and Indemnifications,” for further
information on guarantees issued by Duke Energy or its subsidiaries.

The Duke Energy Registrants are also subject to credit risk of
their vendors and suppliers in the form of performance risk on
contracts including, but not limited to, outsourcing arrangements,
major censtruction projects and commodity purchases. The Duke
Energy Registrants’ credit exposure 1o such vendors and suppliers
may take the form of increased costs or project delays in the event of
non-performance.

Based on the Duke Energy Registrants’ policies far managing
credit risk, their exposures and their credit and other reserves, the
Duke Energy Registrants do not currently anticipate a materially
adverse effect on their consclidated financial position or results of
operations as a result of non-performance by any counterparty.

Retail,

Credit risk associated with the Duke Energy Registrants’ service
to residential, commercial and industrial customers is generally
limited to outstanding accounts receivable, The Duke Energy
Registrants mitigate this credit risk by requiring customers to provide
a cash deposit or letter of credit until a satisfactory payment history is
established, at which time the deposit is typically refunded. Charge-
offs for retail customers have historically been insignificant to the
operations of the Duke Energy Registrants and are typically recovered
threugh the retail rates. Management continually monitors custormer
charge-offs and payment patterns 1o ensure the adequacy of bad debt
reserves. Duke Energy Ohio and Duke Energy Indiana sell certain of
their accounts receivable and related collections through CRC, a Duke
Energy consolidated variable interest entity. Losses on collection are
first absorbed by the equity of CRC and next by the subordinated
retained interests held by Duke Energy Ohio, Duke Energy Kentucky
and Duke Energy Indiana. See Note 17 to the Consolidated Financial
Statements, “Variable interest Entities.”

Wholesale Sales.

To reduce credit exposure related to wholesale sales, the Duke
Energy Registrants seeks to enter into netting agreements with
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counterparties that permit the Duke Energy Registrants to offset
receivables and payables with such counterparties. The Duke Energy
Registrants attempt to further reduce credit risk with certain
counterparties by entering into agreements that enable the Duke
Energy Registrants to obtain collateral or to terminate or reset the
terms of transactions after specified time periods or upon the
occurrence of credit-related events.

European Exposures.

Duke Energy owns a 25% ownership interest in Attiki, a natural
gas distributor located in Athens, Greece. The carrying value of Duke
Energy’s investrent in Attiki was $64 millicn at December 31,
2011, and is recorded in Other within Investments and other assets
in the Consolidated Balance Sheets, Duke Energy also has a $64
million debt obligation associated with its investment in Attiki. Duke
Energy has an agreement to sell its ownership interest in Attiki. If all
conditions of this agreement are met, Duke Energy expects the
transaction to close in March 2012. At December 31, 2011, Duke
Energy held $285 million of money market funds and short term
investments in investment-grade debt securities of issued by financial
and nenfinancial institutions that are domiciled in Europe or have
exposures to European sovergign debt. This amount is recorded at fair
value and included in Cash and cash eguivalents and Short-term
investment in the Consolidated Balance Shests, A disorderly default
by the Greek government or withdrawal! of Greece from the euro zone
and financial stress in other Eurcpean countries could require Duke
Energy to recognize an impairment of some or all of these securities.

Interest Rate Risk

The Duke Energy Registrants are exposed to risk resulting from
changes in interest rates as a result of their issuance of vanable and
fixed rate debt and commercial paper. The Duke Energy Registrants
manage interest rate exposure by limiting variable-rate exposures to a
percentage of total capitalization and by monitoring the effects of
market changes in interest rates. The Duke Energy Registrants also
enter into financial derivative instruments, which may include
instruments such as, but not limited o, interest rate swaps,
swaptions and U.S. Treasury lock agreements to manage and
mitigate interest rate risk exposure. See Notes 1, 6, 14, and 15 to the
Consolidated Financial Statements, “Summary of Significant
Accounting Policies,” “Debt and Credit Facilities,” “Risk Management,
Derivative instruments and Hedging Activities,” and “Fair Value of
Financial Assets ang Liabilities.”
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The table below summarizes the potential effect of interest rate
changes on the Duke Energy Registrants’ pre-tax net income, based
on a sensitivity analysis performed as of December 31, 2011 and
December 31, 2010.

Summary of Sensitivity Analysis for Interest Rate Risks
(% in millions)

Assurning market Assuming market
interest rates average interest rates average
Potential Increase {+) 1% higher {+) or 1% nigher (+) or

or Decrease (-) in lower (-} in 2012 lower (-) in 2011

Interest than in 2011 As of than in 2010 As of
Expensefah: December 31, 2011 December 31, 2010
Duke Energy +/-$4 +/- $8
Duke Energy Carolinas +/- 35 +/- $2
Duke Energy Chio +/- 54 +/-$1
Duke Energy Indiana +/-$9 +/- $5

{a) Amounts presented net of offsetting impacts in interest income.

These amounts were estimated by considering the impact of the
hypothetical interest rates on variable-rate securities outstanding,
adjusted for interest rate hedges, short-term and long-term
investments, cash and cash equivalents outstanding as of
December 31, 2011 and 2010. The change in interest rate
sensitivity for the Duke Energy Registrants' is primarily due to
changes in short-term debit balances and cash balances. If interest
rates changed significantly, management would likely take actions to
manage its exposure to the change. However, due to the uncerainty
of the specific actions that would be taken and their pessible effects,
the sensitivity analysis assumes no changes in the Duke Energy
Registrants' financial structure.

Marketabte Securities Price Risk

Duke Energy

As described further in Note 16 to the Consclidated Financial
Statements, “Investments in Debt and Equity Securities,” Duke
Energy invests in debt and equity securities as part of various
investment portfolios to fund certain obligations of the business. The
vast majority of the investments in equity securities are within the
NDTF and assets of the various pension and other post-retirement
benefit plans.
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Fension Plan Assets.

Duke Energy maintains investments to help fund the costs of
providing non-contributory defined benefit retirement and other post-
retirement benefit plans. These investmants are exposed to price
fluctuations in equity markets and changes in interest rates. The
equity securities held in Duke Energy's pension plans are diversified
to achieve troad market participation and reduce the impact of any
single investment, sector or geographic region. Duke Energy has
established asset allocation targets for its pension plan holdings,
which take into consideration the investment objectives and the risk
profile with respect to the trust in which the assets are held. These
target allocations are presented in the table below.

Target Asset allocation for Pension Plan Assets

Asset Target Allocation %

Equity Securities 56%
Oebt Securities 32%
Other 12%

A significant decline in the value of plan asset holdings could
require Duke Energy to increase its funding of the pension plan in
future periods, which could adversely affect cash flows in those periods.
Additionally, a decline in the fair value of plan assets, absent additional
cash contributions te the plan, could increase the amount of pension
cost required o be recorded in future periods, which could adversely
affect Duke Energy's results of operations in those pericds. The
Subsidiary Registrants’ proportionate share of Duke Energy's costs of
providing non-contributory defined benefit retirernent and other post-
retirement benefit plans are dependant upon a number of factors, such
as the rates of return on plan assets, discount rate, the rate of increase
in health care cests and contributions made to the plans. During 2011,
Duke Energy contributed $200 million to its qualified pension plan of
which $33 million was funded by Duke Energy Carclinas, $48 million
was funded by Duke Energy Ohio and $52 million was funded by
Duke Energy Indiana. Duke Energy intends to contribute $200 million
1o its gualified pensicn plan in 2012. See Note 21 to the Consolidated
Financial Statements, "Employee Benefit Plans,” for additional
infarmation on pension plan assets.

NDTF.

As required by the NRC and the NCUC, Duke Energy Carolinas
maintains trust funds o fund the costs of nuclear decommissioning
{see Note 9 to the Consolidated Financial Statements, “Asset
Retirement Obligations”). As of Decernber 31, 2011, these funds
were invested primarily in domestic and international equity
securities, debt securities, fixed-income securities, cash and cash
equivalents and short-term investments. Per the NRC and the NCUC
requirements, these funds may be used only for activities related to
nuclear decommissioning. The investments in equity securities are
exposed to price fluctuations in equity markets. Accouniting for
nuclear decommissioning recognizes that costs are recovered through
Duke Energy Carclinas' rates; therefore, fluctuations in equity prices
do not affect Duke Energy Carolinas' Consolidated Statements of
Cperations as changes in the fair value of these investrments are
geferred as regulatory assets or regulatery lizbilities pursuant to an
Order by the NCUC. Eamnings ¢r icsses of the fund will ultimately
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impact the amount of costs recovered through Duke Energy Carolinas’
rates. See Note 9 to the Consolidated Financial Statements, “Asset
Retirement Obligations” for additional information regarding nuclear
decommissioning costs. See Note 16 to the Consolidated Financial
Statements, “Investments in Debt and Equity Securities” for additional
information regarding NTDF assets.

Foreign Currency Risk

Duke Energy is exposed to foreign currancy risk from
investments in international affiliate businesses owned and operated
in foreign countries and from certain commodity-related transactions
within domestic operations that are denominated in foreign
currencies. To mitigate risks associated with foreign currency
fluctuations, contracts may be denominated in or indexed to the
U.S. Dallarfinflaticn rates and/cr local inflation rates, or investments
may be naturally hedged through debt denominated or issued in the
foreign currency. Duke Energy may also use foreign currency
derivatives, where possible, to manage its risk related to foreign
currency fluctuations. To monitor its currency exchange rate risks,
Duke Energy uses sensitivity analysis, which measures the impact of
devaluation of the foreign currencies to which it has exposure.

In 2011, Duke Energy's primary foreign currency rate exposure
was to the Brazilian Real. The table below summarizes the potential
effect of foreign currency devaluations on Duke Energy's Consolidated
Statement of Operations and Consolidated Balance Sheets, based on
a sensitivity analysis performed as of December 31, 2011 and
Becember 31, 2010.

Summary of Sensitivity Analysis for Foreign Currency Risks
{$ in millions)

Assuming 10% devaluation in the currency
exchange rates in all exposure currencies

As of December 31,  As of December 31,

2011 2010

Income Staterment Impactie $ (20 $ (20
Batance Sheet Impact®® $(160} $(180

(@) Amounts represent the potential annual net pre-1ax loss on the transiation of local
currency eamings to the Consclidated Statement of Operations in 2012 and 2011,
respectively.

Amounts represent the potential impact to the currency translation through the
cumulative translation adjustment in Accurnulated Other Comprehensive Income
(AQCI} on the Consolidated Balance Sheets,

)

Other Issues

General.

The BDuke Energy Registrants’ fixed charges coverage ratios, as
calculated using SEC guidelines, are included in the table below.

Years Ended December 31,

2011 2010 2009
Duke Energy 3.2 3.0 3.6
Duke Energy Carolinas 3.7 36 3.5
Duke Energy Chio 34 @
Duke Energy Indiana 2.2 36 29

fa) Duke Energy Ohio's earnings were insufficient to cover fixed charges by $317 million
in 2010 and $244 million in 2009 due primarily to non-cash goodwill and other asset
impairment charges of $677 million in 2010 ang $727 million in 2009, respectively.

)
)

{a}
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Global Climate Change and Other EPA Regulations Under
Development.

The EPA publishes an inventory of man-made U.S. greenhouse
gas (GHG) emissions annually. In 2008, the most recent year
reported, carbon dioxide (CO,), a byproduct of all sources of
combustion, accounted for approximately 83% of total U.S. GHG
emissions. The Duke Energy Registrants’ GHG emissions consist
primarily of CO, and most come from its fleet of coal-fired power
plants in the U.S. In 2011, the Duke Energy Registrants’ U.S. power
plants emitied approximately 91 mitlion tons of CO,. The CO,
emissions from Duke Energy’s international electric operations were
approximately 2.3 million tons. The Duke Energy Registrants’ future
CO; emissions will be influenced by variables including new
regulations, economic conditions that affect electricity demand, and
the Duke Energy Registrants’ decisions regarding generation
technologies deployed to meet customer electricity needs.

The Duke Energy Registrants believe it is highly unlikety that
legislation mandating reductions in GHG emissions will be passad by
the 112 Congress which ends at the end of 2012. Beyond 2012
the prospects for enactmenit of any federal legislation mandating
reductions in GHG emissions is highly uncertain, Given the high
degree of uncertainty surrounding potential future mandatory federal
GHG emission reduction | legislation, management cannot predict if
or when suich legislation might be enacted, what the requirements of
any potential legislation might be, cr the potential impact it might
have on the Duke Energy Registrants. Among the outcomes of the
17m Conference of the Parties of the United Nations Framework
Convention on Climate Change was a decisicn by the participating
countries to adopt a universal legal agreement no later than 2015 to
be put into place by 2020. The conference, which was held in
Durban, South Africa, again revealed significant differences of opinion
amongst nations, particularly between developed and developing
economies, but there was agreement to continue the search for
commen ground. The non-binding pledge to reach agreement by
2015 was reached only after delegates agreed to extend the
conference an extra day. The intemational climate change negotiating
process is highly uncertain and management cannot predict what the
outcome might be or the potential impact it might have on the Duke
Energy Registrants.

On December 7, 2009, the EPA finalized an Endangerment
Finding for greenhouse gases under the Clean Air Act {CAA). The
Endangerment Finding did not impose any regulatory requirements
on the electric utility industry, but it was a necessary prerequisite for
the EPA to be able to finalize severa! subsequent GHG rules, A
subsequent EPA regulation of GHGs from mobile sources issued in
2010 resulted in GHGs being pollutants subject to regulation under
the CAA, thereby subjecting newly constructed and modified
stationary sources to the CAA's Prevention of Significant Deterioration
(PSD) permitting program for increases in GHGs. Without any
changes, the CAA reguirements would have subjected tens of
thousands of additional stationary sources of GHG emissions to PSD
permitting requirements. To avoid this result, the EPA issued the
Tailcring Rule on June 3, 2010. Under the Tailoring Rule, new
major stationary sources of GHGs and existing major stationary
sources of GHGs that undertake a modification that will resu't in a net
GHG emissions increase of at least 75,000 tons per year are subject

10 GHG permitting requirements under the PSD permitting program.
Al of the Duke Energy Registrants' existing coal-fired generating units
and several of its natural gas-fired generating units are majcr sources
of GHG emissions. The PSD permitting program requires sources that
triggar PSD permitting reguirements for GHGs to perform a Best
Available Control Technology (BACT) analysis for GHG emissions to
determine what, if any, actions must be taken at the source to limit
its GHG emissions. In each of the states in which the Duke Energy
Registrants operates major stationary sources of GHG emissicns, the
state is the permitting autharity for the PSD program. This means that
the states will ultimately determine the BACT reguirements that will
apply in the event a Duke Energy Registrant triggers PSD permitting
reguirements for GHG emissions at any of its new or existing facilities.

Greenhouse gas PSD permitting requirements and the applicaticn
of BACT to limit GHG emissions do not apply to any existing source
that does not undertake a modification resulting in a net GHG
emissions increase of at least 75,000 tons per year. While the Duke
Energy Registrants do not anticipate taking actions that would trigger
the PSD permitting requirements for GHGs at any of its existing
generating facilities or facilities currently under construction, if it were to
4G 50, management does not believe that it would have 8 material
impact on the Duke Energy Registrants’ future results of operations.

Numerous entities have filed petitions with the D.C. Circuit
Court of Appeals for review of EPA's Endangerment Finding and
Tailoring Rule. Management cannot predict the outcome of the
litigation. Qral arguments in the case are scheduled for February 28
and 29, 2012. A decision in the case is likely in the second or third
quarter of 2012, On March 2, 2011, the EPA entered into a
settlement agreement requiring it to propose by July 26, 2011, {this
date was later revised to September 30, 2011) and finalize by
May 26, 2012, a rule to establish GHG emission standards (New
Source Performance Standards, or NSPS) for rew fossil-fueled electric
generating units and existing fossil-fueled electric generating units that
undertake a major modification. The settlement agreement also
required the EPA 1o issue on the same schedule emissicn guidelines
for states for their use in developing plans for reducing GHG
emissions at existing fossil-fueled electric generating units that do not
undertake a major modification. Recent developments indicate that
the EPA will first propose a NSPS rule that covers new and possibly
modified scurces, in early 2012. Under the NSPS program, the rule
takes effect upon proposal. There is no indication when the EPA
might issue proposed emission guidelines for existing sources. The
outcome of these pending EPA regulatory actions is uncertain and
management cannat determine at this time if they will have a
material impact on the Duke Energy Registrants’ future results of
operaticns or cash flows.

The Duke Energy Registrants do not anticipate any of the states
in which it currently operates fossil-fueled electric generating units to
take action absent a federal requirement to mandate reductions in
GHG emissions from these facilities.

The Duke Energy Registrants are taking actions today that will
result in reduced GHG emissions over fime. These actions will lower
the Duke Energy Registrants’ exposure to any future mandatery GHG
ermission reduction requirements, whether a result of federal
legislation or EPA regulation. Under any future scenario involving
mandatory GHG limitations, the Duke Energy Registrants would plan
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to seek recovery of their compliance costs through appropriate
regulatory mechanisms in the jurisdictions in which it operates.

The Duke Energy Registrants recognize that certain groups
associate severe weather events with climate change, and forecast
the possibility that these weather events could have a material impact
on future results of operaticns should they occur more frequently and
with greater severity. However, the uncertain nature ¢f potential
changes of extreme weather events (such as increased frequency,
duration, and severity), the long period of time over which any
potential changes might take place, and the inability to predict these
with any degree of accuracy, make estimating any potential future
financial risk to the Duke Energy Registrants' operations that may
result from the phiysical risks of potential changes in the frequency
and/or severity of extreme weather events, whatever the cause or
causes might be, impossible. Currently, the Duke Energy Registrants
plan and prepare for extreme weather events that it experiences from
time to time, such as ice storms, tornados, hurricanes, severe
thunderstorms, high winds and droughts.

The Duke Energy Registrants’ past experiences preparing for and
responding to the impacts of these types of weather-related events
would reasonably be expected to help management plan and prepare
for future severe weather events to reduce, but not eliminate, the
operational, economic and financial impacts of such events. For
example, the Duke Energy Registrants routinely take steps to reduce
the potential impact of severe weather events on its electric
distribution systems. The Duke Energy Registrants' electric generating
facilities are designed to withstand extreme weather events without
significant damage. The Duke Energy Registrants maintain an
inventory of coal and oil on site to mitigate the effects of any potential
short-term disruption in its fuel supply so it can continue to provide its
customers with an uninterrupted supply of electricity. The Duke
Energy Registrants have a program in place to effectively manage the
impact of future droughts on its operations. The Duke Energy
Registrants do not currently operate in coastal areas and therefore are
not exposed to the effects of potential sea level rise.

Other EPA Regulations Recently Published and Under
Development.

The EPA has issued and is in various stages of developing
several non-greenhouse gas (non-GHG) environmental regulations
that will affect the Duke Energy Registrants. These include the final
Cross-State Air Pollution Rule (CSAPR) and the final Mercury and Air
Toxics Standards (MATS, previously referred to as the Utility MACT
Rule) for hazardous air pollutants, as well as proposed regulations for
cooling water intake structures under the Clean Water Act 316(b)
and proposed regulations for coal combustion residuals. As a group,
these non-GHG environmental regulations will require the Duke
Energy Registrants to install additional environmertal controls and
accelerate retirement of some coal-fired units. While the uftimate
regulatory requirements for the Duke Energy Registrants from the
group of EPA regulatory actions will not be known until all the rules
have been finalized, for planning purposes, the Duke Energy
Registrants currently estimate the cost of new control equipment that
may need to be installed to comply with this group of rules could total
$4.5 hiliion to $5 billion over the next 10 years. The Duke Energy
Registrants also expect t¢ incur increased fuel, purchased power,

operation and maintenance, and cther expenses in conjunction with
the non-GHG EPA regulaticns. In adcition to the planned retirements
associated with new generation the Duke Energy Registrants are
constructing, the Duke Energy Registrants are planning to retire
additional coal fired generating capacity that is not economic to bring
into compliance with the EPA’s regulations. Beyond 2011, total
planned and additional retirements could exceed 3,300 MW of coal-
fired generating capacity {(with 1,667 MW required by the end of
2020 per the Cliffside Settlement Agreement as discussed in Note 5
to the Consolidated Financial Statement, “Commitrments and
Contingencies”). Until the final regulatory reguirements of the group
of EPA regulations are known and can be fully evaluated, the
potential compliance costs associated with these EPA regulatory
actions are subject to considerable uncertainty. Therefore, the actual
compliance costs incurred and MW to be retired may be matenially
differant from these estimates based on the timing and requirements
of the final EPA regulations.

For additional information on other issues related to the Duke
Energy Registrants, see Note 4 to the Consolidated Financial
Staterments, "Regulatory Matters” and Note 5 to the Consolidated
Financial Statements, “Commitments and Contingencies.”

New Accounting Standards

The fcllowing new Accounting Standards Updates (ASU) have
been issued, but have not yet been adopted by Duke Energy, as of
December 31, 2C11:

ASC 820 — Fair Value Measurements and Disclosures. In May
2011, the FASB amended existing requirements for measuring fair
value and for disclosing information about fair value measurements.
This revised guidance resuits in a consistent definition of fair value, as
well a5 commen requirements for measwrement and disclosure of fair
value information between U.S. GAAP and Intemational Financial
Reporting Standards (IFRS). In addition, the amendments set forth
enhanced disclosure reguirements with respect to recurring Level 3
measurements, nonfinancial assets measured or disclosed at fair
value, fransfers between levels in the fair value hierarchy, and assets
and liabilities disclosed but not recorded at fair value. For the Duke
Energy Registrants, the revised fair value measurement guidance is
effective on a prospective basis for interim and annual periods
beginning January 1, 2012. Duke Energy 15 currently evaluating the
potential impact of the adoption of this revised guidance and is
unable to estimate at this time the impact of adoption on its
consolidated results of operations, cash flows, or financial position.

ASC 220 — Comprehensive Incomne. In June 2011, the FASB
amended the existing requirements for presenting comprehensive
income in financial statements primarily o increase the prominence of
iterns reported in other comprehensive income (OCI) and to facilitate the
convergence of U.S. GAAP and IFRS. Specifically, the revised guidance
eliminates the option currently provided under existing requirerments to
present components of OCl as part of the statement of changes in
stockhelders’ equity. Accordingly, all non-owner changes in stockholders'
equity will be required to be presentad either in a single continuous
statement of comprehensive income o in two separate but consecutive
financial statements. For the Duke Energy Registrants, this revised
guidance is effective on a retrospective basis for interim and annual
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perods beginning January 1, 2012. Early adoption of this revised
guidance is permitied. Duke Energy is currently evaluating the revised
requirements for presenting comprehensive incorme in its financial
staternents and is unable to estimate at this time the impact of adoption
of this revised guidance on its consolidated results of cperations,

ASC 210 — Balfance Sheet. In December 2011, the FASB
issued revised accounting guidance to amend the existing disclosure
requirements for offsetting financial assets and lighilities to enhance
current disclosures, as well as to improve comparahility of balance
sheets prepared under U.S. GAAP and IFRS. The revised disclosure
guidance affects all companies that have financial instruments and
derivative instruments that are €ither offset in the balance sheet (i.e.,

presented on a net basis) or subject to an enforceable master netting
andfor similar arrangement. In additon, ihe revised guidance requires
that certain enhanced quantitative and qualitative disclosures be
made with respect to a company's netting arrangements and/or rights
of setoff associated with its financial instruments and/or derivative
instruments. For the Duke Energy Registrants, the revised disclosure
guidance is effective on a retrospective basis far interim and annual
periods beginning January 1, 2013. Duke Energy is currently
evaluating the potential impact of the adoption of this revised
guidance and is unable to estimate at this time the impact of
adoption on its consolidated results of financial position.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

See “Management's Discussion and Analysis of Results of Operations and Financial Condition, Quantitative and Qualitative Disclosures

About Market Risk.”
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Duke Energy Corporation
Charlotte, North Carolina

We have audited the accompanying consofidated balance sheets of Duke Energy Corporation and subsidiaries {the "Company’) as of
December 31, 2011 and 2010, and the related consolidated statements of operations, eguity and comprehensive income, and cash flows for
each of the three years in the period ended December 31, 201 1. Our audits also included the financial statement schedules listed in the Index
at ltem 15, We also have audited the Company's internal control over financial reporting as of December 31, 2011, basec on the criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. The
Company's management is responsible for these financial statements and fingncial staternent schedules, for maintaining effective internal control
over financial reporting, and for its assessment of the effectiveness of intemal control over financial reporting, included in the accompanying
Management's Annual Report On Internal Control Over Financial Reporting. Our responsibility is to express an opinion on these financiat
statements and financial statement schedules and an opinion on the Company's internal contre! over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {United States). Thase
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financiaj staternents are free of material
misstaternent and whether effective internal control over financial reporting was maintained in all material respects. Our audits of the financia
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial staterment presentation. Qur
audit of internal control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk
that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audits also included perferming such other procedures as we considered necessary in the circumstances. We befieve that our audits provide a
reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the company's principal
executive and principal financial officers, or persons performing similar functions, and effected by the company's board of directors,
management, and other persorinel to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
staterments for external purposes in accordance with generally accepted accounting principles. A company's internal control over financial
reporing includes those policies and procedures that {1} pertain o the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2} provide reasonzble assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with generally accepted accounting principles and that receipts and
expenditures ¢f the company are being made only in accordance with authorizations of management and directors of the company; and
(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's
assets that could have a material effact on the financial staterments.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusicn or improper
management override of controls, material misstaternents due to errar or fraud may not be prevented or detected on a timely basis. Also,
projections of any evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk that the
controls may becormne inadequate because of changes in conditions, or that the degree of compliance with the policies or pracedures may
deteriorate.

In our opinicn, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke
Energy Corporation and subsidiaries as of December 31, 2011 and 2010, and the resulis of their operations and their cash flows for each of
the three years in the period ended December 31, 2011, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, such financial statement schedules, when considered in relation to the basic consolidated financial staterments
taken as a whole, present fairly, in all material respects, the information set forth therein. Also, in our opinion, the Company maintained, in all
material respects, effective internal centrol over financial reporting as of December 31, 2011, based on the criteria established ir Internal
Control — Integrated Framewaork issued by the Committee of Sponsoring Organizations of the Treadway Commission.

/s Deloitte & Touche LLP

Charlotte, North Cardlina
February 28, 2012
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DUKE ENERGY CORPORATICN
Consclidated Statements of Operations

Years Ended December 31,

(In millions, except per-share amounts) 2011 2010 2009
Operating Revenues
Regulated electric $10,589 $10,723 $10,033
Non-regulated electric, natural gas, and other 3,383 2,930 2,050
Regulated natural gas 557 619 648
Total operating revenues 14,529 14,272 12,731
Operating Expenses
Fuel used in efectric generation and purchased power -— regulated 3,309 3,345 3,246
Fuel used in electric generation and purchased power — non-regulated 1,488 1,199 765
Cost of natural gas and coal sold 348 381 433
Cperation, maintenance and other 3,770 3,825 3,313
Depreciation and amortization 1,806 1,786 1,656
Property and other taxes 704 702 685
Goodwill and other impairment charges 335 726 420
Total operating expenses 11,760 11,964 10,518
Gains on Sales of Other Assets and Other, net 8 153 36
Operating Income 2,777 2,461 2,249
Other Income and Expenses
Equity in earnings of unconsolidated affiliates 160 116 70
Gains {losses) on sales of unconsolidated affiliates 11 103 (21)
Other income and expenses, net 376 370 284
Total other income and expenses 547 589 333
Interest Expense 859 840 751
Income From Continuing Operations Before Income Taxes 2,465 2,210 1,831
Income Tax Expense from Continuing Operations 752 890 758
Income From Continuing Operations 1,713 1,320 1,073
Income From Discontinued Operations, net of tax 1 3 12
Net Income 1,714 1,323 1,085
Less: Net Income Attributable to Noncontrolling interests 8 3 10
Net Income Attributable to Duke Energy Corporation $ 1,706 $ 1320 % 1,075
Earnings Per Share — Basic and Diluted
Income from cantinuing operations attributable to Duke Energy Corporation commen shareholders
Basic $ 128 $ 100 % 082
Diluted $ 128 $ 100 % 082
Income from discontinued operations attributable to Duke Energy Cerporation common shareholders
Basic $ — 3 — % 001
Diluted $ - 3 — % 001
Net income attributable to Duke Energy Corporation commen shareholders
Basic $ 128 % 100 $ 083
Diluted $ 128 $ 100 % 083
Dividends declared per share $ 099 % 097 % 094
Weighted-average shares outstanding
Basic 1,332 1,318 1,293
Diluted 1,333 1,319 1,294

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Balance Sheets
Decernber 31,
{In millions) 2011 2010
ASSETS
Current Assets
Cash and cash eguivalents $ 2110 $ 1,670
Short-term investments 190 —
Recoivables (net of allowance for doubtful accounts of $35 at December 31, 2011 and $34 at Decernber 31, 2010) 784 704
Restiicted receivables of variable interest entities (net of allawance for doubtful accounts of $40 at Decernber 31, 2011 and $34
at December 31, 2010} 1,157 1,302
Inverttory 1,588 1,318
Other 1,051 1,169
Total current assets 6,880 6.223
Investments and Other Assets
Investments in equity method unconsolidated affiliates 460 444
Nuclear decommissioning trust funds 2,060 2,014
Goodwill 3,849 3,858
Intangibles, net 363 467
Notes receivable 62 42
Restricted other assets of variable interest entities 135 139
Other 2,231 2,291
Tetal investments and other assets 9,160 9,255
Property, Plant and Equipment
Cost 60,537 57597
Cost, variable interest entities 913 942
Less accumulated depreciation and amaortization 18,789 18,185
Net property, plant and equipment 42,661 40,344
Regulatory Assets and Deferred Debits
Regulatory assels 3,672 3,135
Other 153 133
Total regulatory assets and deferred debits 3,825 3,268
Total Assets $62,526 $59,090

See Notes to Consclidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Balance Sheets — (Continued)
Decemnber 31,
(In millions, except per-share amounts) 2011 2010
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 1,433 % 1,387
Notes payable and commercial paper 154 —
Non-recourse notes payable of varfable interest entities 273 216
Taxes accrued 431 412
Interest accrued 252 237
Current maturities of long-term debt 1,894 275
Other 1,051 1,370
Total current liabilities 5,528 3,897
Long-term Debt 17,730 16,959
Non-recourse Long-term Debt of Variable Interest Entities 949 976
Deferred Credits and Other Liabilities
Deferred income taxes 7,581 6,978
Investrment tax credits 7.} 355
Accrued pension and other post-retirerment benefit costs 856 944
Asset retirement obligations 1,936 1,816
Regulatory liabilities 2,919 2,876
Other 1,778 1,632
Total deferred credits and cther liakilities 15,454 14,605
Commitments and Contingencies
Equity
Common Stock, $0.001 par value, 2 billion shares authorized; 1,336 million and 1,329 million shares outstanding at
December 31, 2011 and December 31, 2010, respectively 1 1
Additional paid-in capitat 21,132 21023
Retained earnings 1,873 1,496
Accumulated other comprehensive (loss) income {234) 2
Total Duke Energy Corporation shareholders' equity 22,772 22,522
Noncontrolling interests 93 131
Total equity 22,865 22,653
Total Liabilities and Equity $62,526 $59,090

See Notes to Consoidated Financial Statements

79



PART Il

DUKE ENERGY CORPORATION
Consolidated Statements of Cash Flows

Years Ended Decemnber 31,

{In millions) 2011 2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $1714 %1323 $1,085
Adjustments to reconciie net income to net cash provided by operating activities
Depreciation and amortization {including amortization of nuclear fuel) 2,026 1,994 1,846
Equity component of AFUDC (260) (234) (153)
Gains on sales of other assets (19) (268) (44)
Impairment of goedwill and other long-lived assets 335 738 449
Deferred income taxes 602 M 941
Equity in earnings of unconsolidated affiliates (160} (118) (70
Contributions to qualified pension plans (200} {(400) (800)
Accrued pension and other post-retirement benefit costs 104 117 72
{Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions (48) 15 4
Receivables 2 19 (38)
Inventory (247 198 298)
Other current assets 185 227 277
Increase {decrease) in
Accounts payable 41 167 {80}
Taxes accrued 27 30 52
Other currant liabilities (254) 43 70
Other assets 12 157 144
Other liabilities (188) (240) 6
Net cash provided by cperating activities 3,672 4,511 3,463
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (4,363) (4,803) (4,296)
Investment expenditures (50 {52) (137
Acquisitions (51) — {124)
Purchases of available-for-sale securities (3,194) {2,166) (3,013)
Praceeds from sales and maturities of availabie-for-sale securities 3,063 2,261 2,988
Net proceeds from the sales of equity investments and other assets, and sales of and collections on notes
receivable 118 406 70
Purchases of emissicn ailowances (9) (14) (93)
Sales of emission allowances 9 24 67
Change in restricted cash 22 {(75) 58
Other 21 (4) (12)
Net cash used in investing activities (4,434) (4,423) (4,492)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the:
Issuance of long-term deht 2,570 2,738 4,409
Issuance of common stock related to employee benefit plans 67 302 519
Payments for the redemption of long-term debt (278) (1.647) (1,533}
Notes payable and commercial paper 208 {55) (548)
Distributions to noncontrolling interests (26) {10} (37)
Dividends paid {1,329y (1,284 (1,222)
Other {10} (4) (3)
Net cash provided by financing activities 1,202 40 1,585
Net increase in cash and cash equivalents 440 128 556
Cash and cash equivalents at beginning of period 1,670 1,542 984
Cash and cash equivalents at end of period $2110 $1670 $1542
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $ 813 $ 795 $ 689
Cash paid (refunded) for income taxes $ 26 $§ 64 $ (419
Significant non-cash transactions:
Accrued capital expenditures $ 409 3 361 $ 428
Debt associated with the consolidation of variable interest entities $ — 3% 382 3 —

See Notes to Consclidated Financial Statements
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DUKE ENERGY CORPORATION

Consclidated Statements of Equity and Comprehensive Income

Duke Energy Corporation Shareholders
Accumulated Other Comprenensive Income (Loss)

Net Gains Pension and
Common Additional Foreign (Losses) on OPEB Related Comman
Stock Common  Pad-in Retaired  Currency  Cash Flow Adjustments  Stackholders' Noncontrolling Total
(In millions) Shares Stock  Capdal Eamnings Adjustments Hedges Other to AQC Equity Interests Equity
Balance at December 31, 2008 1,272 $1%20106 % 1,607 $(306) 341} $(28) ${351) $ 20988 $163 $ 21,151
Net income 1075 1,075 16 1,085
Other Comprehensive income {loss)
Foreign currency translation adjustments - — —_ — 323 —- - —_— 323 18 341
Net unrealized gain on cash flow hedges® — — — — — 1 — — 1 — 1
Reclassification into earnings from cash
flow hedgest® - — — - — 18 — 18 — 18
Pension and OPEEB related adjustments to
AOCIe) — — — — — — — 36 36 — 36
Net actuarial iossie} — — — — — —_ = 21 21) — (21}
Unrealized loss on investments in auction
rate securities: - — — - — - [(3}] — {6) — (a)
Reclassification of gains on investments in
available-for-sale sequrities into
garnings'® - — — - — — — G — (5
Unrealized gain on investments in
available-for-sale securities™ — — - — — — 8 — 8 — 8
Total comprehensive income 1,429 28 1,457
Common stock issuances, including dividend
reinvestment and employee benefits 37 — 546 — — - — — 546 — 546
Purchases and other changes m
nancentroling interest in subsidianesit — — 14 — — - — — 14 {55) (41)
Commaon stock dividends — — — (1,222) — - - — {1,222} — {l1,222)
Other — — ) — — - — — {5) — (9
Balance at December 31, 2009 1,309 $1 320661 1460 $ 17 $(22) %31} 5336y  $21,750 $136 $21,886
Net income — — — 1,320 — —_ = — 1,320 3 1,323
Cther comprehensive income — —
Foreign currency translation agjustments — — — — 80 — 80 n 79
Pension and OPEB related adjustments 10
AOCIe - — — - — - = 276 276 — 276
Net unrealized gain on cash flow hedges'™ - — — — — 1 — — 1 —_ 1
Reclassificaion into earmings from cash
flow heggest — — — — — 3 - — 3 — 3
Unrealized gain on investments in auction
rate securities'™ -— — — — — 14 — 14 — 14
Total comprehensive income 1,694 2 169
Commen stock issuances, including dividend
reinvestment and employee benelits 20 — 362 — — P — — 362 — 362
Common stock dividends — — — {1,284) — - — — (1,284) —  {l,284)
Changes in noncontrolling interest in
subsidiariest! - — — - — - = — — N 7
Balance at December 31, 2010 1,329 $1%$21,023 $1,436 $ 97 3(18) $(17} $ 60) $22522 $13]1 $22,653
Net income — - — 1,706 — - - — 1,706 g 1714
Other comprehensive {loss} income — —
Foreign currency translation adjusiments — — — — (142) - = — (142) 7 (149
Pension and OPES related adjustments {0
AQClw — — — — — - — (49) 49 — (49
et unrealized loss on cash flow hedges™ — — — — — BN — - (57} — &7
Reclassification inte earnings from cash
flow hedgesi®! - — — — — 4 — — 4 — 4
Unrealized gain on investments in auction
rate securitiesi® -— — — — - 8 8 — 8
Reclassification of gains on investments in
avallable-for-sale securities into
earningst — — — — — — W — (4) — @
Unrealized gain on investments in
available-for-sale secunities! — — — — — — 4 — 4 — 4
Total comprehensive income 1,470 1 1471
Common stock issuances, including dividend
reinvestment and employee benefits 7 — 109 — — - - — 109 — 109
Common stock dividends — — — (1,329 — - — — (1,329 — (1,329
Changes in noncontralling interest In
subsidiariest — - — — — - — — - (39) (39
Balance at December 31, 2011 1,336 $1 421,132 $1,873 $ (45) $(71) % (9) $(1085) $22,772 $ 93 $22,865

(a) Netof $31 tax benefit in 2011, $1 tax expense in 2010, and $1 tax expense in 2009,

(b}
{c} Net of $12 tax benefit in 2009,
G
{(e) Net of $2 tax benefitin 2011 and $2 tax expense in 2009.

() Netof $3 tax expense in 2011 and $4 tax expense in 2009.

Net of $1 tax expense in 2011, insignificant tax expense in 2010 and $10 tax expense in 2009.

Net of $4 tax expense in 2011, $8 tax expense in 2010 and $4 tax benefit in 2009.

tg) Netof $23 tax benefitin 2011, $150 tax expense in 2010 and $16 tax expense in 2009,
th) Includes $26, $10, and $37 in cash distributions to noncontrolling interests in 2011, 2010, and 2009 respectively.

See Notes to Consohdated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Carolinas, LLC
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Carolinas, LLC and subsidiaries (the “Company”) as of
December 31, 2011 and 2010, and the refated consolidated statements of operations, member's equity and comprehensive income, and cash
flows for each of the three years in the period ended December 31, 201 1. Our audits also included the financial statement schedule listed in
the Index at ltem 15. These financial statements and financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinicn on these financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over financial reporting.
Qur audits included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control aver financial reporting.
Accordingly, we express no such opinion, An audit also includes examining, on a test basis, evidence supperting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinicn.

In cur opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke
Energy Carolinas, LLC and subsidiaries at December 31, 2011 and 2010, and the results of their operations and their cash flows for each of
the three years in the period ended December 31, 2011, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, such financial statement schedule, when considered in relation 1o the basic consolidated financial statements
taken as a whole, presents fairly in all material respects the information set forth therein,

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2012
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DUKE ENERGY CAROLINAS, LLC
Consolidated Statements of Operations

Years Ended December 31,

{In millions) 2011 2010 2009
Operating Revenues-Regulated Electric $6,493 $6424 $5495
Operating Expenses
Fuel used in electric generation and purchased power 1,944 1,944 1,597
Operaticn, maintenance and other 1,504 1,907 1,609
Depreciation and amortization Bl14 787 692
Property and other taxes 340 348 334
Impairment charges 12 — —
Total cperating expenses 5,014 4986 4,232
Gains on Sales of Other Assets and Other, net 1 7 24
Operating Income 1,480 1,445 1,287
Other Income and Expenses, net 186 212 122
Interest Expense 360 362 330
income Before Income Taxes 1,306 1,295 1,079
Income Tax Expense 472 457 377
Net Income $ 834 $ 838 702

See Notes to Consolidated Financial Statements
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DUKE ENERGY CARQLINAS, LLC
Consolidated Balance Sheets

December 31,
{In millions) 2011 2010
ASSETS
Current Assets
Cash and cash equivalents $ 289 % 153
Receivables (net of allowance for doubtful accounts of $3 at December 31, 2011 and 2010} 1,187 634
Restricted receivables of variable interest entities {net of allowance for doubtful accounts of $6 at December 31, 2011 and
2010} 581 637
inventory 917 716
Other 278 433
Total current assets 3,252 2,573
Investments and Other Assets
Nuclear decommissioning trust funds 2,060 2,014
Other 958 1,099
Total investments and other assets 3,028 3,113
Property, Plant and Equipment
Cost 33,000 31,181
Less accumulated depreciation and amertization 11,349 11,126
Net property, plant and equipment 21,651 20,065
Regulatory Assets and Deferred Debits
Regulatory assets 1,894 1,576
Other 71 6l
Total regulatory assets and deferred debits 1,965 1,637
Total Assets $29,806 327,388

See Notes to Consclidated Financial Statements
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DUKE ENERGY CARCLINAS, LLC
Consolidated Balance Sheets - (Continued)

December 31,
(In millions) 2011 201C
LIABILITIES AND MEMBER'S EQUITY
Current Liabilities
Accounts payable $ 793 3 705
Taxes accrued 126 114
Interest accrued 115 109
Current maturities of long-term cebt 1,178 8
Other 398 636
Total current liabilities 2,610 1,572
Long-term Debt 7,796 7,462
Non-recourse Long-term Debt of Variable Interest Entities 300 300
Deferred Credits and Other Liabilities
Deferred income taxes 4,555 3,988
Investment tax credits 233 205
Accrued pension and other post-retirement benefits 248 242
Asset retirement obligations 1,846 1,728
Regulatary llabilities 1,928 1,840
Other 926 1,035
Total deferred credits and other liabilities 9,736 9,138
Commitments and Contingencies
Member's Equity
Member's Equity 9,473 8,938
Accumulated other comprehensive loss {19) (22)
Total member's equity 9,454 8916
Total Liabilities and Member's Equity $29,896 $27,388

See Notes to Consolidated Financial Statements
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DUKE ENERGY CARQLINAS, LLC
Consolidated Statements of Cash Flows

Years Ended Decermber 31,

{In millicns) 2011 2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 834 % 8338 ¢ 702
Adjustments to reconcile net Income to net cash provided by cperating activities:
Depreciation and amortization (including amortization of nuclear fuel) 1,020 984 873
Equity component of AFUDC {168) (174) {125)
Gains on sales of other assets and other, net (1) (N (24)
Impairment charges 12 — —
Deferred income taxes 564 456 600
Contributions to qualified pension plans (33 {158) {158)
Accrued pension and other post-retirement benefit costs : 32 34 13
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions (91) 1 1
Receivables 110 24 235
Inventary (177} 134 (183)
Qther current assets 144 (55) a4
Increase (decrease) in
Accounts payable 81 111 138
Taxes accrued 12 (23} 3
Other current liabilities (170) 4 42
Other assets (46) 19 (34)
Other liabilities (249) (158) {230)
Net cash provided by operating activities 1,874 2,030 1,925
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (2,272) (2,280) (2,236)
Purchases of available-for-sale securities (2,227) (1,045 (2,118)
Proceeds from sales and maturities of available-for-sale securities 2,179 1,066 2,094
Sales of emission allowances 2 7 23
Change in restricted cash 2 7 15
Notes due from affiliate (584) 250 (251)
Other (15) (7) 17
Net cash used in investing activities (2,915) {2,002) {2,490
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 1,498 692 804
Payments for the redemption of long-term debt 7 (607) (511}
Capital contribution from parent — — 250
Distributions fo parent (299) (350} —
Cther {15) {(4) (7)
Net cash provided by (used in} financing activities 1,177 {269 636
Net increase {decrease) in cash and cash equivalents 136 (241) 71
Cash and cash equivalents at beginning of period 153 394 323
Cash and cash equivalents at end of period $ 289 $ 153 ¢ 394
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $ 337 % 342 ¢ 1312
Cash (refunded) paid for income taxes $ (223) $ 69 $ (317
Significant non-cash transactions:
Accrued capital expenditures $ 209 $ 18] $ 208
Allocation of net pension and other post-retirernent assets from parent % — % 146 $ —

See Notes 1o Consolidlated Financial Statements

86



PART Il

DUKE ENERGY CAROLINAS, LLC

Consolidated Statements of Member's Equity and Comprehensive Income

Accumulated Other Comprehensive Income {Loss)

Net Gains
{Losses) on
Member's Cash Flow
(In millions) Equity Hedges  Cther Total
Balance at December 31, 2008 $7,349 (27} 56 $7.316
Net income 702 — — 702
Other Comprehensive income (loss)
Reclassification into earnings from cash flow hedges® — 3 — 3
Unrealized loss on investments in auction rate securitiest — — (3 3
Total comprehensive income 702
Advance forgiveness from parent 3 — — 3
Capital contribution from parent 250 — — 250
Balance at December 31, 2009 $8,304 $(24) $(9 $8.271
Net income 833 — — 838
Other comprehensive income
Reclassification into earnings from cash flow hedges'® — 4 — 4
Unrealized gain on investments in auction rate securities®™ — — 7 7
Total comprehensive incorme 849
Allocation of net pension and other post-retirement assets from parent 146 — —_ 146
Distributions to parent {350) — — (350)
Balance at December 31, 2010 $8.,938 $(20) {2 $8516
Net income 834 — — 834
(Cther comprehensive income —
Reclassification into earnings from cash flow hedges®® — 3 — 3
Total comprehensive income — — — 837
Distributions to parent {299) — — (299)
Balance at December 31, 2011 $9,473 $(17) $(2) %$9,454

{a) Netof $2 tax expense in 2011, 2010 and 2009.
(b} Net of $5 tax expense in 2010 and $3 tax benefit in 2009.

See Notes 1o Consolidated Financiat Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Ohio, Inc.
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Ohio, Inc. and subsidiaries (the “Company”} as of
December 31, 2011 and 2010, and the related consolidated statements of operations, common stockholder's equity and comprehensive
incame, and cash flows for each of the three years in the period ended Decembar 31, 2011, Our audits also included the financial statement
schedule fisted in the Index at item 15. These financial statements and financial statement schedule are the responsivility of the Company's
management. Qur responsibility is to express an opinion on these financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its intarnal control ever financial reporting,
Qur audits included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpcse of expressing an opinion on the effectiveness of the Company's internal control over finangial reperting.
Accordingly, we express ng such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reascnable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke
Energy Ohie, In¢. and subsidiaries at December 31, 2011 and 2010, and the results of their operations and their cash flows for each of the
three years in the period ended December 31, 2011, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, such financial statement schedufe, when considered in relation to the basic consclidated financial statements
taken as a whole, presents fairly in all materia! respects the information set forth therein.

/s/ Deloitte & Touche LLP

Charlotte, North Carclina
February 28, 2012
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PART Il

DUKE ENERGY OHiO, INC.
Consolidated Statements of Operations

Years Ended December 31,

(i miliions) 2011 2010 2009
Operating Revenues
Regulated electric $1,518 $1,823 $2.236
Non-regulated electric and other 1,105 885 502
Regulated natural gas 658 621 650
Total operating revenues 3,181 3,329 3,388
Operating Expenses
Fuel used In electric generation and purchased power—regulated 380 490 772
fuel used in electric generation and purchased power—non-regulated 653 465 274
Cost of natural gas sold 209 269 329
Operation, maintenance and other 885 836 744
Depreciation and amortization 335 400 384
Property and other taxes 260 260 262
Goadwill and other impairment charges 89 837 769
Total operating expenses 2,811 3,557 3,534
Gains on Sales of Other Assets and Other, net 5 3 12
Operating Income {Loss) 375 (225) (134)
Other Income and Expenses, net 19 25 11
Interest Expense 104 109 117
Income (Loss) Before Income Taxes 290 (309) (240)
Income Tax Expense 96 132 186
Net Income {Loss} $ 194 $ (441) % (420)

See Notes to Consolidated Financial Statements
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PART Il

DUKE ENERGY OHIO, INC.
Consolidated Balance Sheets

Cecember 31,
{In millions) 2011 2010
ASSETS
Current Assets
Cash and cash equivalents $ 93 $ 228
Receivables (net of allowance for doubtful accounts of $16 at December 31, 2011
and $18 at December 31, 2010) 681 868
Inventory 243 254
Otner 220 141
Total current assets 1,243 1,491
Investments and Other Assets
Gooawill 921 921
Intangibles, net 143 248
Other 58 62
Total investments and other assets 1,122 1,231
Property, Plant and Equipment
Cost 10,632 10,259
Less accurmnulated depreciation and amortization 2,594 2411
Net property, plant and equipment 8,038 7,848
Regulatory Assets and Deferred Debits
Regulatory assets 520 440
Other 16 14
Total regulatory assets and deferred debits 536 454
Total Assets $10939 311,024

Ses Notes to Consohidated Financial Statements
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PART Il

DUKE ENERGY OHIO, INC.
Consolidated Balance Sheets — (Continued)

Decernber 31,

(In millions, except share and per-share amounts) 2011 2010
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Current Liabilities
Accounts payable $ 402 $ 431
Taxes accrued 180 153
Interest accrued 23 22
Current maturities of long-term debt 507 7
Gther 122 135

Total current liahilities 1234 748
Long-term Debt 2,048 2,957
Deferred Credits and Other Liabilities
Deferred income taxes 1,853 1,640
Investment tax credits 8 9
Accrued pension and other post-retirement benefit costs 147 187
Asset retirement obligations 27 27
Regulatory liabilities 273 265
Other 182 127

Total deferred credits and ather liabilities 2,490 2,255
Commitments and Contingencies
Common Stockholder's Equity
Common Stock, $8.50 par value, 120,000,000 shares authorized; 89,663,085 shares outstanding at

Decernber 31, 2011 and December 31, 2010 762 762

Additional paid-in capita 5,085 5570
Retained deficit {652) (846;
Accumulated other comprehensive loss (28) (22)

Total common steckholder's equity 5,167 5,464

Total Liabilities and Common Stockhalder's Equity

$10,939 $11,024

Sea Notes to Consolidated Financial Statements
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PART ||

DUKE ENERGY OHIC, INC.
Consolidated Statements of Cash Flows

Years Ended December 31,
{In millions) 2011 2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) $194 $(441) %426}
Adjustments to reconcile net income (loss} to net cash provided by operating activities:
Depreciation and amertization 338 403 386
Gains on sales of other assets and other, net (5) (3) (12)
Impairment of goodwill and cther long-lived assets 89 837 769
Deferred income taxes 190 17 102
Contributions to qualified pension plans {48) 45 (210
Accrued pension and other post-relirement benefit costs 14 12 13
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions 8) (18) 35
Receivables 108 (30 (77)
Inventory 11 15 (16)
Other current assets (24) 71 69
Increase (decrease) in
Accounts payable (32) (21) 8
Taxes accrued 8 25 18
Other current liabilitias 3) & (15)
Other assets (61) 42 25
QOther liabilities 47 (15} 24
Net cash provided by operating activities 818 855 693
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expendituras (499) (446) (433)
Purchases of emission allowances (6) {12) (25)
Sales of emission allowances 7 13 37
Notes due from affiliate 79  (296) (184)
Change in restricted cash (26) — 10
Other 4) 1 —
Net cash used in investing activities (449) (7407 (595)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt — 34 813
Payments for the redempticn of long-term debt (9) (36)  (103)
Notes payable and commercial paper —_ (12)  (279)
Notes payable 1o affiliate — — {63)
Dividends to parent (485) —  (360)
Other (4) - 6
Net cash (used in) provided by financing activities (498) (14) 2
Net (decrease) increase in cash and cash equivalents {129) 101 100
Cash and cash equivalents at beginring of period 228 127 27
Cash and cash equivalents at end of period $ 99 %228 %127
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $100 $108 $112
Cash (refunded) paid for income taxes $(102) %114 & 2
Significant non-cash transactions:
Accrued capital expenditures $ 43 % 40 % 64

See Notes to Consolidated Financial Statements
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DUKE ENERGY QHIQ, INC.

Consolidated Statements of Common Stockholder’'s Equity and Comprehensive Income

Accumutated Other Comprehensive {Loss) Income

Net Gaing Pension and
Additicnal  Retained  (Lossesyon  OPEB Related
Common Paid-in  Earnings  Cash Flow Adjustments
{In millions) Stock Capital (Deficit) Hedges to AQCI Tetal
Balance at December 31, 2008 $762 $5,570 $ 381 $(15) $(28) $6,670
Net foss — — (426) — — {426)
Other comprehensive income (1pss)
Cash flow hedgesta — — — 16 — 16
Pension and OPEB related adjustments to AOCI® — — — — 2) (2)
Total comprehensive loss (412)
Dividends to Parent — — (360) — — (360}
Balance at December 31, 2009 $£762 $5.570 $£(405) $ 1 %(30) $5,898
Met loss — — {441) — — {441)
Other comprehensive (loss) income
Reclassification into earnings from cash flow hedgesta — — — (1) — (1)
Pension and OPEB related adjustments to AQCI® — — — — 8 8
Total comprehensive toss {434)
Balance at December 31, 2010 $762 $5,570 $(8486) $-— $(22) $5464
Net income — — 194 — — 194
QOther comprehensive loss
Pension and OPEB related adjustments to ADCI® — — — — (6} (3]
Total comprehensive income 188
Dividends to Parent — (485) — — — (485)
Balance at December 31, 2011 $762 $5,085 $(652) $— $(28) $5,167

{a} Netof $1 tax benefit in 2010 and $8 tax expense in 2009,
(b) Net of insignificant tax expense in 2011, $4 tax expense in 2010 and §1 tax expense in 200G,

See Notes to Consolidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Indiana, Inc.
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Indiana, Inc. and subsidiary {the “Company”) as of
December 31, 2011 and 2010, and the related consolidated statements of operations, common stockholder's equity and comprehensive
income, and cash flows for each of the three years in the period ended December 31, 2011. Qur audits also included the financial statement
schedule listed in the Index at Item 15. These financial statements and financial statement schedule are the responsibility of the Company's
management. Qur responsibifity is to express an opinion on these financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the finangial statements are free of maternial
misstatement. The Company is not reguired to have, nor were we engaged to perform, an audit of its internal control over financial reporting,
Our audits included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's internal control over financial reporting.
Accorcdingly, we express no such opinion. An audit alsc includes examining, cn a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
averall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinicn, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke
Energy Indiana, Inc. and subsidiary at December 31, 2011 and 2010, and the results of their operations and their cash flows for each of the
three years in the pericd ended December 31, 2011, in conformity with accounting principles generally accepted in the United States of
America. Alsa, in our opinion, such financial statement schedule, when considered in relation to the basic cansalidated financial statements
taken as a whole, presents fairly in all material respects the information set forth therein.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2012
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PART I

DUKE ENERGY INDIANA, INC.
Consolidated Statements of Operations

Years Ended December 31,
{In millions} 2011 2010 2009
Operating Revenues-Regulated Electric $2,622 $2520 %2353
Operating Expenses
Fuel used in electric generation and purchased power 986 812 877
Operation, maintenance and other 647 611 573
Depreciation and amortization 391 375 403
Property and other taxes 82 70 73
Impairment charges 234 44 —
Tota! operating expenses 2,340 2,012 1,926
Losses on Sales of Other Assets and Other, net — {2) (4)
Operating Income 282 506 423
Other Income and Expenses, net 97 70 38
Interest Expense 137 135 144
Income Before Income Taxes 242 441 317
income Tax Expense 74 156 116
Net Income $ 168 $ 285 201

See Notes to Consolidated Financial Statements
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PART Il

DUKE ENERGY INDIANA, INC.
Consolidated Balance Sheets

December 31,
{In milligns) 2011 2010
ASSETS
Current Assets

Cash and cash eguivalents

Receivables {net of allowance for doubtful accounts of $1 at December 31, 2011

$ 16 % 54

and December 31, 2010) 198 395
Inventory 330 267
Other 135 121

Total current assels 679 837
Investments and Other Assets
Intangibles, net 50 64
Qther 113 126
Total investrments and other assets 163 190

Property, Plant and Equipment
Cost
Less accumnulated depreciation and amortization

11,791 11,213
3,393 3,341

Net property, plant ang equipment

8,398 7.872

Regulatory Assets and Deferred Debits

Regulatory assets 798 710
Other 24 22
Total regulatory assets and deferred debits 822 732

Total Assets

$10,062 3 9.631

See Notes to Consolidated Financial Statements
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PART Il

DUKE ENERGY INDIANA, INC.
Consolidated Balance Sheets — {(Continued)

December 31,
{in millions, except share and per-share amounts) 2011 2010
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Current Liabilities
Accounts payable $ 273 % 303
Mates payable 300 -—
Taxes accrued 74 45
Interest accrued 50 47
Current maturities of long-term debt 6 11
Other 93 110
Total current liabilities 796 516
Long-term Debt 3,453 3,461
Deferred Credits and Other Liabilities
Deferred income taxes 927 973
{nvestment tax credits 143 145
Accrued pension and other post-retirement benefit costs 161 212
Asset retirement abiigations 43 46
Regulatory liabilities 683 €561
Other 122 &0
Total deferred credits and other liabilities 2,079 2,087
Commitments and Contingencies
Common Stockholder's Equity
Common Stock, no par; $0.01 stated value, 60,000,000 shares authorized;

53,913,701 shares outstanding at December 31, 2011 and December 31, 2010 1 1
Additional paid-in capital 1,358 1,358
Retained eamings 2,368 2,200
Accumulated other comprehensive income 7 8

Total common stockholder's equity 3,734 3,567
Total Liabilities and Common Stockholder’s Equity $10,062 $9,631

See Notes to Consclidated Financial Statements
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DUKE ENERGY INDIANA, iNC.
Consolidated Statements of Cash Flows

Years Ended December 31,

{In millions} 2011 2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 168 % 285 § 201
Adiustmients to reconcile net income 1o net cash provided by operating activities:
Depreciation and amortization 395 380 407
Equity component of AFUDC (88) (56) {29)
Losses on sales of other assets and other, net —_ 2 4
Impairment charges 234 44 —
Beferred income 1axes and investrment tax credit amortization (63) 143 108
Contributions to gualified pension plans (52) (48) (140)
Accrued pension and other post-retirement benefit costs 23 23 23
(Increase) decrease in
Receivables 88 (99) 31
Inventory {64) 46 (96}
Other current assets 13 {14) 50
Increase {decrease) in
Accounts payable (%) (21} (19)
Taxes accrued 29 - N
Other current liabilities {16) 17 (25)
Other assets 47 4 21
Cther ligbilities (72 {46) (24
Net cash provided by operating activities 633 662 512
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures {1,066) (1,255 (1,029
Purchases of available-for-sale securities (11) (24) {(73)
Proceeds fromn sales and maturities of available-for-sale securities 8 25 84
Purchases of emission allowances (2) (1) (68)
Sales of emission allowances 1 3 7
Notes due from affiliate 115 (84) 90
Change in restricted cash 6 {6} G
Other (4} {4} (12
Net cash used in investing activities (953) (1,346) (392}
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt - 571 949
Payments for the redemption of long-term debt (14) {199} (728)
Notes payable to affiliate 300 — —
Capital contribution from parent — 350 140
Other 4) (4) (5)
Net cash provided by financing activities 282 718 356
Net (decrease} increase in cash and cash equivalents (38) 34 (124)
Cash and cash equivalents at beginning of pericd 54 20 144
Cash and cash equivalents at end of period $ 18 $ 54 $ 20
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $ 130 $ 122 $ 141
Cash paid for income taxes $ 890 ¢ 3 & —
Significant non-cash transactions:
Accrued capital expenditures $ 110 $ 131 ¢ 150

See Notes to Consolidated Financial Statements
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DUKE ENERGY INDIANA, INC.
Consolidated Statements of Common Stockholder’'s Equity and Comprehensive Income

Accurnulated Other Comprehensive Incorme

Net Gains
{Losses) an
Common Additional Retained  Cash Flow
{In millions} Stock  Paid-in Capital  Earnings Hedges Total
Balance at December 31, 2008 $1 $ 868 $1,714 %11 $£2,594
Net income — — 201 — 201
Other comprehensive loss
Cash flow hedgeste — — — (1) (1)
Total comprehensive income 200
Capital contribution from parent — 140 — — 140
Balance at December 31, 2009 $1 $1,008 %1915 $10 $2,934
Net income — — 285 — 285
Other comprehensive loss
Reclassification into earnings from cash flow hedges'@ — — — (2} @)
Total comprehensive income 283
Capital contribution from parent — 350 — — 350
Balance at Decemnber 31, 2010 $1 $1,358 $2,200 $8 $3,567
Net income — — 168 — 168
Other comprehensive loss
Reclassification into earnings from cash flow hedges® — — — L (1)
Total comprehensive income 167
Balance at December 31, 2011 $1 $1,358 $2,368 7 $3,734

{a} Net of $1 tax benefit in 2011, 2010 and 2009

See Notes to Consohdated Financial Staternents
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DUKE ENERGY CORPORATION

¢ DUKE ENERGY CARCLINAS, LLC =

DUKE ENERGY OHIO, INC. DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements

For the Years Ended December 31, 2011, 2010 and 2009

Index to Combined Notes To Consolidated Financial Statements

The notes to the consolidated financial statements that follow
are a combined presentaticn. The following list indicates the
registrants to which the footnotes apply:

Registrant Applicable Notes

1,2,3,4,56,7,89,10,11, 12,13,
14,15, 16,17, 18, 19, 20, 21, 22, 23,
24

1,2,3,4,56,8,9,10,11, 13, 14, 15,
16,17, 19, 21, 22, 23, 24
1,2,3,4,5,6,8,9,10, 11,12, 13, 14,
15,17,19, 21, 22, 23, 24
1,2,3,4,5,6,8,9 10, 11, 12, 13, 14,
15,16, 17,19, 21, 22, 23, 24

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Duke Energy Corporation

Duke Energy Carolinas, LLC
Duke Energy Ohio, Inc.

Duke Erergy Indiana, Inc.

1.

Nature of Operations and Basis of Consolidation,

Duke Energy Corporation {collectively with its subsidiaries, Duke
Energy), is an energy company headquartered in Charlotte, North
Carclina. Duke Energy operates in the United States (U.S.) primarily
through its direct and indirect wholly-owned subsidiaries, Duke
Energy Carolinas, LLC (Duke Energy Carolinas), Duke Energy Ohio,
Inc. (Duke Energy Ohio}, which includes Duke Energy Kentucky, Inc.
(Duke Energy Kentucky), and Duke Energy Indiana, Inc. (Duke
Energy Indiana}, as well as in Latin America through (nternational
Energy. When discussing Duke Energy’s consolidated financial
information, it necessarily includes the results of its three separate
subsidiary registrants, Duke Energy Carolinas, Duke Energy Ohio and
Duke Energy Indiana (collectively referred to as the Subsidiary
Registrants}, which, along with Duke Energy, are collectively referred
to &s the Duke Energy Registrants. The information in these
comhined notes relates to each of the Duke Energy Registrants as
noted in the Index to the Combined Notes. However, none of the
registrants makes any representation as to information related solely
to Duke Energy or the subsidiaries of Duke Energy other than itself.
As discussed further in Note 3, Duke Energy operates three reportable
business segments: U.S. Franchised Electric and Gas, Commercial
Power and International Energy.

These Consolidated Financial Statements include, afer
eliminating intercompany transactions and balances, the accounts of
the Duke Energy Registrants and all majority-cwned subsidiaries
where the respective Duke Energy Registrants have control and those
variable interest entities (VIES) where the respective Duke Energy
Registrants are the primary beneficiary.

Duke Energy's Consolidated Financial Statements reflect Duke
Energy Carolinas' proportionate share of the Catawba Nuciear Station,
as well as Duke Energy Ohio's proportionate share of certain
generation and transmission facilities in Ohio, Indiana and Kentucky
and Duke Energy Indiana’s proportionate share of certain generation
and transmission facilities.
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Duke Energy Carolinas is an electric utility company that
generates, transmits, distributes and selis electricity in North Carolina
and South Carolina. Duke Energy Carclinas’ Consolidated Financial
Statements reflect its proportionate share of the Catawba Nuclear
Station. Duke Energy Carclinas is subject to the regulatory provisions of
the North Carolina Utilities Commission (NCUC), the Public Service
Cemmission of South Carclina (PSCSC), the U.S. Nuclear Regulatory
Commission (NRC) and the Federa} Energy Regulatory Commission
(FERC). Substantially all of Duke Energy Carolinas’ cperations are
regulated and gualify for regulatory accounting treatment, As discussed
further in Nate 3, Duke Energy Carolinas’ operations include one
reportable business segment, Franchised Electric.

Duke Energy Ohio is an indirect wholly-owned subsidiary of
Duke Energy. Duke Energy Ohio is a combination electric and gas
public utility that provides service in the southwestern portion of Chio
and in northern Kentucky through its wholly-owned subsidiary Duke
Energy Kentucky, as well as electric generation in parts of Ohio,
lllingis, Indiana and Pennsylvania. Duke Energy Chic's principal lines
of business include generaticn, transmission and distribution of
electricity, the sale of and/or transportation of natural gas, and energy
marketing. Duke Energy Kentucky's principal lines of business
include generation, transmission and distribution of electricity, as well
as the sale of and/or transportation of natural gas. References herein
to Duke Energy Ohio include Duke Energy Ohio and its subsidiaries.
Duke Energy Ohio’s Consolidated Financial Statements reflect its
proportionate share of certain generation and transmission facilities in
Chio, Indiana and Kentucky. Duke Energy Ohio is subject to the
regulatory provisions of the Public Utilities Commission of Ohio
(PUCQ), the Kentucky Public Service Commission (KPSC) and the
FERC. Duke Energy Ohio applies regulatory accounting treatment to
substantiaily all of the operations in its Franchised Electric and Gas
operating segment. Through Novermber 2011, Duke Energy Ohio
applied regulatory accounting treatment to certain rate riders
associated with retail generation of its Commercial Power cperating
segment. See Note 3 for informaticn about business segments.

Duke Energy Indiana is an indirect wholly-owned subsidiary of
Duke Erergy. Duke Energy Indiana is an electric utility that provides
service in north central, central, and southem Indiana. Duke Energy
Indiana’s Censolidated Financial Statements reflect its proportionate
share of certain generation and transmission facilities. Its primary line
of business is generation, transmission and distribution of electricity.
Duke Energy Indiana is subject to the regulatory provisions of the
Indiana Utility Regulatory Commission (IURC) and the FERC. The
substantial majority of Duke Energy Indiana's operations are regulated
and qualify for regulatory accounting treatment. As discussed further
in Ncte 3, Duke Energy Indiana's operations include one reportable
business segment, Franchised Electric.

Use of Estimates.

To conform to generally accepted accounting principles (GAAP}
in the U.5., management makes estimates and assumgptions that
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DUKE ENERGY CORPORATION

* DUKE ENERGY CAROLINAS, LLC =

CUKE ENERGY OH!Q, INC. DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

affect the amounts reported in the Consolidated Financial Statements
and Notes. Although these estimates are based on management’s
best available infomation at the time, actual results could differ.

Cost-Based Regulation,

The Duke Energy Registrants account for their regulated
operations in accordance with applicable regulatory accounting
guidance. The economic effects of regulation can result in a regulated
company recording assets for costs that have been or are expected to
be approved for recovery from customers in a future period or
recording liabilities for amaunts thet are expected te be returned to
customers in the rate-setting process in a period different from the
period in which the amounts would be recorded by an unregulated
enterprise. Accordingly, the Duke Energy Registrants record assets
and liabilities that result from the regulated ratemaking process that
would not be recorded under GAAP for non-regulated entities.
Regulatory assets and liabilities are amortized consistent with the
treatment of the related cost in the ratemaking process. Management
continually assesses whether regulatory assets are probable of future
recovery by considering factors such as applicatile regulatory
changes, recent rate orders applicable to other regulated entities and
the status of any pending or potential deregulation legislation.
Additionally, management continually assesses whether any
regulatory liabilities have been incurred. Based on this continual
assessment, managament believes the existing regulatory assets are
probable of recovery and that no regulatory liakilities, other than those
recorded, have been incurred. These regulatory assets and fiabilities
are primarily classified in the Consolidated Balance Sheets as
Regulatory Assets and Other Current Assets and Regulatory Ligbilities
and Cther Current Liabilities, respectively. The Duke Energy
Registrants pericdically evaluate the applicability of regulatory
accounting treatment by considering factars such as regulatory
changes and the impact of competition. If cost-based regulzation ends
or competition increases, the Duke Energy Registrants may have 10
reduce their asset balances to reflect a market basis less than cost
and write-¢ff the associated regulatory assets and liabilities. If it
becomes probable that part of the cost of a plant under construction
or a recently completed plant will be disallowed for ratemaking
purposes and a reasonable estimate of the amount of the
disallowance can be made, that amount is recognized as a 10ss. For
further information see Note 4.

In Novemnber 2011, in conjunction with the PUCO’s approval of
its new ESP, Duke Energy Ohio ceased applying regulatory
accounting treatment to generation operations within its Commercial
Power segment. As of December 31, 2011, no portion of Duke
Energy Ohio's Commercial Power segment applies regulatory
accounting treatment. For additional informaticn regarding Duke
Energy Ohio's ESP see Note 4.
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Energy Purchases, Fuel Costs and Fuei Cost Deferrals.

The Duke Energy Registrants utilize cost tracking mechanisms
(commonly referred to as a fuel adjustment clause} to recover retail,
and wholesale in some jurisdictions, portions of fuel and purchased
power. The Duke Energy Registrants defer the related costs through
Fuel used in electric generation and purchased power — regulated
on the Consolidated Staternent of Operations, unless a regulatory
requirement exists for deferral through Regulated electric revenues.

Fuel expense includes fuel costs or other recoveries that are
deferred through fuel clauses established by Duke Energy Carolinas’
regutators. These clauses allow Duke Energy Caralinas to recover fuel
costs, fuel-related costs and portions of purchased power costs
through surcharges on customer rates. Duke Energy Carolinas records
any under-recovery or over-recovery resulting from the differences
between estimated and actual costs as a regulatory asset or regulatory
liability until it is billed or refunded to its customers, at which point it
i5 adjusted through revenues. As discussed in Note 4, beginning
January 1, 2012, Duke Energy Ohio procures energy far its retail
customers through a third-party auction, and thus its generation
assets are no longer dedicated to retail custermers. Purchases of
energy through the auction process will be a pass-through of costs for
Duke Energy Ohio, with no affect on earnings. Duke Energy Ohio's
generation assets, subsequent to December 31, 2011, wil no longer
recover its energy purchases and fuel costs from regulated customers.

Duke Energy Indiana utilizes a cost tracking recovery
mechanism that recovers retail and a portion of its wholesale fuei
costs from customers, Indiana law limits the amount of fuel costs that
Duke Energy Indiana can recover to an amount that will not result in
earning a return in excess of that allewed by the IURC. The fuel
adjustment clause is calculated based on the estimated cost of fuel in
the next three-month period, and is trued up after actual costs are
known. Duke Energy Indiana records any under-recavery or aver-
recovery resulting from the differences between estimated and actual
costs as a regulatory asset or regulatory liability until it is billed or
refunded to its customers, at which point it is adjusted through fuel
expense.

In addition to the fuel adjustment clause, Duke Energy Indiana
utilizes a purchased power tracking mechanism approved by the
IURC for the recovery of costs related to certain specified purchases of
power necessary 1o meet native load peak demand requirements to
the extent such costs are not recovered through the existing fuel
adjustment clause.

Cash and Cash Equivalents.

All highly liquid investmerits with maturities of three months or
less at the date of acquisition are considered cash equivalents.

Restricted Cash.

The Duke Energy Registrants have restricted cash related
primarily to collateral assets, escrow deposits, and restricted cash of
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Combined Notes to Consolidated Financial Statements — (Continued)

ViEs. Restricted cash balances are reflected within both Other within
Current Assets and Cther within Investments and Other Assets on the
Consolidated Balance Sheets.

December 31,
(in millions) 2011 2010
Duke Energy $104  $126
Duke Erergy Carolinas — 2
Duke Energy Ohio 30 4
Duke Energy Indiana - 6

Inventory. Inventory is comprised of amounts presented in the
tables below and is recorded primarily using the average cost
method. Inventory related to the Duke Energy Registrants' regulated
operations is valued at historical cost consistent with ratemaking
treatment. Materials and supplies are recorded as inventory when
purchased and subsequently charged to expense or ¢apitalized to
plant when installed. Inventory related to the Duke Energy
Registrants’ non-regulated operations is valued at the lower of cost or
market.

Components of Inventory

December 31, 2011
Duke Duke Energy Duke Energy Duke Energy

{in millions) Energy  Carolinas Qhio Indiana
Materials and supplies $ B73 $505 $150 $134
Coal held for electric
generation 712 412 90 196
Natural gas 3 - 3 —
Total Inventory $1,588 $917 $243 $330
December 31, 2010
Duke Duke Energy Duke Energy Duke Energy
{(in milions) Energy Carolinas Chio Indiana
Materials and supplies $ 734 $476 $106 378
Coal held for electiic
generation h28 240 g2 189
Natural gas 56 — 56 —
Total Inventory $1.318 716 $254 $267

Effective November 1, 2011, Duke Energy Ohio executed an
agreement with a third party to transfer title of natural gas inventory
purchased by Duke Energy Ohio to the third party. Under the
agreements, the gas inventory was stored and managed for Duke
Energy Ohio and was delivered on demand. As a resuft of the
agreements, the combined natural gas inventory of approximately
%50 million being held by a thid party as of December 31, 2011,
was classified as Other within Cusrent Assets on the Consolidated
Balance Shests.

Investments in Debt and Equity Securities.

The Duke Energy Registrants classify investments into two
categories — trading and available-for-sale. Trading securities are
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reported at fair value in the Consclidated Balance Sheets with net
realized and unrealized gains and losses included in eamings each
period. Available-for-sale securities are also reported at fair vafue on
the Consolidated Balance Sheets with unrealized gains and losses
included in Accumnulated Other Comprehensive Incorme (ACCI) or a
regulatory asset or liability, unless it is determined that the carrying
value of an investment is other-than-temporarily impaired. Other-
thar-temperary impairments related to equity securities and the credit
loss portion of debt securities are included in earnings, unless
deferred in accordance with regulatory accounting treatment.
Investments in debt and equity securities are classified as either short-
term investments or long-term investments based an management's
intent and ability to sell these securities, taking into consideration
illiquidity factors in the current markets with respect to certain
investments that have historically provided for a high degree of
liquidity, such as investments in auction rate debt securities.

See Note 16 for further information on the investments in debt
and eguity securities, including investments held in the Nuclear
Decommissianing Trust Fund (NDTF).

Goodwill.

Duke Energy and Duke Energy Ohic perform an annual goodwill
impairment test as of August 21 each year and updates the test
between annual tests if events or circumstances occur that would
more likely than not reduce the fair value of a reporting unit below its
carrying value. Duke Energy and Duke Energy Chio perform the
annual review for gocdwill impairment at the reporting unit level,
which Duke Energy has determined to be an cperating segment or
one level below and Duke Energy Ohio has determined to be an
operating segment.

The annual goodwill impairment test has historically required a
two step process. However in 2011 Duke Energy and Duke Energy
Ohio adopted revised accounting guidance, which allows an entity to
first assess qualitative factors to determine whether it is necessary to
perform the two step goodwill impairment test. As discussed in “New
Accounting Standards” below, Duke Energy and Duke Energy Ohio
Ltilized the qualitative factors for the annual goodwill impairment test
in 2011, and concluded that it was more likely than not the fair value
of each reporting unit exceeded its carrying value. Thus, the two step
goodwili impairment test was not necessary in 2011.

For 2010 and 2008, Duke Energy and Duke Energy Chio
tested goodwili for potential impairment utilizing the two step process.
Step cne of the impairment test involves comparing the estimated fair
values of reporting units with their aggregate carrying values,
ncluding goodwill. ¥ the carrying amount of a reporting unit exceeds
the reporting unit's fair value, step two must be performed to
determine the amaount, if any, of the goodwill impairment loss. If the
carrying amourt is less than fair value, further testing of goodwill
impairment is not performed. For purposes of the step one analyses,
determination of a reporting unit's fair value is typically based on a
combinaticn of the income approach, which estimates the fair valug
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of reporting units based on discounted future cash flows, and the
market approach, which estimates the fair value cof a reporting unit
based on market comparables within the utility and energy industries.

Step two of the goodwill impairment test invelves comparing the
implied fair value of the reporting unit’s goodwill against the carrying
value of the goodwill. Under step two, determining the implied fair
value of goodwill requires the valuation of a reparting unit's
identifiable tangible and intangible assets and liabilities as if the
reporting unit had been acquired in a business combination on the
testing date. The difference between the fair value of the entire
reporting unit as determined in step one and the net fair value of ail
identifiable assets and liabifities represents the implied fair value of
goodwill. The goodwill impairment charge, if any, would be the
difference between the carrying amount of goodwill and the implied
fair value of goodwill upon the completion of step two. See Nete 12
for further information.

Long-Lived Asset Impairments.

The Duke Energy Registrants evaluate whether long-lived assets,
excluding goodwill, have been impaired when circumstances indicate
the carrying value cf those assets may not be recoverable. For such
long-lived assets, an impairment exists when its carrying value
exceeds the sum of estimates of the undiscounted cash flows
expected to result from the use and eventual disposition of the asset.
When alternative courses of action to recover the carrying amount of
a long-lived asset are under consideration, a probability-weighted
approach is used for developing estimates of future undiscounted
cash flows. If the carrying value of the long-lived asset is not
recoverable based on these estimated future undiscounted cash
flows, the impairment loss is measured as the excess of the carrying
value of the asset over its fair value, such that the asset's carrying
value is adjusted to its estimated fair value.

Management assesses the fair value of long-lived assets using
commonly accepted techniques, and may use mere than one source.
Sources to determine fair value include, but are not limited to, recent
third party comparable sales, internally developed discounted cash
flow analysis and analysis from outside advisors. Significant changes
in market conditions resulting from events such as, among others,
changes in commadity prices or the condition of an asset, or a
change in management's intent to utilize the asset are generally
viewed by management as triggering events fo re-assess the cash
flows related to the long-lived assets.

See Note 12 for further information.

Property, Plant and Equipment.

Property, plant and equipment are stated at the lower of
historical cost less accumulated depreciation or fair value, if impaired.
The Duke Energy Registrants capitalize all construction-related direct
labor and material costs, as well as indirect construction costs.
Indirect costs include general engineering, taxes and the cost of funds
used during construction {see “Allowance for Funds Used During
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Construction (AFUDC) and Interest Capitalized,” discussed below).
The cost of renewals and betterments that extend the useful life of
property, plant and equipment are also capitalized. The cost of
repairs, replacements and major maintenance projects, which do not
extend the useful life or increase the expected output of the asset, are
expensed as incurred. Depreciation is generally computed cver the
estimated useful life of the asset using the composite straight-line
method. For regulated operations, depreciation studies are conducted
periodically to update the composite rates and are approved by the
varicus state commissions. The composite weighted-average
depreciation rates for each of the Duke Energy Registrants were:

December 31,
2011 2010 2009
Duke Energy® 3.2% 32% 33%
Duke Energy Carolinast® 26% 27% 20%
Duke Energy Ohio 3.5% 41% 38%
Duke Energy Indiana 34% 35% 42%

{a} Excludes nuclear fuel.

When the Duke Energy Registrants retire their regulated
property, plant and equipment, it charges the original cost plus the
cost of retirement, less salvage value, to accumulated depreciation,
consistent with regulated rate making practices, if the retirement is
considered a normal retirement. When it (i) sells entire regulated
operating units, {ii) retires or sells non-regulated properties, or
(iii) retires regulated property, plant and equipment and the
retiremeant is not considered normal, the cost is removed from the
property account and the related accumulated depreciation and
amortization accounts are reduced. Any gain or loss is recarded in
earnings, unless otherwise required by the applicable regulatory body.

See Note 10 for further information on the components and
estimated useful lives of Duke Energy's property, plant and
equipment.

Nuclear Fuel.

Amortization of nuclear fuel is included within Fuel Used in
Electric Generation and Purchased Power-Regulated in the
Consolidated Statements of Operations. The amortization is recorded
using the units-of-production method.

AFUDC and Interest Capitalized.

In accordance with applicable regulatory accounting guidance,
the Duke Energy Registrants record AFUDC, which represents the
estimated debt and equity costs of capital funds necessary to finance
the construction of new regulated facilities. Both the debt and equity
components of AFUDC are non-cash amounts within the
Consolidated Statements of Operations. AFUDC is capitalized as a
component of the cost of Property, Plant and Equipment, with an
offsetting credit to Other Income and Expenses, net on the
Consolidated Staterments of Operations for the equity component and
as an offset to Interest Expense on the Consolidated Statements of
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Operations for the debt component. After construction is completed,
the Duke Energy Registrants are permitted to recover these costs
through inclusion in the rate base and the corresponding depreciation
expense or nuclear fuel expense,

AFUDC equity is recorded in the Consolidated Statements of
Operaticns and is a permanent difference item for income tax
purposes (i.e., a permanert difference between financial statement
and income tax reporting), thus reducing the Duke Energy
Registrants’ effective tax rate during the construction phase in which
AFUDC equity is being recorded. The effective tax rate is
subsequently increased in future periods when the completed
property, plant and equipment is placed in service and depreciation
cf the AFUDC equity commences. See Note 22 for information
refated to the impacts of AFUDC equity on the Duke Energy
Registrants’ effective tax rate.

For non-regulated operations, interest is capitalized during the
construction phase in accordance with the applicable accounting
guidance.

Asset Retirement Obligations.

The Duke Energy Registrants recognize asset retirement
obligations for legal obligations associated with the retirement of long-
lived assets that result from the acquisition, construction,
development and/or nermal use of the asset, and for conditional asset
retirement obligations. The term conditional asset retirement
obligation refers 1o a iega! obligaticn to perform an asset retirement
activity in which the timing and (or} method of settlement are
conditional on a future event that may or may not be within the
control of the entity. The obligation to perform the asset retirement
activity is unconditional even though uncertainty exists about the
timing and (or) method of settlement. Thus, the timing and (or)
method of settlement may be conditional on a future event. When
recording an asset retirement obligation, the present value of the
projected liability s recognized in the pericd in which it is incurred, if
a reasonable estimate of fair value can be made. The present value of
the liability is added to the carrying amount of the associated asset.
This additional carrying amount is then depreciated over the
estimated useful life of the asset.

The present value of the initial obligation and subsequent
updates are based on discounted cash flows, which include
estimates regarding the timing of future cash flows, the selection of
discount rates and cost escalation rates, among other factors. These
undertying assumptions and estimates are made as of a point in time
and are subject to change. The obligations for nuclear
decommissioning are based cn site-specific cost studies ang assume
prompt dismantlement, which reflects dismantling the site after
operations are ceased. The nuclear decommissicning asset retirement
obligaticr: also assumes Duke Energy Carolinas will store spent fuel
on site until such time that it can be transferred to a DOE facility.

See Note 9 for further information regarding The Duke Energy
Registrants' asset retirement obligations.

Revenue Recognition and Unbilled Revenue.

Revenues on sales of electricity and gas are recognized when
either the service is provided or the product is delivered. Unbilled
retail revenues are estimated by applying average revenue per
kilowatt-hour or per thousand cubic feet (Mcf) for all customer classes
ta the number of estimated kilowatt-hours or Mcfs delivered but not
billed. Unbilled wholesale energy revenues are calculated by applying
the contractual rate per megawatt-hour (MWh) to the number of
estimated MWh delivered but not yet billed. Unbilled wholesale
demand revenues are calculated by applying the contractual rate per
megawatt (MW} to the MW volume delivered hut not yet billed. The
amount of unbilled revenues can vary significantly from period to
period as a result of numerous factors, including seasonality,
weather, customer usage patterns and customer mix.

At December 31, 2011 and 2010, the Duke Energy registrants
had unbilled revenues within Restricted Receivables of Variable
Interest Entities and Receivables on their respective Consolidated
Balance Sheats as follows:
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December 31, December 31,
{in millions) 2011 2010
Duke Energy $674 $751
Duke Energy Carolinas 243 322
Duke Energy Ohig@ 50 54
Duke Energy Indizna 2 12

{a) Primarily relates to wholesale sales within the Commercial Power segment.

Additionally, Duke Energy Chio, including Duke Energy
Kentucky, and Duke Energy Indiana sell, on a revolving basis, a
portion of their retail and wholesale accounts receivable to CRC.
These transfers meet sales/derecognition criteria and therefore, Duke
Energy Ohio and Duke Energy Indiana, account for the transfers of
receivables to CRC as sales, and accordingly the receivables sold are
not reflected on the Consolidated Balance Sheets of Duke Energy
Ohic and Duke Energy Indiana. Receivables for unbifled revenues
related to retail and wholesale accounts receivable at Duke Energy
Ohio and Duke Energy Indiana included in the sales of accounts
receivable to CRC at December 31, 2011 and 2010 were as follows:

December 31, December 31,
(in millions) 2011 2010
Duke Energy Ohio $ 89 $112
Duke Energy Indiana 115 125

See Note 17 for additional information.

Accounting for Risk Management, Hedging Activities and Financial
Instruments.

The Duke Energy Registrants may use a number of different
derivative and non-derivative instruments in connection with its
cormmodity price, interest rate and foreign currency risk management
activities, including swaps, futures, forwards and options. All
derivative instruments except for those that qualify for the normal
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purchase/normal sale (NPNS) exception within the accounting
guidance for derivatives are recorded on the Consclidated Balance
Sheets at their fair value. The effective portion of the change in the
fair value of derivative instruments designated as cash flow hedges is
recorded in AQCI. The effective portion of the change in the fair value
of a fair value hedge is offset in net income by changes in the hedged
item. The Duke Energy Registrants may designate qualifying
derivative instruments as either cash flow hedges or fair value
hedges, while others either have not been designated as hedges or do
nct qualify as a hedge (hereinafter referred 1o as undesignated
contracts).

For all contracts accounted for as a hedge, the Duke Energy
Registrants prepare formal documentation of the hedge in accordance
with the accounting guidance for derivatives. In addition, at inception
and at least every three months thereafter, the Duke Energy
Registrants formally assess whether the hedge contract is highly
effective in offsetting changes in cash flows or fair values of hedged
itens. The Duke Energy Registrants document hedging activity by
transaction type {futures/swaps) and risk management strategy
(commodity price risk/interest rate risk).

See Note 14 for additional information and disclosures regarding
risk management activities and derivative transactions and balances.

Captive Insurance Reserves.

Duke Energy has captive insurance subsidiaries which provide
coverage, on an indemnity bas’s, to Duke Energy entities as well as
certain third parties, on a limited basis, for various business risks and
losses, such as property, business interruption, workers'
compensation and general liability. Liabilities include provisions for
estimated losses incurred but not yet reported (IBNR), as weli as
provisicns for known claims which have been estirmated on a claims-
incurred basis. IBNR reserve estimates invelve the use of
assumptions and are primarily based upon historical 10ss experience,
industry data and other actuarial assumptions. Reserve estimates are
adjusted in future periods as actual losses differ from historical
experience,

Duke Energy, through its captive insurance entities, also has
reinsurance coverage with third parties, which provides
reimburserment for certain losses above a per occurrence and/or
aggregate retention. Duke Energy recognizes a reinsurance receivable
for recovery of incurred losses under ifs captive's reinsurance
coverage once realization cf the receivable is deemed probable.

Unamortized Debt Premium, Discount and Expense.

Premiums, discounts and expenses incurred with the issuance
of outstanding long-term dabt are amortized over the terms of the
debt issues. Any call premiums or unamortized expenses associated
with refinancing higher-cost debt obligations to finance regulated
assets and operations are amortized consistent with regulatory
treatment of those items, where appropriate. The amortizaticn
expense is recorded as a component of interest expense in the
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Consolidated Statements of Operaticns and is reflected as
Depreciation and amortization within Net cash provided by operating
activities on the Consolidated Statements of Cash Flows.

Loss Contingencies and Environmental Liabilities.

The Duke Energy Registrants are involved in certain legal and
environmental matters that arise in the normal course of business.
Contingent losses are recorded when it is determined that it is
probable that a loss has occurred and the amount of the loss can be
reasonably estimated. When a range of the prebable loss exists and
no amount within the range is a better estimate than any other
amount, the Duke Energy Registrants record a loss contingency at the
minimum amount in the range. Unless otherwise required by GAAP,
legal fees are expensed as incurred.

Environmental lizbilities are recorded an an undiscounted basis
when the necessity for environmental remediation becomes probatye
and the costs can be reasonably estimated, or when other potential
envircnmental liabilities are reasonably estimable and probable. The
Cuke Energy Registrants expense environmental expenditures related
to conditions caused by past operations that do not generate current
or future revenues, Certain environmental expenses receive regulatory
accounting treatment, under which the expenses are recorded as
regulatary assets. Envirenmental expenditures related to operations
that generate current or future revenues are expensad or capitalized,
as appropriate.

See Note 5 for further information.

Pension and Other Post-Retirement Benefit Plans.

Cuke Energy maintains qualified, non-qualified and other post-
retirement benefit plans. Duke Energy Carolinas, Duke Energy Ohio
and Duke Energy Indiana employees participate in Duke Energy's
qualified, non-qualified and other post-retirement benefit plans and
are allocated their proportionate share of benefit costs by Duke
Energy. See Note 21 for information related to Duke Energy's benefit
plans, including certain accounting policies associated with these
plans,

Severance and Special Termination Benefits.

Duke Energy has an ongoing severance plan under which, in
general, the longer a terminated employee warked prior 1o termination
the greater the amount of severance benefits. Cuke Energy records a
liahility for involurtary severance cnce an involuntary severance plan
is committed to by management, or sooner, if involuntary severances
are probable and the related severance benefits can be reasonably
estimated. For involuntary severance benefits that are incremental 10
its ongoing severance plan benefits, Duke Energy measures the
obligation and records the expense at its fair value at the
communication date if there are na future service requirements, or, if
future service is required to receive the termination benefit, ratably
over the sarvice period. From time to time, Duke Energy offers special
termination benefits under voluntary severance programs. Special
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termination benefits are measured upon employee acceptance and
recorded immediately absent a significant retention period. If 2
significant retention period exists, the cost of the special termination
benefits are recorded ratably over the remaining service periods of the
affected employees. Employee acceptance of voluntary severance
benefits is determined by management based on the facts and
circumstances of the special termination benefits being offered. See
Note 19 for further information.

Guarantees.

Upon issuance or modification of a guarantee, Duke Energy
recognizes a liability at the time of issuance or material modification
for the estimated fair value of the obligation it assumes under that
guarantee, if any, Fair value is estimated using a probability-weighted
appreach. Duke Energy reduces the obligation over the term of the
guarantee or related contract in a systematic and rational method as
risk is reduced under the cbligation. Any additional contingent foss for
guarantee contracts subsequent to the initial recognition of a liability
in accordance with applicable accounting guidance is accounted for
and recognized at the time a loss is probable and the amount of the
loss can be reasonably estimated.

Duke Energy has entered into various indemnification
agreements related to purchase and sale agreements and other types
of contractual agreements with vendors and other third parties. These
agreements typically cover environmental, tax, litigation and other
matters, as well as breaches of representations, warranties and
covenants. Typically, claims may be made by third parties for various
periods of time, depending on the nature of the claim. Duke Energy's
potential exposure under these indemnification agreements can range
from a specified to an unlimited dollar amount, depending on the
nature of the claim and the particular transaction. See Note 7 for
further information.

Other Current and Non-Current Liabiities.

At December 31, 2011 and 2010, $251 million and $248
million, respectively, of liabilities associated with vacation accrued are
included in Other within Current Liakilities in the Consolidated
Balance Sheets of Duke Energy. As of December 31, 2010, this
balance exceeded 5% of total current liabilities.

At December 31, 2011 and 2010, $92 million and $89
million, respectively, of liabilities associated with vacation accrued
were included in Other Current Liabilities in the Consolidated Balance
Sheets of Duke Energy Carolinas. At December 31, 2010, this
balance exceaded 5% of total current liabilities.

Stock-Based Compensation.

Stock-based compensation represents the cost refated to stock-
based awards granted to employees. Duke Energy recognizes stock-
based compansation based upon the estimated fair value of the
awards, net of estimated forfeitures. The recognition period for these
costs begin at either the applicable service inception date or grant
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date and continues throughout the requisite service period, or for
certain share-based awards until the employee becomes retirement
eligivle, if earlier, Share-based awards, including steck options, but
not performance shares, granted to employees that are already
retirement eligible are deemed to have vested immediately upon
issuance, and therefore, compensation cost for those awards is
recognized by the date such awards are granted. See Note 20 for
further information.

Accounting For Purchases and Sales of Emission Allowances.

Emission allowances are issued by the Environmental Protection
Agency (EPA) at zero cost and permit the holder of the allowance to
emit certain gaseous by-preducts of fossil fuet combustion, including
sulfur dioxide {SO,) and nitrogen oxide (NO,}. Allowances may also
be bought and sold via third party transactions. Allowances allocated
tc or acquired by the Duke Energy Registrants are held primarily for
consumption. The Duke Energy Registrants record emission
allowances as Intangible Assets on their Consolidated Balance Sheets
at cost and recognize the allowances in earmings as they are
consumed or sold. Gains or losses on sales of emission allowances
by regulated businesses that do not provide for direct recovery
through a cost tracking mechanism and non-regulated businesses are
presented in Gains (Losses) on Sales of Other Assets and Other, net,
in the accompanying Consolidated Statements of Operations. For
regulated businesses that provide for direct recovery of emission
allowances, any gain or loss on sales of recoverable emission
allowances are included in the rate structure of the regulated entity
and are deferred as a regulatory asset or liability. Future rates charged
to retail customers are impacted by any gain or 1oss on sales of
recoverable emission allowances. Purchases and sales of emission
allowances are presented gross as investing activities on the
Consolidateg Statements of Cash Flows. See Note 12 for discussion
regarding the impairment of the carrying value of certain emission
allowances in 2011 and 2010.

Income Taxes.

Duke Energy and its subsidiaries file a consolidated federal
income tax return and other state and foreign jurisdictional returns as
required. Deferred income taxes have been provided for temporary
differences between the GAAP and tax carrying amounts of assets
and liabilities. These differences create taxable or tax-deductible
amounts for future periods. Investment tax credits (ITC) associated
with regulated operations are deferred and are amortized as a
reduction of income tax expense over the estimated useful lives of the
related properties.

Duke Energy Carclinas, Duke Energy Ohio and Duke Energy
Indiana entered into a tax sharing agreement with Duke Energy,
where the separate return method is used to allocate tax expenses
and benefits to the subsidiaries whose investments or results of
operations provide these tax expenses or benefits. The accounting for
income taxes essentially represents the income taxes that the
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Subsidiary Registrants would incur if the Subsidiary Registrants were recerded on the Consclidated Balance Sheets by the amount of the

a separate company filing their own federal tax return as a ITC or cash grant and, therefore, the ITC or grant benefit is recognized
C-Corporation. The Duke Energy Registrants record unrecognized tax ratably over the life of the associated asset through reduced

henefits for positions taken or expected to be taken on tax returns, depreciation expense. Additicnally, certain tax credits and government
including the decision to exclude certain income or transactions from grants received under the Stimutus Bill provide for an incremental

a return, when a more-likely-than-not threshold is met for a tax initial tax depreciable base in excess of the canying value for GAAP
pesition and management believes that the position will be sustained purposes, creating an initial deferred tax asset equal to the tax effect
upcn examination by the taxing authorities. Management evaluates of one half of the ITC or government grant. Duke Energy records the
each position based solely on the technical merits and facts and deferred tax benefit as a reduction to income tax expense in the
circumstances of the position, assuming the position will be period that the basis difference is created.

examined by a taxing authority having full knowledge of all relevant

information. The Duke Energy Registrants record the largest amount Excise Taxes.

of the unrecognized tax benefit that is greater than 50% likely of
being realized upon settlement or effective settlement. Management
considers a tax position effectively settled for the purpose of
recognizing previously unrecognized tax benefits when the following
conditions exist: {i) the taxing authority has completed its examination
procedures, including all appeals and administrative reviews that the

Certain excise taxes levied by state or local governments are
collected by the Duke Energy Registrants from its customers. These
taxes, which are required to be paid regardless of the Duke Energy
Registrants’ ability to collect from the customer, are accounted for on
a gross basis. When the Duke Energy Registrants act as an agent,

taxing authority is reguired and expected to perform for the tax and the tax is not required to be remitted if it is not collected from the
positions, (i) the Duke Energy Registrants do not intend to appeal or Customer, the taxes are accounted for on a net basis. The Duke
litigate any aspect of the tax pesition included in the comleted Energy Registrants’ excise taxes accounted for on a gross basis and
examination, and (i) it is remote that the taxing authority would recorded as operating revenues in the accompanying Consolidated
examine or reexamine any aspect of the tax position. Deferred taxes Staternents of Operations were es follows:
are not provided on translation gains and losses where the Duke Year Ended December 31,
;ZZ?Z?S?:;;EZW earnings of a foreign operation to be {in mitlions) 2011 2010 2009
s | R
The sE)uke Energy Registrants record, as it relates to taxes, Bﬁt: E:ig gizzlinas $1gg $i?g $ﬁ;
interest expense as Interest Expense and interest income and Duke Energy Indiana 31 29 27
penalties in Other Income and Expenses, net, in the Consolidated Total Duke Energy $293  $300 $776

Statements of Operations.

See Note 22 for further information.
Foreign Currency Translation.

Accounting for Renewable Energy Tax Credits and Grants Under

the American Recovery and Reinvestment Act of 2009. The local currencies of Duke Energy's foreign operations have

been determined to be their functicnat currencies, except for certain

In 2009, The American Recovery and Reinvestment Act of foreign cperations whase functional currency has been determined to
2009 (the Stimulus Bitl) was signed intc law, which provides tax be the U.S. Datlar, based on an assessment of the economic
incentives In the form of ITC or cash grants for renewable energy circumstances of the foreign operation. Assets and liabilities of foreign
facilities and renewable generation property either placed in service operations, except for those whose functional currency is the
through specified dates or for which construction has begun prior to U.S. Dollar, are translated into U.S. Dollars at the exchange rates at
specified dates. Under the Stimulus Bill, Duke Energy may elect an period end. Translation adjustments resulting from fluctuations in

ITC, which is determined based on a percentage of the tax basis of
the qualified property placed in service, for property placed in service
after 2008 and before 2014 (2013 for wind facilities) or a cash
grant, which allows entities to elect to receive a cash grant in lieu of
the ITC for certain property either placed in service in 2009 or 2010
or for which construction begins in 2009 and 2010. In 2010, the
Tax Relief, Unemployment Insurance Reauthorization, and Job
Creation Act of 2010 (the 2010 Tax Relief Act) extended the cash
grant program for renewable energy property for one additional year,

exchange rates are included as a separate compenent of ACC.
Revenue and expense accounts of these operations are translated at
average exchange rates prevailing during the year. Gains and losses
arising from balances and transactions denominated in currencies
cther than the functionat currency are included in the results of
operations in the period in which they oceur.

Statements of Consolidated Cash Flows,

through 2011. When Duke Energy elects either the ITC or cash grant The Duke Energy Registrants have made certain classification
on Commercial Power's wind facilities that meet the stipulations of elections within their Consolidated Statements of Cash Flows. Cash
the Stimulus Bill, Duke Energy reduces the basis of the property flows from discontinued operations are combined with cash flows
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from continuing operations within cperating, investing and financing
cash flows within the Consolidated Statements of Cash Flows. With
respect to cash overdrafts, book overdrafts are included within
operating cash flows while bank overdrafts are included within
financing cash flows.

Dividend Restrictions and Unappropriated Retained Earnings.

Duke Energy does nat have any legal, regulatory or other
restrictions on paying common stock dividends to shareholders.
However, as further described in Note 4, due to conditions
estahlished by regulators at the time of the Duke Energy/Cinergy
merger in April 2006, certain whally-owned subsidiaries, including
the Subsidiary Registrants, have restrictions on paying dividends or
otherwise advancing funds to Duke Energy. At December 31, 2011
and 2010, an insignificant amount of Duke Energy's consolidated
Retained Earnings halance represents undistributed earnings of equity
method investments.

New Accounting Standards.

The following new accounting standards were adopted by Duke
Energy during the year ended December 31, 2011 and the impact of
such adoption, if applicable has been presented in the accompanying
Consolidated Financial Statements:

Financial Accounting Standards Board (FASB) Accounting
Standards Codification (ASC) 605 — Revenue Recognition. In
October 2009, the FASB issued new revenue recognition accounting
guidance in response to practice concerns related to the accounting
for revenue arrangements with multiple deliverables. This new
accounting guidance primarily applies 1o all contractual arrangements
in which a vendor will perform multiple revenue generating activities
and addresses the unit of accounting for arrangements involving
multiple deliverables, as well as how arrangement consideration
should be atlocated to the separate units of accounting. For the Duke
Energy Registrants, the new accounting guidance was effective
January 1, 2011, and applied on a prospective basis. This new
accounting guidance did nct have a material impact to the
consolidated results of operations, cash flows or financial position of
the Duke Energy Registrants.

ASC 805 — Business Combinations. In November 2010, the
FASB issued new accounting guidance in response to diversity in the
interpretation of pro forma information disclosure requirements for
business combinaticns. The new accounting guidance requires an
entity to present pro forma financial information as if a business
combination occurred at the beginning of the earliest period
presented as well as additional disclosures deseribing the nature and
amount of material, nonrecurring pro forma adjustments. This new
accounting guidance was effective January 1, 2011, and will be
applied to all business combinations censummated after that date.

ASC 820 — Fair Value Measurements and Disclosures. |n
January 2010, the FASB amended existing fair value measurements
and disclosures accounting guidance to clarify certain existing
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disclosure requirements and to require a number of additional
disclosures, inctuding amounts and reasens for significant transfers
between the three levels of the fair value hierarchy, and presentation
of certain information in the reconciliation of recurring Level 3
measurements on a gross basis. For the Duke Energy Registrants,
certain portions of this revised accounting guidance were effective on
January 1, 2010, with additional disclosures effective for periods
beginning January 1, 2011. The adoption of this accounting
guidance resulted in additional disclosure in the notes to the
consolidated financial statements but did not have an impact on the
Duke Erergy Registrants’ consolidated results of operations, cash
flows or financial position. See Note 15 for additional disclosures
required by the revised accounting guidance in ASC 820.

ASC 350 — Intangibles—Goodwill and Other. In September
2011, the FASB amended existing goodwill impairment testing
accounting guidance to provide an entity testing goodwill for
impairment with the opticn of perfarming a qualitative assessment
prior to calculating the fair value of a reporting unit in step cne of a
goodwill impairment test. Under this revised guidance, a qualitative
assessment would require an evaluation of economic, industry, and
company-specific considerations. If an entity determines, on a basis
of such qualitative factors, that the fair value of a reporting unit is
more likely than not less than the carrying value of a reporting unit,
the two-step impairment test, as required under pre-existing
applicable accounting guidance, would be required. Otherwise, no
further impairment testing would be required. The revised goodwill
impairment testing accounting guidance is effective for the Duke
Energy Registrants’ annual and interim goedwill impairment tests
performed for fiscal years beginning January 1, 2012, with early
adoption of this revised guidance permitted for annual and interim
goodwill impairment tests performed as of a date before
Septemnber 15, 2011. Since annual goodwili impairment tests are
performed by Duke Energy as of August 31, the Duke Energy
Registrants early adopted this revised accounting guidance during the
third quarter of 2011 and applied that guidance to their annual
goodwill impairment tests for 2011.

The following new accounting standards were adopted by Duke
Energy during the year ended December 31, 2010 and the impact of
such adoption, if applicable has been presented in the accompanying
Consolidated Financial Statements:

ASC 860 — Transfers and Servicing. \n June 2009, the FASE
issued revised accounting guidance for transfers and servicing of
financial assets and extinguishment of liabilities, to reguire additional
information about transfers of financial assets, including securitization
transactions, as well as additional information about an enterprise’s
continuing exposure to the risks related to transferred financia! assets.
This revised accounting guidance eliminated the concept of a
Qualifying Special Purpose Entity (QSPE) and reguired those entities
which were not subject to consolidation under previous accounting
rules to now be assessed for consolidation. In addition, this
accounting guidance clarified and amended the derecognition criteria
for transfers of financia! assets (including transfers of portions of
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financial assets) and required additional disclesures about a
transferor's continuing involvernent in transferred financial assets. For
Duke Energy, this revised accounting guidance was effective
prospectively for transfers of financial assets occurring on or after
danuary 1, 2010, and early adoption of this statement was
prohibited. Since 2002, Duke Energy Ohio, Duke Energy Indiana,
and Duke Energy Kentucky have sold, on a revolving basis, nearly all
of their accounts receivable and related collections through CRC, a
bankruntcy-remote QSPE. The securitization transaction was
structured to meet the criteria for sale accounting treatment, and
accordingly, Duke Energy did not consolidate CRC, and the transfers
were accounted for as sales. Effective with adoption of this revised
accounting guidanca and ASC 810-Consolidation (ASC 810), as
discussed below, the eccounting treatment and/or financial statement
presentation of Duke Energy’s accounts receivable securitization
programs was impacted as Duke Energy began consolidating CRC
effective January 1, 2010. Duke Energy Ohio's and Duke Energy
Indiana’s sales of accounts receivable and related financial staternent
presentation were not impacted by the adoption of ASC 860. See
Note 17 for additional information.

ASC 810 — Cansofidations. in lune 2009, the FASB
amended existing consolidation accounting guidance to eliminate the
exemption from consolidation for QSPES, and clarified, but did not
significantly change, the criteria for determining whether an entity
meets the definition of a VIE. This revised accounting guidance also
required an enterprise to qualitatively assess the determination of the
primary beneficiary of a VIE based cn whether that enterprise has
both the power to direct the activities that most significantly impact
the economic performance of a VIE and the obligation to absorb
losses or the right to receive benefits of a VIE that could potentially be
significant to a VIE. In addition, this revised accounting guidance
madified existing accounting guidance to require an ongeing
evaluation of a VIE's primary beneficiary end amended the types of
events that trigger a reassessment of whether an entity is a VIE.
Furthermare, this accounting guidance required enterprises to provide
additional disclosures about their involvement with VIEs and any
significant changes in their risk exposure due to that involvement.

For the Duke Energy Registrants, this accounting guidance was
effective beginning on January 1, 2010, and is applicable to all
entities in which Duke Energy is involved, including entities
previously subject to existing accounting guidance for VIEs, as well as
any QSPEs that existed as of the effective date. Effective with
adaption of this revised accounting guidance, the accounting
treatment and/or financial statement presentation of Duke Energy's
accounts recetvable securitization programs were impacted as Duke
Energy began consolidating CRC effective January 1, 2010. Duke
Energy Ohic's and Duke Energy Indiana's sales of accounts receivable
ard related financial statement presentation were not impacted by
the adoption of ASC 810. This revised accounting guidance did not
have a significant impact on any of the Duke Energy Registrants’
other interests in VIEs. See Note 17 for additional disclosures required
by the revised accounting guidance in ASC 810.
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ASC 820 — Fair Value Measurements and Disclosures. In
January 2010, the FASB amended existing fair value measurements
and disclosures accounting guidance to clarify certain existing
disclosure requirements and to require a number of additional
disclosures, including amcunts and reasons for significant transfers
between the thres levels of the fair value hierarchy, and presentation
of certain infermation in the reconciliation of recurring Level 3
measurements on a gress basis. For the Duke Energy Registrants,
certain portions of this revised accounting guidance were effective on
January 1, 2010, with additional disclosures effective for periods
beginning January 1, 2011. The initial adopticn of this accounting
guidance resulted in additional disclosure in the notes to the
consolidated financial statements but gid not have an impact on the
Duke Energy Registrants' consolidated results of operations, cash
flows or financial position.

The following new accounting standards were adopted by Duke
Energy during the year ended December 31, 2009 and the impact of
such adoption, if applicable has been presented in the accompanying
Consclidated Financial Statements:

ASC 105 — Generally Accepted Accounting Principles. In
June 2009, the FASB amended ASC 105 for the ASC, which
identifies the sources of accounting principles and the framework for
selecting the principles used in the preparation of financial statements
of nongovernmental entities that are presented in conformity with
GAAP. Rules and interpretive releases of the Securities and Exchange
Commission {SEC) under authority of federal securities laws are also
sources of authoritative GAAP, On the effective date of the changes to
ASC 105, which was for financial statements issued for interim and
annual periods ending after September 15, 2009, the ASC
supersedes all then-existing non-SEC acceunting and reporting
standards. Under the ASC, all of its content carries the same level of
authority and the GAAP hierarchy includes only twa levels of GAAP.
authoritative and non-authoritative. While the adoption of the ASC did
not have an impact on the accounting followed in the Duke Energy
Registrants’ consolidated financial statements, the ASC impacted the
references to authoritative and non-authoritative accounting literature
contained within the Notes.

ASC 805 — Business Combinations. \n December 2007, the
FASB issued revised guidance related to the accounting for business
combinations. This revised guidance retained the fundamental
requirement that the acquisition methed cf accounting be used for all
business combinations and that an acquirer be identified for each
business combination. This statement also established principles and
requirements for how an acquirer recognizes and measures in its
financial statements the identifiable assets acquired, the liabilities
assurmed, any noncontrolling {minority} interests in an acquiree, and
any gocdwill acquired in a business combination of gain recognized
from a bargain purchase. For Duke Energy, this revised guidance is
applied prospectivaly to business combinations for which the
acquisition date oceurred on or after January 1, 2009. The impact to
Duke Energy of applying this revised guidance for pericds subsequent
te implementation will be dependent upon the nature of any
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transactions within the scope of ASC 805. The revised guidance of
ASC 805 changed the accounting for income taxes related ta priar
business combinations, such as Duke Energy's merger with Cinergy.
Effective January 1, 2009, the resolution of any tax contingencies
relating to Cinergy that existed as of the date of the merger are
required to be reflected in the Consolidated Statements of Operations
instead of being reflected as an adjustment to the purchase price via
an adjustment to gcodwill.

ASC 810. In December 2007, the FASB amended ASC 810 to
establish accounting and reporting standards for the noncontrolling
{minority} interest in a subsidiary and for the deconsolidation of a
subsidiary and to cfarify that a noncontrolling interest in a subsidiary is
an ownership interest in a consolidated entity that should be reported
as equity in the consalidated financial statements. This amendment
also changed the way the consolidated incorme statement is presented
by requiring consolidated net income fo be reported at amounts that
include the amounts attributable to both the parent and the
noncontrolling interest. In addition, this amendment established a
single method of accounting for changes in a parent’s ownership
interest in a subsidiary that do not result in deconsclidation. For the
Duke Energy Registrants, this amendment was effective as of
January 1, 2009, and has been applied prospectively, except for
certain presentation and disclosure requiraments that were applied
retrospectively. The adoption of these provisions of ASC 810 impacted
the presentation of noncontrolling interests in the Duke Energy
Registrants’ Consolidated Financial Statements, as well as the
calculation of the Duke Energy Registrants' effective tax rate.

ASC 815 — Derivatives and Hedging. In March 2008, the
FASB amended and expanded the disclosure requirements for
derivative instruments and hedging activities required under ASC
815, The amendments to ASC 815 requires qualitative disclosures
about objectives and strategies for using derivatives, vclumetric data,
quantitative disclosures about fair value amounts of and gains and
losses on derivative instruments, and disclosures about credit-risk-
related contingent features in derivative agreements. The Duke
Energy Registrants adopted these disclosure reguirements as of
January 1, 2009. The adoption of the amendments to ASC 815 did
not have any impact on the Duke Energy Registrants' consolidated
results of operations, cash flows or financial position. See Note 14 for
the disclosures required under ASC 815.

ASC 715 — Compensation — Retirement Benefits. In
December 2008, the FASB amended ASC 715 to require mare
detailed disclosures about employers” plan assets, concentrations of
risk within plan assets, and valuation techniques used to measure
the fair value of plan assets. Additionally, companies will be required
to disclosa their pension assets in a fashion consistent with
ASC 820 — Fair Value Measurements and Disclosures (ie., Level 1,
2, and 3 of the fair vaiue hierarchy) along with a roll-forward of the
Leve! 3 values each year. For the Duke Energy Registrants, these
amendments to ASC 715 were effective for the Duke Energy
Registrants’ Form 10-K for the year ended December 31, 2009. The
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adoption of these new disclosure requirements did not have any
impact on the Duke Energy Registrants' results of aperations, cash
flows or financial position. See Note 21 for the disclosures required
under ASC 715.

The following new Accounting Standards Updates (ASU)Y have
been issued, but have not yet been adopted by Duke Energy, as of
December 31, 2011:

ASC 820 — Fair Value Measurements and Disclosures, In
May 2011, the FASB amended existing requirements for measuring
fair value and for disclosing information about fair value
measurements. This revised guidance results in a consistent
definition of fair value, as well as common requirements for
measurement and disclosure of fair value information between U.S.
GAAP and International Financial Reporting Standards (IFRS). in
addition, the amendments set forth enhanced disclosure
requirements with respect to recurring Level 3 measurements,
nonfinancial assets measured or disclosed at fair value, transfers
between levels in the fair value hierarchy, and assets and liabilities
disclosed but not recorded at fair value. For the Duke Energy
Registrants, the revised fair value measurement guidance is effective
on a prospective basis for interim and annual periods beginning
January 1, 2012. Duke Energy is currently evaluating the potential
impact of the adoption of this revised guidance and is unatrle to
estimata at this time the impact of adoption on its consolidated results
of operations, cash flows, or financial pesition.

ASC 220 — Comprehensive Income. In June 2011, the FASB
amended the existing requirements for presenting comprehensive
income in financial statements primarily to increase the prominence of
iterns reported in other comprehensive income (OCH) and to facilitate
the convergence of U.S. GAAP and IFRS, Specifically, the revised
guidance eliminates the option currently provided under existing
requirements to present components of OC| as part of the statement of
changes in stockholders’ equity. Accordingly, all non-owner changes in
stockholders’ equity will be required to be presented either in a single
continuous statement of comprehensive income or in two separate but
consecutive financial statements. For the Duke Energy Registrants, this
ravised guidance is effective on a retrospective basis for interim and
annual pericds beginning January 1, 2012. Early adeption of this
revised guidance is permitted. Duke Energy is currently evaluating the
revised requirements for preserting comprehensive incorme in its
financial statements and is unable to estimatg at this time the impact of
adoption of this revised guidance on its consolidated resufts of
cperations.

ASC 210 — Balance Sheet. In December 2011, the FASB
issued revised accounting guidance to amend the existing disclosure
requirements for offsetting financial assets and liabilities to enhance
current disclosures, as well as to improve comparability of balance
sheets prepared under U.S, GAAP and IFRS. The revised disclosure
guidance affects all companies that have financial instruments and
derivative instruments that are either offset in the balance sheet (i.e.,
presented on a net hasis) or subject to an enforceable master netting
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and/or similar arrangement. In addition, the revised guidance requires
that certain enhanced quantitative and qualitative disclosures be
made with respect to a company’s netting arrangements and/or rights
of setoff associated with its financial instruments and/or derivative
instrumments. For the Duke Energy Registrants, the revised disclosure
guidance is effective on a retrospective basis for interim and annual
pericds beginning January 1, 2013. Duke Energy is currently
evaluating the potential impact of the adoption of this revised
guidance and is unable to estimate at this time the impact of
adoption on its consolidated results of financial position.

2. ACQUISITICNS AND DISPOSITIONS OF
BUSINESSES AND SALES OF OTHER ASSETS

Acquisitions.

The Duke Energy Registrants consolidate assets and liabilities
frem acquisitions as of the purchase date, and include earnings from
acquisitions in consolidated earnings after the purchase date.

Duke Energy

On January 8, 2011, Duke Energy entered into an Agreement
and Plan of Merger (Merger Agreement) amoeng Diamond Acquisition
Corporation, a North Carolina corporation and Duke Energy’s who!ly-
owned subsidiary (Merger Sub) and Progress Energy, Inc. (Progress
Energy), a North Carclina corporation. Upon the terms and subject to
the conditions set forth in the Merger Agreement, Merger Sub will
merge with and into Progress Energy with Progress Energy continuing
as the surviving corporation and a wholly-owned subsidiary of Duke
Energy.

Pursuant to the Merger Agreement, upon the closing of the
merger, each issued and cutstanding share of Progress Energy
common stock will automatically be canceled and converted into the
right to receive 2.6125 shares of common stock of Duke Energy,
subject to appropriate adjustment for a reverse stock split of the Duke
Energy common stock as contemplated in the Merger Agreement and
except that any shares of Progress Energy common stock that are
owned by Progress Energy cr Duke Energy, other than in a fiduciary
capacity, will be canceled without any consideration therefor. Each
outstanding option to acquire, and each outstanding equity award
relating to, one share of Progress Energy common stock will be
converted into an option to acquire, or &n equity award relating to
2.6125 shares of Duke Energy common stock, as applicable, subject
to appropriate adjustrnent for the reverse stock split. Based ¢n
Progress Energy shares outstanding at December 31, 2011, Duke
Energy would issue 771 million shares of common stock to convert
the Progress Energy common shares in the merger under the
unadjusted exchange ratio of 2.6125. The exchange ratio will be
adjusted proportionately to reflect a 1-for-3 reverse stock split with
respect to the issued and outstanding Duke Energy common stock
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that Duke Energy plans to implement prior to, and conditioned on,
the completion of the merger. The resulting adjusted exchange ratio is
0.87083 of a share of Duke Energy common stock for each share of
Progress Energy common stock. Based on Progress Energy shares
outstanding at December 31, 2011, Duke Energy would issue

257 million shares of common stock, after the effect of the 1-for-3
reverse stock split, to convert the Progress Energy common shares in
the merger. The merger will be accounted for under the acquisition
method of accounting with Duke Energy treated as the acquirer, for
accounting purposes. Based on the market price of Duke Energy
common stock on December 31, 2011, the transaction would be
valued at $17 billion and would result in incrermental recorded
goodwill to Duke Energy of $11 billion, according to current
estimates. Duke Energy would also assume all of Progress Energy's
outstanding debt, which is estimated to be $15 billion based on the
approximate fair value of Progress Energy's outstanding indebtedness
at December 31, 2011. The Merger Agreement has been
unanimously approved by both companies' Boards of Directors.

The merger is conditioned upon, among other things, approval
by the shareholders of both companies, as well as expiration or
termination of any applicable waiting period under the Hart-Scott-
Rodino Antitrust Improverments Act of 1976 and approval by the
FERC, the Federal Communications Commission (FCC), the NRC, the
NCUC, and the KPSC. Duke Energy and Progress Energy also are
seeking review of the merger by the PSCSC and approval of the joint
dispatch agresment by the PSCSC. Although there are no merger-
specific regulatory approvals required in Indiana, Ohio or Florida, the
companies will continue to update the public services commissions
in those states on the merger, as applicable and as required, The
status of regulatory approvals is as follows:

* On April 4, 2011, Duke Energy and Progress Energy, jointly
filed applications with the FERC for the approval of the merger,
the Joint Dispatch Agreement and the joint Open Access
Transmission Tariff (QATT). On September 30, 2011, the
FERC conditionally approved the merger, subject to approval
of mitigation measures 10 address its finding that the
combined cempany could have an adverse effect an
competition in wholesale power markets in the Duke Energy
Carglinas and Progress Energy Carclinas East balancing
authority areas. On October 17, 2011, Duke Energy and
Progress Energy filed their plan for mitigating the FERC's
concerns by proposing to offer on 2 daily basis a certain
quantity of power during summer and winter periods to the
extent it is available after serving native load and existing firm
obligaticns. On December 14, 2011, the FERC issued an
order rejecting Duke Energy and Progress Energy's proposed
mifigation plan, finding that the proposed mitigation plans
submittad by the companies did not adequately address the
market power issues. In a separate order issued
December 14, 2011, the FERC dismissed the applications for
approval of the Joint Dispatch Agreement and the joint OATT
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without prejudice to the right to refile them if Duke Energy and
Progress Energy decide to file another mitigation plan to
address the FERC's market power concems stated in the
FERC's September 30, 2C11 order.

On April 4, 2011, Duke Energy and Progress Energy fifed a
merger application and joint dispatch agreement with the
NCUC. On September 2, 2011, Duke Energy, Progress
Energy and the NC Public Staff filed a settlement agreement
with the NCUC. Under the settlement agreement, the
companies will guarantee Narth Carolina customers their
allocable share of $650 million in savings related to fuel and
joint dispatch of generation assets over the first five years after
the merger closes, continue community financial support for a
minimum of four years, centribute to weatherization efforts of
low-income customers and workferce development during the
first year after the merger closes and agree not to recover direct
merger-related costs. A public hearing occurred

September 20-22, 2011 and proposed orders and briefs were
filed November 23, 2011. Duke Energy is required by
regulatory conditions impesed by the NCUC to file with the
NCUC a thirty-day advance notice of certain FERC filings prior
te filing with the FERC. Accordingly, Duke Energy filed
advance notice of the revised FERC mitigation plan on
February 22, 2012. Duke Energy and Progress Energy may
file the mitigation plan with the FERC after approval from the
NCUC.

On April 25, 2011, Duke Energy and Progress Energy, on
behalf of their utility companies Duke Energy Carolinas and
Progress Energy Carclinas, filed an application requesting the
PSCSC ta review the merger and approve the proposed Joint
Dispatch Agreement and the orospective future merger of
Duke Energy Carolinas and Progress Energy Carolinas. On
September 13, 2011, Duke Energy and Progress Energy
withdrew their applicaticn seeking approval for the future
merger of their Carolinas utility companies, Duke Energy
Carolinas and Progress Energy Carolinas, as the merger of
these entities is not likely to occur for several years after the
close of the merger. Hearings occurred the week of
December 12, 2011 and proposed orders and briefs were
filed on December 20, 2011. Duke Energy Carclinas and
Progress Energy Carolinas committed at the hearing that, as a
condition for the PSCSC approving the proposed Joint
Dispatch Agreement, Duke Energy Carclinas and Progress
Energy Carolinas will give their South Carolina customers
“most favered nations” treatment. Thus, Duke Energy
Carolinas' and Progress Energy Carclinas’ South Carolina
customers will receive pro rata benefits equivalent to those
approved by the NCUC in connection with the NCUC's review
of the merger application. Duke Energy Carclinas and Progress
Energy Carolinas are awaiting a PSCSC order in this case.
Duke Energy Carolinas and Progress Energy Carolinas intend

to describe and explain the mitigation plan to the PSCSC in an
authorized ex parte briefing in the first quarter of 2012.

=0On March 17, 2011, Duke Energy filed an initial registration
staternent on Form S-4 with the Securities and Exchange
Commission {SEC) for shares to be issued to consummate the
merger with Progress Energy. On July 7, 2011, the Form 5-4
was declared effective by the SEC, and the joint proxy
statement/prospectus contzined in the Form S-4 was mailed
to the shareholders of both companies thereafter. On
August 23, 2011, Duke Energy and Progress Energy
shareholders approved the proposed merger. 1n addition, Duke
Energy sharehclders approved a 1-for-3 revarse stock split.

«(On March 28, 2011, Duke Energy and Progress Energy
submitted Hart-Scott-Roding antitrust filings to the U.S.
Department of Justice (DOJ) and the Federal Trade
Commission {FTC). The 30 day notice period expired without
further action by the DOJ; therefore, the companies had
clearance to close the merger on April 27, 2011. This
clearance is effective for one year. Because the merger is not
expected to close by the end of April 2011, the parties will
resubmit antitrust filings prior to the April 26, 2012 expiration
50 &s to ensure that there is no gap in the clearance period
under the Hart-Scott-Rodino Act.

«On March 30, 2011, Progress Energy made filings with the
NRC for approval for indirect transfer of control of licenses for
Progress Energy's nuclear facilities to include Duke Energy as
the ultimate parent corporation on these licenses. On
December 2, 2011, the NRC approved the indirect transfer of
centrol of Progress Energy's nuclear stations to include Duke
Energy as the parent corporation of the ficenses.

«On April 4, 2011, Duke Energy and Progress Energy filed a
merger application with the KPSC. On June 24, 2011, Duke
Energy and Progress Energy filed a settlement agreement with
the Attorney General. A public hearing occurred on July 8,
2011. An order conditionally approving the merger was issued
on August 2, 2011, On September 15, 2011, Duke Energy
and Progress Energy filed for approval of a stipulation revising
one of the merger conditions contained in the KPSC order. On
Cctober 28, 2011, the KPSC issued an order approving the
stipulation and merger and again required Duke Energy and
Progress Energy to accept all conditions contained in the
order. Duke Energy and Progress Energy filed their acceptance
of those conditions on November 4, 2011.

*On July 12, 2011, Duke Energy and Progress Energy filed an
application with the FCC for approval of radio system license
transfers. The FCC approved the transfers on July 27, 2011.
On January 5, 2012, the FCC granted an extension of its
approval until July 12, 2012.
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No assurances can be given as to the timing of the satisfaction
of al! closing conditions or that all required approvals will be received.

The Merger Agreement contains certain termination rights for
both Duke Energy and Progress Energy, and further provides for the
payment of a termination fee of $400 million by Progress Energy
under specified circumstances and a termination fee of $675 million
by Duke Energy under specified circumstances, On January 8,
2012, Duke Energy and Progress Energy mutually agreed to extend
the initial termination date of January 8, 2012 specified in the
Merger Agreement to July 8, 2012.

For the year ended December 31, 2011, Duke Energy incurred
transaction costs related to the Progress Energy merger of $68 million
which are recorded within Cperating Expenses in Duke Energy’s
Consolidated Statement of Operations.

See Note 5 for information regarding litigation related to the
proposed merger with Progress Energy.

In June 2009, Duke Energy completed the purchase of the
remaining approximate 24% noncantrolling interest in the Aguaytia
Integrated Energy Project (Aguaytia), located in Paru, for $28 million.
Subsequent to this transaction, Duke Energy owns 100% of
Aguaytia. As the carrying value of the noncontrolling interest was $42
million at the date of acquisition, Duke Energy's consolidated equity
increased $14 million as a result of this transaction. Cash paid for
acquiring this additional ownership interest is included in
Distributions to noncontrolling interests within Net cash provided by
{used in) financing activities on the Consolidated Statements of Cash
Flows.

In June 2009, Duke Energy acquired North Allegheny Wind,
LLC (North Allegheny) in Western Pennsylvania for $124 million,
The fair value of the net assets acquired were determined primarily
using a discountad cash flow model as the output of North Allegheny
is contracted for 23 1/, years under a fixed price purchased power
agreement. Substantially all of the fair value ¢f the acquired net assets
has been attributed to property, plant and equipment. There was no
goodwill associated with this transaction. North Allegheny owns 70
MW of power generating assets that began commercially generating
electricity in the third quarter of 2009.

The pro forma results of operations for Duke Energy as if those
acquisitions discussed above which closed prior to December 31,
2011 cceurred as of the beginning of the periods presented do not
materially differ from reported resuilts.

Dispositions.

In December 2010, Duke Energy completed the previously
annaunced agreement with investment funds managed by Alinda to
sell a 50% ownership interest in DukeNet Communications, LLC
(DukeNet). As a result of the disposition transaction, DukeNet and
Alinda became equal 50% cwners in the new joint venture, Duke
Energy received $137 milfion in cash. The DukeNet disposition
transaction resulted in a pre-tax gain of $139 million, which was
recorded in Gains on Sales of Gther Assets and Other, net in the
Consclidated Statements of Operations. The pre-tax gain reflects the
gain on the disposition of Duke Energy’s 50% interest in DukeNet, as
well as the gain resulting from the re-measurement to fair value of
Duke Energy’s retained noncontrolling interest. Effective with the
closing of the DukeNet disposition transaction, on December 20,
2010, DukeNet is no longer consolidated into Duke Energy's
consolidated financial statements and is now accounted for by Duke
Energy as an equity method investment.

In the first quarter of 2009, Duke Energy completed the sale of
two United Kingdom wind projects acquired in the Catamounit Energy
Corporaticn (Catamount) acquisition. No gain or loss was recognized
on these transactions.

Sates of Other Assets.

The following takle summarizes cash proceeds and related net
pre-tax gains related to the sales of the assets for the years ended
Cecember 31, 2011, 2010 and 2009. These amounts primarily
relate to the sales of emission allowances by U.S. Franchised Electric
and Gas (USFE&G) and Commercial Power. Net pre-tax gains are
recorded in Gains on Sales of Other Assets and Other, net, in the
Consolidated Statements of Operations.

Duke Ouke Energy  Duke Energy  Duke Energy
(in millions) Energy Carclinas Chio Indiana
For the year ended December 31, 2011
Proceeds $ 12 $2 $7 51
Net pre-tax gains'@ 8 1 5 —_
For the year ended December 31, 2010
Proceeds 160 8 13 —
Net pre-tax gains {lossesyv 153 7 3 {2)
For the year ended December 31, 20038
Proceeds 63 24 37 —
Net pre-tax gains {losses)« 36 24 12 {4)

{a) These gains primarily relate o sales of emission allowances by USFE&G and Commercial Power.
(b} These gains primarily relate to the DukeNet gain as discussed above and sales of emission allowances by USFE&G and Commercial Power. The loss at Duke Energy Indiana relates

primarily to the retirement of certain software assets,

(¢) These gains primadly relate fo sales of emission allowances by USFE&G and Commercial Power. The loss at Duke Energy indiana relates primarily to the sale of NOx,
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Vermillion Generating Station.

In May 2011, Duke Energy Vermillion I, LLC {Duke Energy
Vermillion), an indirect whelly-owned subsidiary of Duke Energy
Ohio, entered into an agreement 10 sell its 75% undivided ownership
interest in the Vermillion Generating Station {Vermillion) to Duke
Energy Indiana and Wabash Valley Power Association (WVPA). After
receiving approvals from the FERC and the IURC on August 12,
2011 and December 28, 2011, respectively, the sale was completed
on January 12, 2012. Upan the closing of the sale, Duke Energy
Indiana and WVPA held 62.5% and 37.5% interests in Vermillicn,
respectively. Duke Energy Chio received proceeds of $68 million and
$14 million from Duke Energy Indiana and WVPA, respectively, As
Duke Erergy indiana s an affiliate of Duke Energy Vermillion the
transaction has been accounted for as a transfer between entities
under common control with no gain or loss recorded and did not
have a significant impact to Duke Energy Ohio or Duke Energy
Indiana's results of cperations. The sale of the proportionate share of
Vermillion to WVPA did not result in a significant gain or 1683, In the
second quarter of 2011, Duke Energy Chio recorded an impairment
charge of $9 million 1o reduce the ¢arrying value of the proporticnate
share of Vermillion to be sold to WVPA to its estimated fair value, The
estimated fair value was determined based on the expected proceeds
10 be received from WVPA less costs to sell. This amount is presented
in Goodwill and cther impairment charges In Duke Energy and Duke
Energy Ohic’s consolidated statements of operations. See Note 5 for
further discussion of the Vermillion transaction.

3. BUSINESS SEGMENTS

Management evaluates segment performance based on
eamings before interest and taxes from continuing operations
{excluding certain allocated corperate governance costs), after
deducting expenses attributable to noncontrolling interests related to
those profits (EBIT). On a segment basis, EBIT excludes discontinued
operations, represents all profits from continuing operations {both
operating and non-operating) before deducting interest and taxes, and
is net of amounts attributable to noncontrolling interests related to
those profits. Segment EBIT includes transactions between reportable
segments, Cash, cash equivalents and short-term investments are
managed centrally by Duke Energy, so the associated interest and
dividend income angd realized and unrealized gains and losses from
foreign cumency transactions on these balances are excluded from
segment EBIT.

Operating segments for each of the Duke Energy Registrants are
determined based on information used by the chief operating decision
maker in deciding how to allecate resources and evaluate the
performance at each of the Duke Energy Registrants. There is no
aggregation within reportable operating segments at any of the Duke
Energy Registrants. Beginning in 2012, the chief operating decision
maker began evaluating segment financial performance and
allocation of resources on a net income basis. In addition, previously
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unallocated corporate costs will be reflected in each segment. The
information presented in the tables below has not been restated to
reflect this change as management used EBIT to evaluate the results
through December 31, 2011.

Duke Energy

Duke Energy has the following reportable operating segments:
U.S. Franchised Electric and Gas (USFE&G), Commercial Power and
International Energy.

USFE&G generates, transmits, distributes and sells electricity in
central and western North Carolina, western South Carolina, central,
north central and scuthern Indiana, and northern Kentucky. USFE&G
also transmits, distributes, and sells electricity in scuthwestern Ohio.
Additionally, USFE&G transports and sells natural gas in
southwestern Ohio and northern Kentucky. It conducts operations
primarily through Duke Energy Carolings, certain regulated portions of
Duke Energy Ohio inciuding Duke Energy Kentucky and Duke Energy
Indiana.

Commercial Power owns, operates and manages power plants
and engages in the wholesale marketing and procurement of eiectric
power, fuel and emission allowances related to these plants, as well
as other contractual positions. Commercial Power also has a retail
sales subsidiary, Duke Energy Retail Sales, LLC {Duke Ernergy Retail),
which is certified by the PUCO as a Competitive Retail Electric
Supplier (CRES) provicer in Ohio. Through Duke Energy Generation
Services, Inc. and its affiliates (DEGS), Commercial Power develcps,
owns and cperates electric generation fer large energy consumers,
municipalities, utilities and industrial faciiities. In addition, DEGS
engages in the development, construction and operation of renewable
energy projects and is also developing transmissicn projects.

Internaticnal Energy principally cperates 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 laternational, LLC and its affiliates and
its activities principally target power generation in Latin America.
Additionally, International Energy cwns a 25% interest in National
Methanol Company (NMC), located in Saudi Arabia, which is a large
regional producer of methanol and methyl tertiary butyl ether (MTBE).
Through December 31, 2009, International Energy had a 25%
ownership interest in Attiki Gas Supply S.A. (Attiki), which is a
natural gas distributor located in Athens, Greece. See Note 13 for
additional informaticn related to the investment in Attiki.

The remainder of Duke Energy’s operations is presented as
Other. While it is not an operating segment, Other primarily includes
cerain unallocated corporate costs, which intlude cerlain costs not
allocable to Duke Energy's reportable business segments, primarily
governance, costs to achieve mergers and divestitures, and costs
asseciated with certain corporate severance pregrams. it also
Includes, Bison Insurance Company Limited (Bison), Duke Energy’s
wholly-owned, captive insurance subsidiary, Duke Energy's 50%
interest in DukeNet and related telecommunications businesses, and
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Duke Energy Trading and Marketing, LLC (DETM), which is 40%
owned by Exxon Mobil Corparation and 60% owned by Duke
Energy. Prior to the sale of a 50% ownership in DukeNet to
investment funds managed by Alinda Capital Partners, LLC

{collectively Alinda) in December 2010, Cther reflected the results of
Duke Energy’'s 100% ownership of DukeNet. See Note 13 for
additiona! information related to DukeNet.

Business Segment Data®@
Segment EBIT/
Consolidated Capital and
Income Investment
from Continuing Expenditures
Unaffiliated  Intersegment Total  Operations before  Depreciation and and Segment
(in milkions} Revenues Revenues  Revenues Income Taxes Amortization  Acquisitions Assetsi
Year Ended December 31, 2011
LS. Franchised Electric and Gas'® $10,586 $ 33 $10619 $2,604 $1,383 $3,717  $47,977
Commercial Powerte 2,480 11 2,491 225 230 492 6,939
International Energy 1,467 — 1,467 679 30 114 4,539
Total reportable segments 14,533 44 14,577 3,508 1,703 4,323 59,455
Other (4) 48 44 (261) 103 141 2,961
Eliminations and reclassifications — (92) (92) — — — 110
Interest expense — — — (859) - - —
Interest income and other™ — —_ — 56 — — —
Add back of noncontrolling interest
cormponent of reportable segment
and Other EBIT — — — 21 —_ —_ —
Total consolidated $14,529 $ — $14,529 $2,465 $1,806 $4,464 $62,526
Year Ended December 31, 2010
LS. Franchised Electric and Gas' $10,563 $ 34 $10,597 $2,966 $1,386 $3,891  $45210
Commercial Powere 2,440 8 2,448 {229) 229 52b 6,704
International Energy 1,204 — 1,204 486 86 181 4310
Tofal reportable segments 14,207 42 14,249 3,223 1,697 4,597 56,224
Otherihig 65 53 118 {255) 89 258 2,845
Eliminations and reclassifications — (95) (85) — — — 21
Interest expense — — — {840 — - —
Interest income and othern — — — 72 — — —
Add back of noncontrolling interest
component of reportable segment
and Other EBIT — — — 10 — — —
Total consolidated $14,272 $ — $14,272 $2,210 $1,786 $4,855 $59,000
Year Ended December 31, 2009
LS. Franchised Electric and Gas'® $ 9,392 $ 41 % 9433 $2.321 $1,290 $3,560 $42,763
Commercial Power® 2,109 2,114 27 206 688 7,345
International Energy 1,158 — 1,158 365 81 128 4,067
Total reportable segments 12,659 46 12,705 2,713 1,677 4,376 54,175
Other 72 56 128 {251) 79 181 2,736
Eliminations and reclassifications — (102} {102) — — — 129
Interest expense - — — (751) — — —
Interest income and othert! — — — 102 — — —
Add back of noncontrolling interest
component of reportable segment
and Other EBIT — — — 18 — — —
Jotal consolidated $12,731 P — 31273 $1.831 $1,626 $4,557  $57,040

(a) Segment results exclude results of entities classified as discentinued operations.
(b Includes assets held for sale and assets of entities in discontinued operations. See Note 13 for description and carrying value of investrnents accounted for under the equity method of

accounting within each segment.

{c) On December 7, 2009 and January 10, 2010, the North Carofina and South Carolina rate case settlement agreements were approved by the NCUC and PSCSC, respectively. Among
other thirgs, the rate case settlements included an annual base rate increase of $315 million in North Carcling o be phased-in primarily aver a two-year period beginning January 1,
2010, and a $74 millicn annual base rate increase in South Caroling effective February 1, 2010, On July 8, 2009, the PUCC approved a $55 million annual increase in rates for
electic delivery serdce. These new rates were effective Juty 13, 2008, Additionally, on December 29, 2003, the KPSC approved a $13 milfion morease in annual base natural gas
rates New rates went into effect January 4, 2010.
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GH

As discussed in Note 4, Duke Energy recorded pre-tax charges of $222 muliion and $44 million during the years ended December 31, 2011 and 2010, respectively related to the

Edwardsport integrated gasification combined cycle {IGCC) plant that is currently under construction,

(e}

As discussed further in Note 12, during the year ended December 31, 2011, Commercial Power recorded a $79 million impairment 1o write-down the carrying value of certain emission

allowances. During the year ended December 31, 2010, Commercial Power recorded impairment charges of $660 million, which consisled of 2 $500 million goodwill impairment
charge associated with the nor-regulated Midwast generating operations and a $160 milion pre-tax charge to write-down the value of certain non-regulated Midwest generating assets
and ermission allowances primarily associated with these generation assets. During the year ended December 31, 2009, Commercial Power recorded impaimment charges of $413
million, which consists of a $371 million goodwill impairment charge associated with the non-reguiated Midwest generation operations and a $42 million pre-tax charge o write-down

the value of certain generating assets in the Midwest to their estimated fair value.

Charlotte, North Caroling (see Note 19),
@
an equity method investment in, Q-Comm Corporation (Q-Comm) (see Note 13)

Other results

During 2010, a $172 million expense was recorded related 10 the 2010 voluntary severance plan and the consolidation of certain corporate office functions from the Midwest to
During 2010, Duke Energy recognized a $139 million pre-tax gain from the sale of a 50% ownershup interest in Dukehist (see Note 2), and a $109 million pre-tax gain from the sale of

Other within Interest income and Other includes foreign currency transaction gains and losses and additional noncontrolling interest amounts not allocated to the repertable segments and

Geographic Data Business Segment Data

Latin Segment EBIT/Consolidated Income
(in millions} U.S.  America®  Consolidated Before Income Taxes
2011 Years Ended December 31,
Consolidated revenues $13,062 $1,467 $14,529 (in millions) 2011 2010 2009
ggr{sg!:dated long-lived assets 45,920 2,612 48,532 Franchised Electrict $1,836 $1,930 $1,545
Consolidated revenues $13,068 $1,204 $14,272 Total reportable segment 1,836 1,930 1,545
Consolidated long-lived assets 42,754 2,733 45487  Other® (180) (296) (143)
2003 Interest expense {360} {362) {330}
Consolidated revenues $11573  $1,158 $12,731  Interest income 10 23 7
Consolidated long-lived assets 41,043 2,561 43,604 Total consolidated $1,306 $1,295 $1.079

ta) Change in amounts of long-lived assets in Latin America is primarily due o foreign
currency ranslation adjustments on property, plant and equipment and other long-
lived asset balances.

Duke Energy Carolinas

Duke Energy Carclinas has one reportable operating segment,
Franchised Electric, which generates, transmits, distributes and sells
electricity and conducts operations through Duke Energy Carclinas,
which consists of the regulated electric utility business in central and
western North Carcling and western South Carolina.

The remainder of Duke Energy Carclinas’ operations is
presented as Other, While it is not considered an operating segment,
Other primarily includes certain corporate governance costs allocated
by its parent, Duke Energy (see Note 13).

At December 31, 2011, 2010, and 2009, ail of Duke Energy
Carolinas' assets are owned by the Franchised Electric operating
segment. For the years ended December 31, 2011, 2010, and
2009 all revenues, expenses, and capital and acquisition
expenditures are from the Franchised Electric operating segment.
There were no intersegment revenues for the years ended
December 31, 2011, 2010, and 2009. All of Duke Energy
Carclinas’ revenues are generated domestically and its long-lived
assets are all in the U.S.
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{a) On December 7, 2009 and January 10, 2010, the North Carolina and South Carolina
rate case settlement agreements were approved by the NCUC and PSCSC, respectively
Among cther things, the rate case settlements included an annual base rate increase of
$315 million in North Carolina to be phased-in primarily over a two-year period
beginning January 1, 2010 and a $74 million annual base rate increase in South
Carclina effective February 1, 2010Q.

During 2010, a $99 million expense was recorded related 1o the 2010 voluntary
severance plan (see Note 19)

Duke Energy Ohio

Duke Energy Ohio has two reportable operating segments,
Franchised Electric and Gas and Commercial Power.

Franchised Electric and Gas transmits, distributes, and sells
electricity in southwestern Ohio and generates, transmits, distributes,
and sells electricity in northern Kentucky. Franchised Electric and Gas
also transports and sells natural gas in southwestern Ohio and
northern Kentucky. It conducts operations primarily through Duke
Energy Ohio and its wholly-owned subsidiary Duke Energy Kentucky.

Commercial Power owns, operates and manages power plants
and engages in the wholesale marketing and pracurement of electric
power, fuel and emission allowances related to these plants, as well
as other contractual positions. Duke Energy Ohio's Commercial
Power reportable operating segment does not include the operations
of DEGS or Duke Energy Retail, which is included in the Commercial
Power reportable operating segment at Duke Energy.

The remainder of Duke Energy Ohio's operations is presented as
Other, While it is net considered an cperating segment, Other
primarily includes certain governance costs allocated by its parent,
Duke Energy (see Note 13). All of Duke Energy Ohio's revenues are
generated domestically and its long-lived assets are all in the U.S.
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Business Segment Data
Segment EBIT/
Consolidated
(Loss) Income
Unaffiliated Before  Depreciation and Capital Segment
Revenues@  Income Taxes Amortization  Expenditures Assets
Year Ended December 31, 2011
Franchised Electric and Gas $1,474 $ 327 $168 $375 % 6,293
Commercial Powert? 1,707 133 167 124 4,740
Total reportable segments 3,181 460 335 499 11,033
Other - (80) - — 259
Eliminations and reclassifications — — — — {353)
Interest expense — (104) — — -
Interest income and other — 14 — — —
Total consolidated $3,181 $ 290 $335 $499 $10,939
Year Ended Decernber 31, 2010
Franchised Electric and Gaste® $1,623 $ 137 $226 $383 % 6,258
Commercial Powerteid 1,706 (262) 174 93 4,821
Total repontable segments 3,329 (125) 400 446 11,079
Othert? — (93) — — 192
Eliminations and reclassifications — — —_ — {(247)
Interest expense — (109) — — —
Interest \Income and other — 18 — — —
Total consolidated $3,329 $(309) $400 $446  $11,024
Year Ended December 31, 2009
Franchised Electric and Gas'® $1,578 $ 283 $205 $294 % 6,091
Commercial Powert® 1,810 (352) 179 139 5,489
Total reportable segments 3,338 (69) 384 433 11,580
Other (64) — — 4
Eliminations and reclassifications — — — (73)
Interest expense — (117) — — —
Interest income and cther — 10 — — —
Total consolidated $3,338 $(240) $384 $433 $11,511

ta) There was an insignificant amaount of intersegment revenues for the years ended December 31, 2011, 2010 and 2009

t0) Dunng 2010, a $24 million expense was recorded related to the 2010 voluntary severance and the consohidation of cenain corporate office functions from the Midwest to Chariotte,
North Carolina (see hote 19).

{c) On July 8, 2008, the PUCO approved a $55 mitlion annual increase in rates for electric delivery service. These new rates were effective July 13, 2009, Additionally, on December 29,
2000, the KPSC approved a $13 million increase in annual base nalural gas rates. New rates went into effect January 4, 2010.

{d) In the second guarter of 2010, Franchised Electric and Gas recorded an impairment charge of $216 million related to the Chio Transmission and Distribution reporting unit. This
impairment charge was not appiicable to Duke Energy as this reporting unit has a lower carrying value at Duke Energy. See Note 12 for additional information

te) Asdiscussed in Note 12, during the vear ended December 31, 2010, Commercial Power recorded impairment charges of $621 million, which consisted of & $461 million goodwill
impairment charge asscciated with the non-regulated Midwest generation operations and a $160 million charge to write-down the value of cerain non-regulated Midwest generating
assets and emission allowances primarily associated with these generation assets. During the year ended December 31, 2009, Commercial Power recorded impairment charges of $769
millicn, which consisted of a $727 million goodwill impairment charge associated with the non-regulated Midwest generation operations and a $42 million charge to write-down the
value of certain generating assets in the Midwest to their estimated fair value.

1) Duke Energy Ohio earned approximately 24% and 13% of its consolidated operating revenues from PJM Interconnection, LLC (PJM)Y in 2011 and 2010, respectively. These revenues
relate 1o the sale of capacity and electricity from Commercial Power's gas-fired non-regulated generation assets. In 2009 no single counterpary contributed 10% or more of consolidated
operating revenge,
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Duke Energy Indiana

4. REGULATORY MATTERS

Duke Energy Indiana has one reportable operating segment,
Franchised Electric, which generates, transmits, distributes and sells
electricity and conducts cperations through Duke Energy Indiana,
which consists of the regulated electric utility business in central,
nerth central, and southern Indiana.

The remainder of Duke Energy Indiana’s operations is presented
as Other. While it is not considered an operating segment, Other
primarily includes certain governance costs allocated by its parent,
Duke Energy (see Note 13).

At December 31, 2011, 2010, and 2009, all of Duke Energy
Indiana's assets are owned by the Franchised Electric operating
segment. For the years ended December 31, 2011, 20106, and
2009 ali reveriues, expenses, and capital and acquisition
expenditures are from the Franchised Electric operating segment.
There were ng intersegment revenues for the years ended
Decernber 31, 2011, 2010, and 20C9. All of Duke Energy Indiana's
revenues are generated domestically and its long-lived assets are in
the U.S.

Business Segment Data
Segment EBiT/Consolidated Income
Before Income Taxes
Years Ended December 31,

(in millions) 2011 2010 2009
Franchised Electrict® $424 $ 650 $ 494

Total reportable segment 424 650 494
Other (59) {87) (46)
Interest expense (137) {135) (144)
Interest income 14 13 13

Totzl consolidated $ 242 $ 441 % 317

{a) Asdiscussed in Note 4, Duke Energy Indiana recorded pre-tax charges of $222 million
and $44 million during the years ended December 31, 2011 and 2010, respectively,
related to the Edwardsport IGCC plant that is currently under construction,
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Regulatory Assets and Liabilities.

As of December 31, 2011 and 2010, the substantial majority
of USFE&G's operations applied regulatory accounting treatment.
From 2009 through 2011, certain porticns of Commercial Power's
operations applied regulatory accounting treatment; however,
effective November 2011, as a result of the new Electric Security
Plan (ESP), regulatory accounting treatment will no longer be applied.
Accordingly, these businesses record assets and liabilities that result
from the regulated ratemaking process that would not be recorded
under GAAP for non-regulated entities. See Note 1 for further
information.
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Duke Energy Registrants’ Regulatory Assets and Liabilities:

As of December 31, 2011
Duke Duke Energy Duke Energy Duke Energy  Recovery/Refund

(in milfions) Energy Carclinas Ohio Indiana Period Ends®
Regulatory Assets®@!

Vacation accrual $ 150 $ 70 $ 7 $ 13 2012
Under-recovery of fuel costs 38 —_ 10 28 2012
Hedge costs and other deferrals 4 3 1 —_ 2012
Post-in-service carrying costs and deferred operating expensefe! 31 28 — 3 2012
Over-distribution of Bulk Power Marketing sharing 41 41 — — 2012
Demand side management costs (DSM costs)/Energy Efficiency 43 25 — 18 2012
Regional Transmission Organization {RTO) costst™ 17 5 — 12 2012
SmartGrid 9 — 9 —_ 2012
Gasification services agreement buyout costs 25 — — 25 2012
Other 16 — 1 15 2012
Total Current Regulatory Assetsid 374 172 28 114

Net regulatory asset related to income taxes'® 892 668 77 147 t
Accrued pension and post-retirerment 1,726 734 212 314 L
ARO costs 191 191 - - 2043
Gasification services agreement buyout costs 88 — — 88 2018
Deferred debt expense®® 122 98 8 16 2041
Post-in-service carrying costs and deferred operating expenset® 119 31 16 72 {n
Under-recovery of fuel costs 13 13 — — 2013
Hedge costs and other deferrals 166 9 8 67 b}
Storm cost deferrals 18 — 18 — b}
Manufactured gas plant environmental costs 69 — 69 —_ {b)
Smart Grid 32 — 32 — b
Gallagher Units 1 & 3 73 - —_ 73 )
RTG costsim 80 13 74 — b
DSM costs/Energy Efficiency 38 38 — —_ B
Other 45 17 6 21 {b)
Total Non-Current Regulatory Assets 3,672 1,894 520 798

Total Regulatory Assets $4,046 $2,066 $548 $912

Regulatory Liabilities'

Nuclear property and insurance resernves $ 2 $ 2 $ — $ — 2012
DSM costs? 41 41 - - 2012
Gas purchase costs 20 — 20 — 2012
Qver-recovery of fuel costs® 6 6 — — 2012
Other 18 13 2 3 2012
Total Current Regulatory Liabilities® 87 62 22 3

Removal costs® 2,586 1,770 230 590 0]
Nuclear property and liability reserves 86 86 — —_ 2043
DSM costsEnergy Efficiency 27 10 17 - o
Accrued pension and other post-retirernent benefits 117 — 19 70 (b}
Commadity contract termination settlement 23 — — 23 2014
Injuries and damages reserve® 38 38 — — o
Hedge costs and other defarralst 12 —_ — — 2016
Other 30 24 7 —_ o}
Total Non-Current Regulatory Lizhilities 2,919 1,928 273 683

Total Regulatory Liabiiities $3,006 $1,990 $295 $686 3
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As of December 31, 2010

Duke Duke Energy Duke Energy Duke Energy  Recovery/Refund
{in millions}) Energy Carolinas Ohio Indiana Period Ends™
Regulatory Assetsia)
Vacation accrual $ 146 $ 67 § 8 $ 13 2011
Under-recovery of fuel costs 31 — 12 19 2011
Post-in-service carrying costs and deferred operating expenselt 28 28 — — 2011
Over-gistribution of Bulk Power Marketing sharing 35 35 — — 2011
Other 15 6 — 9 2011
Total Current Regulatory Assets® 255 136 20 41
Net regulatory asset related to income taxes® 780 601 78 101 th
Accrued pension and post-retirement 1616 680 211 316 o
ARO costs 133 133 — — 2043
Regulatory transition charges (RTC) 3 — 3 — 2011
Gasification services agreement buyout costs 129 — — 129 2018
Deferred debt expense’® 138 108 9 21 2040
Post-in-sevice camying costs and deferred operating expense 103 11 11 31 wh
Under-recovery of fuel costs 21 20 1 — 2012
Hedge costs and other deferrals 6 -— 6 — o
Stom cost defercals 33 — 21 12 e
Manufactured gas plant environmental costs 60 — 60 — t
Smart Grig 28 — 28 — o
RTO costgem™ Vi — 7 — o}
Other 78 23 5 50 ®
Total Non-Current Regulatory Assets 3,135 1,576 440 710
Total Regulatory Assets $2,3%0 $1,712 $460 $751
Regulatory Liabilitiega!
Nuclear property and insurance reserves $ 52 $ 52 $ — $ — 2011
DSM costs® 38 38 — — R
Gas purchase costs 25 — 25 — 2011
Qver-recovery of fuel costs® 155 152 3 — 2011
Qther 9 5 2 2 o
Total Current Regulatory Liabilities® 279 247 30 2
Removal costs® 2,465 1,684 220 565 o
Nuclear property and fiability reserves B9 89 — — 2043
DSM costs® 57 52 5 — 0
Accrued pension and other post-retirement benefits 88 — 20 ™
Commodity contract fermination seftiement 28 — — 2014
Injuries and damages reserve'®! 38 38 — wh
Hedge costs and other deferralste! 75 60 1 — 2042
Qther 36 17 19 — o
Total Non-Current Regulatory Liabilities 2876 1,940 265 651
Total Regulatory Liabilities $3.155 $2.187 $295 $653

ta) Al regulatory assets and liabilities are excluged from rate base unless otherwise noted.
{b)  Recovery/Refund period vanes for these items with scme currently unknown.

{c) Duke Energy Carolinas is allowed to eam a return on the North Carolina portion of the outstanding balance. Duke Energy Carolinas does not eam a return on the South Carolina portion

during the refund period.

(dy Included in Other within Current Assets on the Consclidated Balance Sheets.

(e} Included in rate base.

(ff Duke Energy Carolinas is required to pay interest on the outstanding balance.
(g) Ingluded in Other within Gurrent Liabilities and on the Consolidated Balance Sheets.

{n) Recovery 1s over the Iife of the assoriated asset

(i} Incurred costs were deferred and arg being recovered in rates. Duke Energy Carolinas i$ currently over-recovered for these costs in the South Carolina jurisdiction. For 2011 and 2010,
expected refund period is three years and two years, respectively, but is dependent on volume of saies.

() Liability is extinguished over the lives of the associated assets.

(K1 Represents tne Yatest retovery pesod acioss all jurisdictions in which the Duke Energy Registrants operate. Regutatory asset and Yiabidity batances may e collected of 1etunded soones

than the indicated date in certain jurisdictions,

() Duke Energy Carolinas amounts are excluded from rate base. Duke Energy Ohio amounts are included in rate base. At Duke Energy Indiana, some amounts are included and some are

excluded from rate base.

(m
System Qperator, Inc. (Midwest 1S0).
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Duke Energy Carolinas RTO costs reflect those from GrdSouth, while those from Duke Energy Chio and Duke Energy Indiana are related to the Midwest Independent Transmission
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Restrictions on the Ability of Certain Subsidiaries to Make
Dividends, Advantes and Loans to Duke Energy.

As a condition to the Duke Energy and Cinergy Comp. (Cinergy)
merger approval, the PUCQ, the KPSC, the PSCSC, the IURC and the
NCUC imposed conditions {the Merger Conditions) on the ability of
Duke Energy Carclinas, Duke Energy Ohio, Duke Energy Kentucky
and Duke Energy Indiana to transfer funds to Duke Energy through
loans or advances, as well as restricted amounts available to pay
dividends to Duke Energy. Duke Energy’s public utility subsidiaries
may not transfer funds to the parent through intercompany loans or
advances; however, certain subsidiaries may transfer funds to the
parent by obtaining approval of the respective state regulatory
commissions. Additionally, the Merger Conditions imposed the
foliowing restrictions on the ability of the public utility subsidiaries to
pay cash dividends:

Duke Energy Carofinas. Under the Merger Conditions, Duke
Energy Carclinas must limit cumulative distributions to Duke Energy
subsequent to the merger to (i} the amount of retained eamings on
the day prior to the closing of the merger, plus (i) any future eamings
recorded by Duke Energy Carolinas subsequent o the merger.

Duke Energy Ohio. Under the Merger Conditions, Duke Energy
Ohic will not declare and pay dividends out of capital or unearned
surplus without the prior authorization of the PUCO. In September
2009, the PUCQ approved Duke Energy Ohio's reguest to pay
dividends out of paid-in capital up to the ameunt of the pre-merger
retained earnings and ta maintain a minimum of 30% equity in its
capital structure. in November 2011, the FERC approved, with
conditions, Duke Energy Ohio's request to pay dividends frem its
equity accounts that are reflective of the amount that it would have in
its retained earnings account had push-down accounting for the
Cinergy merger nct been applied to Duke Energy Chio's balance
sheet. The conditions include a cornmitment from Duke Energy Ohio
that equity, adjusted to remave the impacts of push-down
accounting, will not fall below 30% of total capital, In January 2012,
the PUCQ issued an arder approving the payment of dividends in a
manner consistent with the method appraved in the November 2011
FERC order. Under the Merger Conditions, Duke Energy Kentucky is
required to pay dividends solely out of retained earnings and to
maintain a minimum of 35% equity in its capital structure.

Duke Energy Indiana. Under the Merger Conditions, Duke
Erergy Indiana shall limit cumulative distributions paid subsequent to
the merger to {i) the amount of retzined eamings on the day price to
the closing of the merger plus {ii) any future eamings recorded by
Duke Energy Indiana subseguent to the merger. In addition, Duke
Energy Indiana will nat declare and pay dividands out of capital or
unearned surplus without prior authorization of the IURC.

Additionally, certain other subsidiaries of Duke Energy have
restrictions on their ability to dividend, loan or advance funds to Duke
Energy due to specific legal or regulatory restrictions, including, but
not limited to, minimum working capital and tangible net worth
requirements.
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The foilowing table includes information regarding the
Subsidiary Registrants and other Duke Energy subsidiaries’ restricted
net assets at December 31, 2011.

Total
Duke Cuke Duke Cuke
Energy  Energy  Energy Energy
{in billions} Carolinas  Ohigd  Indiana  Subsidiaries
Amounts that may not
be transferred to
Duke Energy without
appropriate approval
based on above
mentioned Merger
Conditions $3.3 $3.9 $1.3 $8.6

{a} As of December 31, 2011, the equity balance available for payment of dividends,
tased on tne FERC and PUCO order distussed above, was $1.2 Dilhon.

Rate Related Information.

The NCUC, PSCSC, IURC, PUCQ and KPSC approve rates for
refail electric and gas services within their states. Non-regulated
sellers of gas and electric generation are alsc allowed to operate in
Ohig once certified by the PUCQ. The FERC approves rates for
electric sales to wholesale custorners served under cost-based rates,
as well as sales of transmission service.

Duke Energy Ohio Standard Service Offer (S50).

Chio law provides the PUCO autherity to approve an electric
utility's generation SSO. A S50 may include an ESP, which would
allow for the pricing structures used by Duke Energy Chio from 2004
through 2G11, cr a Market Rate Offer (MRC), in which pricing is
determined through a competitive bidding pracess. On November 15,
2010, Duke Eniergy Ohio filed for approval of an SS0 to replace the
then existing ESP that expired on December 31, 2011. The filing
requested approval of a MRO. On February 23, 2011, the PUCO
stated that Duke Energy Chio did not file an application for a five-year
MRO as required under Chio statute. On June 20, 2011, Duke
Energy Chio filed an application with the PUCQO for approval of an
ESP for its customers beginning January 1, 2012, with rates in effect
through May 31, 2021.

The PUCO approved Duke Energy Ohio's new ESP on
Novernber 22, 2011. The ESP includes competitive auctions for
electricity supply for a term of January 1, 2012 through May 31,
2015, The ESP also includes a provisicn for a non-bypassable
stability charge of $110 million per year to be collected from
January 1, 2012 through December 31, 2014 and requires Duke
Erergy Chio 1o transfer its generation assets 10 a non-regulated
affiliate on or before December 31, 2014. Duke Energy Ohio
conducted initial auctions on December 14, 2011 to serve SS0
custermers effective January 1, 2012. New rates for Duke Energy
Ohio went into effect for SSO customers on January 1, 2012. On
January 18, 2012, the PUCO denied a request for rehearing of its
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decision on Duke Energy Ohig’s £5P filed by Columbus Southern
Power and Ohic Power Company.

The ESP effectively separates the generation of electricity from
Cuke Energy Ohia's retall load obligation. As a result Duke Energy
Ohio's ganeration assets no lenger serve retail load customers or
receive negotiated pricing under the ESP. The generation assets
hegan dispatching all of their electricity into ynregulated markets in
January 2012. Duke Energy Chio’s retail load obligation is satisfied
through competitive auctions, the casts of which are recovered from
customers. As a result, Duke Energy Ohio earns margin an the
transmission and distribution of electricity only and not on the cost of
the underlying energy.

Duke Energy Carolinas North Carolina Rate Case.

On July 1, 2011, Duke Energy Carolinas filed 2 rate case with
the NCUC to request an average 15% increase in retail revenues, or
anproximately $646 million, with a rate of return on equity of
11.5%. The increase is designed to recover the cost of the ongoing
generation flect modernization program, environmental compliance
and other capital investments made since 2009,

On November 22, 2011, Duke Energy Carolinas entered into a
settlernent agreement with the North Carolina Utilities Public Staff
{Public Staff). The terms of the agreement include an average 7.2%
increase in retail revenues, or approximately $309 million beginning
in February 2012, The proposed settiement includes a 10.5% retuin
on equity and a capital structure of 53% equity and 47 % long-term
dabt, In order to mitigate the impact of the increase on customers, the
agreement provides for (i) Duke Energy to waive its right to ingrease
the amount of construction work in progress in rate base for any
expenditures associated with Cliffside Unit 6 above the North
Carolina retail portion included in the 2009 North Carolina Rate
Case, (ii) the accelerated return of certain regulatory liabilities, related
o accumulated EPA sulfur dioxide auction procesds, 1o customers,
which lowered the total impact to customer bills to an increase of
approximately 7.2% in the near-terrn; and (iii) a one-time $11
million sharehalder antribution to agencies that provide energy
assistance to low income customers, In exchange for waiving the
right to increase the amount of construction work in process for
Cliffside Unit 6, Duke Energy will continue to capitalize AFUDC on all
expenditures associated with Cliffside Unit 6 not included in rate base
as a 1esult of the 2009 North Carglina Rate Case.

The NCUC approved the settlement agreement in full by order
dated January 27, 2012,

Duke Energy Carolinas South Carolina Rate Case,

On August 5, 2011, Duke Energy Carolinas filed a rate case
with the PSCSC to request an average 15% increase in refail
Tevenues, or approximately $216 million, with a rate of return on
equity of 11.5%. The increase is designed to recover the cost of the
ongoing generation fleet modemization program, environmental
compliance and other capital investments made since 2002,
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QOn December 7, 2011, Duke Energy Carolinas filed a revised
seftlernent agreement with the Cffice of Regulatory Staff (ORS),
Wal-Mart Stores East, LP (“Wal-Mart"), and Sam's East, Inc
(“Sam's"}. The Commission of Public Warks for the city of
Spartanburg, 5.C. and the Spartanburg Sanitary Sewer District were
not parties 1o the agreement; however, did not object fo the
agreemenit. The terms of the agreement include an average 5.98%
increase in retail and commercial revenues, or approximately $93
mitlion beginning February 6, 2012, The proposed settternent
includes a 10.5% return on equity, a capital structure of 53% equity
and 47% long-term debt, and a one-time contribution of $4 million
to Advance SC.

The PSCSC approved the settlement agreement in full by order
dated January 25, 2012.

Duke Energy Indiana Energy Efficiency.

On Septernber 28, 2010, Duke Energy Indiana filed a petition
for new energy efficiency programs to enable meeting the IURC's
energy efficiency mandates. Duke Energy Indiana’s proposal requests
recovery of costs through a rider including lost revenues and
incentives for “core plus” energy efficiency programs and lost
revenues and cost recovery for “core” energy efficiency programs. The
hearing occurred irs July 2011 and an order is expected in the first
quarter of 2012.

Duke Energy Indiana Storm Cost Deferrals.

On July 14, 2010, the IURC approved Duke Energy Indiana's
deferral of $12 million of retail jurisdictional storm expense until the
next retail rate proceeding. This amount represents a portion of costs
assoCiated with a January 27, 2009 ice storm, which damaged
Cuke Energy Indiana’s distribution system, On August 12, 2010, the
Indiana Office of Lhility Consumer Counselor (QUCC) filed a notice of
appeal with the IURC. On December 7, 2010, the IURC issued an
order reopening this proceeding for review in consideration of the
evidence presented as a result of an internal audit performed as part
of an [URC investigation of Duke Energy Indiana's hiring of an
attorney from the iURC staff which resulted in the JURC's termination
of the employment of the Chairman of the JURC. The audit did nct
find that the order conflicted with the staff report; however, it did note
that the staff report offered no specific recommendation to either
approve of deny the requested refief, and 1hat the original order was
appealed. The IURC set a new procedural schedule 10 take
supplemental testimony and an evidentiary hearing was held in June
2011. Gn October 19, 2011, the WWRC issued an order denying
Duke Energy Indiana the right to defer the storm expense discussed
above. In November 2011, Duke Energy Indiana submitted notice of
its intent to appeal the IURE order to the Indiana Court of Appeals.

Duke Energy Ohio Storm Cost Recovery.

Cn December 11, 2009, Duke Energy Ohio filed an application
with the PUCO to recover Hurricane Ike storm restoration costs of
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$31 million through a discrete rider, The PUCC granted the request
to defer the costs associated with the storm recovery; however, they
funther ordered Duke Energy Ohio to fite & separate aclion pursuant o
which the actual amount of recovery would be determined. On
danuary 11, 2011, the PUCO approved recovery of $14 million plus
carrying costs which wil! be spread over a three-year period. Duke
Energy Ohia filed an application far rehearing on February 10, 2011,
as did the consumer advocate, the office of the Ohio Consumers’
Council (OCC). On March 9, 2011, the PUCO denied the rehearing
reguests of Duke Energy Chig and the OCC. Duke Energy Ohio filed a
notice of appea! with the Ohio Supreme Court on May 6, 2011 and
briefs have been filed by Duke Energy Chio and the PUCO. Cral
arguments were held on February 7, 2012, A decision by the Ohio
Supreme Court is forthcoming.

Capital Expansion Projects.

Overview.

USFE&G is engaged in planning efforts to mest projected load
growth in its service territories. Capacity additions may include new
nuclear, 1GCC, coal facitities of gasfired generation units. Because of
the long lead times required to develop such assets, USFE&G is
taking steps now to ensure those options are available,

Duke Energy Carolinas William States Lee I} Nuclear Station.

In December 2007, Duke Energy Carolinas filed an application
with the NRC, which has been docketed for review, for a combined
Construction and Operating License (COL) for two Westinghouse
AP1000 {advenced passive) reactors for the proposed Witliam States
Lee Il Nuclear Station (Lee Nuclear Station) at a site in Cherokee
County, South Carolina. Each reactor is capabe of producing 1,117
MW, Submitting the COL application does not commit Duke Energy
Carglinas te build nuclear units. Through several separate grders, the
NCUC and PSCSC have allowed Duke Energy to incur project
development and pre-construction costs for the project through
June 30, 2012, and up to an aggregate maximum amount of $350
million.

As a condition to the approval of continued development of the
project, Duke Energy Carolinas shall provide certain monthly reports
to the PSCSC and the ORS. Duke Energy Carclinas has alse agreed to
provide a monthly report to certain parties on the progress of
regotiations to acquire an interest in the V.C, Summer Nuclear
Station (refer to discussion below) expansion being developed by
South Carolina Public Service Authority {Santee Cooper) and South
Carolina Electric & Gas Company {SCE&G). Any changs in ownership
imerest, output allocaticn, sharing of costs or control ard any future
option agreements conceming Lee Nuciear Station shall be subject to
prior approval of the PSCSC.

The NRC review of the COL application continues and the
estimated receipt of the COL is in mid 2013. Duke Energy Caralinas
filed with the Department of Energy (DOE) for a federal lcan

guarantee, which has the potential o significantly lower financing
costs associated with the proposed Lee Nuclear Statien; however, it
was not amang the four projects selected by the DOE for the final
phase of due diligence for the federal lnan 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 Lee Nuclear
Station by issuing options to purchase an ownership interest in the
plant. In the first quarter of 2011, Duke Energy Carolinas gntered into
an agreement with JEA that provides JEA with an option to purchase
up to a 20% undivided ownership interest in Lee Nuclear Statign.
JEA has 90 days following Duke Energy Carolinas' receipt of the COL
to exercise the optien.

Duke Energy Carolinas V.C. Summer Nuclear Station Letter of
Intent,

In July 2011, Duke Energy Carolinas signed a letter of intent
with Santee Cooper related to the potential acquisition by Duke
Energy Caralinas of a five percent to ten percent ownership interest in
the V.C. Summer Nuclear Station being developed by Santee Cooper
and SCE&G near Jenkinsville, South Caraolina. The letter of intent
provides a patn for Duke Energy Carolinas to conduct the necessary
due diligence to determine if future participation in this project is
beneficial for its customers.

Duke Energy Carolinas Cliffside Unit 6.

Cn March 21, 2007, the NCUC issued an order allowing Duke
Energy Caralinas to build an 800 MW coal-fired unit. Following final
equipment selection and the completion of detailed engineering,
Cliffside Unit 6 is expected to have a net output of 825 MW, On
January 31, 2008, Duke Energy Carolinas filed its updated cost
estimate of $1.8 billion (excluding AFUDC of $600 million) for the
approved new Chiffside Unit 6. In March 2010, Duke Energy
Carolinas filed an update to the cost estimate of $1.8 billion
(excluding AFLDC) with the NCUC where it reduced the estimated
AFUIDC financing costs to $400 miliion as a result of the December
2009 rate case settlement with the NCUC that allowed the inclusion
of construction work in progress in rate base prospectively. Duke
Energy Carolinas believes that the overall cost of Cliffside Unit 6 will
be reduced by $125 million in federal advanced clean coal tax
credits, as discussed in Note 5. Cliffside Unit 6 is expected to begin
operation by the end of 2012, Also, see Note 5 for information
related to the Cliffside Unit & air permit.

Duke Energy Carolinas Dan River and Buck Combined Cycle
Facilities.

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

In November 2011, Duke Energy Carolinas placed its 620 MW
Buck combined cycle natural gas-fired generation facility in service.
This is the first of Duke Energy’s key modernization projects to be
commissioned. The Dan River project is expected to begin operation
by the end of 2012, Based on the most updated cost estimates, total
costs (including AFUDC) for the Buck and Dan River projects are
$700 million and $716 million, respactively.

Duke Energy Indiana Edwardsport {GCC Plant.

On September 7, 2006, Duke Energy Indiana and Southern
Indiana Gas and Electric Company d/t/a Vectren Energy Delivery of
indiara (Vectren) filed @ joint petition with the IURC seeking a CPCN
for the construction ¢f a 618 MW IGCC power plant at Duke Energy
Indiana’s Edwardsport Generating Station in Knox County, Indiana.
The facitity was initially estimated o cost approximately $1.985
billion {inclucing $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 preject, On November 20, 2007, the IURC
issued an order granting Duke Energy Indiana a CPCN for the
proposed 1GCC project, approved 1he cost estimate of $1.985 billion
and approved the timely recovery of costs related to the project. On
January 25, 2008, Duke Energy Indiana received the final air permit
from the Indiana Department of Envirenmental Management. The
Citizens Action Coalition of Indiana, Inc. {CAC), Sierra Club, Inc.,
Save the Valley, Inc., and Valley Watch, Inc., all intervenars in the
CPCN proceeding, have appealed the air permit.

On May 1, 2008, Duke Energy Indiana filed its first semi-
annual IGCC rider and ongoing review proceeding with the IURC as
reguired under the CPCN order issued by the IURC. In its filing, Duke
Energy Indiana requested approval of a new cost estimate for the
IGCC project of $2.35 billion (including $125 million of AFUDC) and
for approval of plans to study carbon capture as reguired by the
[URC’s CPCN order. On January 7, 2009, the IURC approved Duke
Energy Indiana’s request, including the new cost estmate of $2.35
billion, and cost recovery associated with a study on carbon capture.,
On November 3, 2008 and May 1, 2009, Duke Energy Indiana filed
its second and third semi-annual J\GCGC riders, respectively, both of
which were approved by the IURC in full,

On November 24, 2009, Duke Energy Indiana filed a petition
for its fourth semi-annual IGCC ricler and ongoing review proceeding
with the IURC. As Duke Energy Indiana experienced design
modifications, quantity increases and scope growth above what was
anticipated from the preliminary engineering design, capital costs to
the IGCC project were anticipated to increase. Duke Energy Indiana
forecasted that the additional capital cost items would use the
remaining contingency and escalation amounts in the current $2.35
bition cost estimate and add $150 million, excluding the impact

associated with the need to add more contingency. Ouke Energy
Indiana did not request approval of an increased cost estimate in the
fourth semi-annual update proceeding; rather, Duke Energy indiana
requested, and the IURC approved, a subdocket proceeding in which
Duke Energy Indiana would present additional evidence regarding an
updated estimated cost for the IGCC project and in which a more
comprehensive review of the IGCC project could occur. The
evidentiary hearing for the fourth semi-annual update proceeding was
held April 6, 2010, and an interim order was received on July 28,
2010. The order approves the implementation of an updated IGCC
rider to recover costs incurred through September 30, 2009, effective
immediately. The approvals are on an interim basis pending the
outcome of the sub-docket proceeding invelving the revised cost
estimate as discussed further below.

On April 16, 2010, Duke Energy Indiana filed a revised cost
estimate for the IGCC project reflecting an estimated cost increase of
$530 million. Duke Energy Indiana requested approval of the revised
cost estimate of $2.88 billion (including $160 million of AFUDC), and
for continuation of the existing cost recovery treatment. A major driver of
the cost increase included quantity increases and design changes,
which impacted the scope, prociuctivity and schedule of the IGCC
project. On September 17, 2010, an agreement was reached with the
QUCC, Duke Energy Indiana Industrial Group and Nucer Steel —
Indiana to increase the authorized cost estimate of $2.35 billion to
$2.76 hillion, and to cap the project's costs that could be passed on to
custormners at $2.975 billion. Any construction cost amounts above
$2.76 killicn would be subject to a prudance review similar to most
other rate base investments in Duke Energy Indiana’s next general rate
increase request before the IURC. Duke Energy Indiana agreed to
accept a 150 basis point reduction in the equity retum for any project
construction costs greater than $2.35 billion, Additicnally, 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 othenwise be required and to forego a deferred tax
incentive related to the IGCC project. As a result of the settlement, Duke
Energy Indiana recorded a pre-tax charge to eamings of approximately
$44 million in the third quarter of 201D to reflect the impact of the
recuction in the retum on equity. The charge is recorded in Goodwill
and other impairment charges on Duke Energy's Consolidated
Statement of Operations. This charge is recorded in mpairment charges
on Duke Energy Indiana’s Consolidated Statements of Operations. Due
to the IURC investigation discussed below, the JURC convened a
technical conference on November 3, 2010 related 1o the continuing
need for the Edwardsport IGCC facility. On December 9, 2010, the
parties to the settlement withdrew the seftlement agreement to provide
an opportunity to assess whether and o what extent the setlement
agreement remained a reasonable allocation of risks and rewards and
whether modifications to the seftlement agreement were appropriate.
Management determined that the approximate $44 millien charge
discussed above was not impacted by the withdrawal of the settiernent
agreament.
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During 2010, Duke Energy Indiana filed petitions for its fitth and
sixth semi-annual IGCC riders. Evidentiary hearings are set for
April 24, 2012 and April 25, 2012, respectively.

The CAC, Sierra Club, Inc., Save the Valley, Inc., and Valley
Watch, Inc. filed metions for two subdocket proceedings alleging
improper comrmunications, undue influence, fraud, concealment and
gross mismanagement, and a request for field hearing in this
proceeding. Duke Energy Indiana opposed the requests. On
February 25, 2011, the YURC issued an order which denied the
request for a subdocket to investigate the allegations of improper
communications and undue influence at this time, finding there were
other agencies better suited for such investigation. The IURC also
found that allegations of fraud, concealment and gross
mismanagement related to the IGCC project shouid be heard in a
Phase 1) proceeding of the cost estimate subdocket and set
evidentiary hearings on both Phase ) {cost estimate increase) and
Phase li beginning in August 201 1. After procedural delays, hearings
began on Phase | on October 26, 2011 and on Phase 11 on
Novernber 21, 2011,

On March 10, 2011, Duke Energy Indiana filed testimony with
the IURC proposing a framework designed to mitigate customer rate
impacts associated with the Edwardsport IGCC project. Duke Energy
indiana's filing proposed a cap on the project's canstruction costs,
(excluding financing costs), which can be recovered threugh rates at
$2.72 billion. It also proposed rate-related adjustments that will lower
the overall customer rate increase retated o the project from an
average of 19% to approximately 16%. The proposal is subject to the
approval of the IURC in the Phase | hearings.

On November 30, 2011, Duke Energy Indiana filed a petition
with the IURC in connection with its eighth semi-annual rider request
for the Edwardsport IGCC project. Evidentiary hearings for the seventh
and eight semi-anniual rider requests are scheduled for August 6-7,
2012.

On June 27, 2011, Duke Energy Indiana filed testimony with
the IURC in connection with its seventh semi-annual rider request
which included an update on the current cost forecast of the
Edwardsport {GCC project. The updated forecast excluding AFUDC
increased from $2.72 billion to $2.82 billion, not including any
contingency for unexpected start-up events, On June 30, 2011, the
QUCC and intervencrs filed testimony in Phase | recommending that
Duke Energy indiana be disallowed cost recovery of any of the
additional cost estimate increase atove the previously approved cost
estimate of $2.35 billion. Duke Energy Indiana filed rebuttal
testimony on August 3, 2011.

In the subdocket proceeding, on July 14, 2011, the QUCC and
ceriain intervenors filed testimony in Phase | alleging that Duke
Energy Indiana concealed information and grossly mismanaged the
project, and therefore Duke Energy Indiana should only be permitted
1o Tecover from customers $1.985 billion, the original 1GCC project
cost estimate approved by the IURC. Other intervenors recommended
that Duke Energy Indiana not be able to rely on any cost recovery
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granted under the CPCN or the first cost increase order. Duke Energy
Indiana believes it has diligently and prudently managed the project.
On September 9, 2011, Duke Energy defended against the
allegations in its responsive testimony. The OUCC and intervenors
filed their final rebuttzl testimony in Phase Il on or before October 7,
2011, making similar clairns of fraud, conceaiment and gross
mismanagement and recommending the same outcome of limiting
Duke Energy Indiana's recovery to the $1.985 billion initial cost
estirnate. Additionatly, the CAC parties recommended that recovery
ke limited to the costs incurred on the iIGCC project as of

November 30, 2003 (Duke Energy Indiana estimates it had
committed costs of $1.6 billion), with further IURC proceedings to be
held to determine the financial consequences of this
recommendation.

On Octaber 19, 2011, Duke Energy revised its project cost
estimate from approximately $2.82 hillion, excluding financing costs,
to approximately $2.98 billion, excluding financing costs. The revised
estimate reflects additional cost pressures resulting from quantity
increases and the resulting impact on the scope, productivity and
schedule of the IGCC project. Duke Energy Indiana previously
preposed to the IURC a cost cap of approximately $2.72 hiliion, plus
the actual AFUDC that accrues on that amount. As a result, Duke
Energy indiana recorded a pre-tax impairment charge of
approximately $222 million in the third quarter of 2011 related to
costs expected to be incurred ahove the cost cap. This charge is in
addition 1o a pre-tax impairmert charge of approximately $44 mittion
recorded in the third guarter of 2010 as discussed above. These
charges are recorded in Goodwilt and other impairment charges an
Duke Energy's Consoiidated Statement of Operations, and in
Impairment charges on Duke Energy Indiana's Consolidated
Statements of Operations. The cost cap, if appraved by the (LIRC,
limits the amount of project construction costs that may be
incorporated into customer rates in Indiana. As a result of the
proposed cost cap, recavery of these cost increases is net considered
probable. Additional updates to the cost estimate could oceur through
the completion of the plant in 2012.

Phase | and Phase || hearings concliuded on January 24, 2012.
Final orders from the (URC on Phase I and Phase Il of the subdocket
and the pending IGCC rider proceedings are expected no sooner than
the end of the third quarter 2012,

Duke Erergy is unable to predict the ultimate outcome of these
proceedings. In the event the IURC disallows a portion of the plant
tosts, inchuding financing costs, or if cost estimates for the plant
increase, additional charges to expense, which could be material,
could occur. Construction of the Edwardsport IGCC plant is cngoing
and is currently expected to be completed and placed in-service in
2012.

Duke Energy Indiana Carbon Sequestration.

Duke Energy Indiana filed a petition with the YURC reguesting
approval of its plans for studying carbon storage, sequestration and/or
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enhanced oil recovery for the carbon dioxide (CO,} from the
Edwardsport IGCC facility on March §, 2009, Cn July 7, 2009,
Duke Energy Indiana filed its case-in-chief testimony requesting
approval for cost recovery of a $121 million site assessment and
characterization plan for CO, sequestration options including ceep
saline sequestration, depleted oil and gas sequestration and
enhanced oil recovery for the CO, from the Edwardsport IGCC facitity.
The QUCC filed testimony supportive of the continuing study of
carbon storage, but recommended that Duke Energy Indiana break its
plan into phases, recommending approval of enly $33 million in
expenditures at this time and deferral of expenditures rather than cost
recovery through a tracking mechanism as proposed by Duke Energy
Indiana. The CAC, an intervenior, recommended against approval of
the carbon storage pian stating custemers should not be required to
pay for research and development costs. Duke Energy Indiana’s
rebuttal testimeny was filed October 30, 2009, wherein it amended
its request to seek deferral of $42 million to cover the carbon storage
site assessment and characterization activities scheduled to occur
through the end of 2010, with further required study expenditures
subject to future IURC proceedings. An evidentiary hearing was held
on November 9, 2009.

Duke Energy indiana IURC investigation.

On Octoker 5, 2010, the Governor of Indiana terminated the
employment of the Chairman of the IURC in connection with Duke
Energy Indiana’s hiring of an attorney from the IURC staff, As
requested by the governar, the Indiana Inspectar General initigted an
investigaticn into whether the [URC attomey violated any state ethics
rules, and the TURC announced it would intermally audit the Duke
Energy Indiana cases dating from January 1, 2010 through
September 30, 2010, on which this attorney worked while at the
IURC, which includes the Indiana storm costs deferral request
discussed above, as well as all Edwardsport IGCC cases dating back
to 2006. Duke Energy Indiana engaged an outside law firm to
conduct its own investigation regarding Duke Energy Indiana's hiting
of an IURC attormey and Duke Energy indiana's related hiring
practices. On October 5, 2010, Duke Energy Indiana placed the
attorney and President of Duke Energy Indiana on administrative
leave. They were subsequently terminated on November 8, 2010.
On December 7, 2010, the WURC released its internal audit findings
concluding that the previous rulings were supported by sound, legal
reasoning consistent with the Indiana Rules of Evidence and
historical practice and procedures of the ILIRC and that the previous
rulings appeared to be balanced and consistent among the parties.
The audit concluded it did not reveal any bias or a resultant unfair
advantage obtained by Duke Energy Indiana as a result of the
evidentiary rulings of the former IURC attorney. As noted above, in
the storm cost deferral case, the IWRC found no confiict between the
order and the staff report; however, the audit report noted the staff
report offered no specific recommendation fo either approve or deny
the requested relief and that this was the only order that was subject

to an appeal. As such, the IURC reopaned that proceeding for further
review and considaration of the evidence presented. The Inspector
General's investigation into whether the former IURC attorney violated
any siate ethics rutes was the subject of an Indiana Ethics
Commission hearing that was held on April 14, 2011, and a final
report was issued on May 14, 2011. The final report pertained only
to the conduct of the former IURC attormey as Duke Energy indiana
was not a subject of the investigation.

Potential Plant Retirements.

Duke Energy Generating Facility Retirements.

Duke Energy Czrolinas, Duke Energy Indizna, Duke Energy
Ohio and Duke Energy Kentucky each periodically file Integrated
Rescurce Plans {IRP) with their state regulatory commissions. The
IRPs provide a view of forecasied energy needs over a long term
(15-20 years), and options being considered to meet those needs.
The IRP's filed by Duke Energy Carolinas, Duke Energy indiana,
Duke Energy Chio and Duke Energy Kentucky in 2011 and 2010
included planning assumptions to potentially retire by 2015, certain
coal-fired generating facilities in North Carolina, South Carclina,
Indiana, Chio and Kentucky that do not have the requisite emission
control equipment, primarily to meet EPA regulations that are not yet
effective. The table below contains, as of December 31, 2011, the
net carrying value of these facilities that are in the Consolidated
Balance Sheets.

Duke Duke Energy Duke Energy Duke Energy

Energy  Carolinast? Ohiolb¥e! Indianak
MW 3,329 1,356 1,025 948
Remaining net
book value
(in emillions)d  § 353 $ 199 $ 14 $140
Remaining
not-current
regulatory
asset® $ 73 $ - % - $ 73

{a) Includes Dan River, Riverbend, Lee and Buck units 5 and 5. Duke Znergy Carolinas
has committad to retire 1,667 MW in conjunction with a Cliffside air permit settiement,
of which 311 MW have already been retired as of December 31, 2011. See Note 5 for
additional infarmation related to the Cliffside air permit.

(b) Includes Beckjord and Miami Fort unit 6.

{€) Includes Wabash River units 2-6 and Gallagher units 1 and 3.

(d) Included in Property. plant and equipment. net as of December 31, 2011, on the
Consclidated Balarce Sheets.

(&) Beckjord nas no remaining net book vaiue — See Note 12 for additiona) inforrriation.

(' On February 1, 2012, 280 MW for Gallagher urits 1 and 3 were rétired by Duke
Energy Indiana. In its December 28, 2011 order, the IURC allowed recovery of and
return on the carrying value of the Gallagher units over the original life of these units
and classification of this amount as a regulatory asset.

Duke Energy continues 1o evaluate the potential need to retire
these coal-fired generating facilities earlier than the current estimated
useful lives, and plans to seek regulatory recovery for amounts that
wouid not be otherwise recovered when any of these assets are
retired,
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Other Matters.

Duke Energy Ohio and Duke Energy Kentucky Regional
Transmission Organization Realignment.

Duke Energy Ohio, which includes its whelly-owned subsidiary
Duke Energy Kentucky, transferred control of its transmission assets
to effect a Regional Transrnission Qrganization (RTO) realignment
from the Midwest Independent Transmission Systent Operator, Inc.
(Midwest {SQ) to PJM, effective December 31, 2011.

On Decamber 16, 2010, FERC issued an order related to the
Midwest 15Q's cost allgcation methadology surrounding Multi-Value
Projects (MVP), a type of Midwest 1SC Transmission Expansion
Planning (MTEP) project cost. The Midwest !SO expects that MVP
will fund the costs of large transmission projects designed to bring
renewable generation from the upper Midwest to load centers in the
eastern portion of the Midwest SO footprint. The Midwest ISO
approved MVP proposals with estimated project costs of
approximately $5.2 billion prior to the date of Duke Energy Ohio's exit
from the Midwest I1SO on December 31, 2011. These projects are
expected to be undertaken by the constructing transmission owners
from 2012 through 2020 with costs recovered through the Midwest
IS0 over the useful life of the projects. The FERC order did not clearly
and expressly approve the Midwest 1ISO's apparent interpretation that
a withdrawing transmission owner is cbligated to pay its share of
costs of all MVP projects approved by the Midwest 1SO up to the date
of the withdrawing transmission owners' exit from the Midwest 180,
Duke Energy Ohio, including Duke Energy Kentucky, has historically
represented approximately five-percent of the Midwest 1SO system.
The irnpact of this order is not fully known, but could resultin a
substantial increase in the Midwest ISQ transmission expansion costs
allocated to Duke Energy Ohio and Duke Energy Kentucky
subsequent 10 a withdrawal from the Midwest 150, Duke Engrgy Ohio
and Duke Energy Kentucky, among other parties, sought rehearing of
the FERC MVP order. On October 21, 2011, the FERC issued an
order on rehearing in this matter largely affirming its original MVP
order and conditionally accepting Midwest ISC's compliance filing as
well as determining that the MVP allocation methodology is
consistent with cost causation principles and FERC precedent. The
FERC also reiterated that it will nct prejudge any settlement
agreement between an RTO and & withdrawing transmission owner
for fees that a withdrawing ransmission cwner owes to the RTO. The
order further states that any such fees that a withdrawing
transmission owner owes to an RTQ are a matter for those parties to
negotiate, subject 1o raview by the FERC. The FERC also ruled that
Duke Energy Chio and Duke Energy Kentucky's challenge of the
Migwest ISO's ability to allocate MVP costs to a withdrawing
transmission cwner is beyoend the scope of the proceeding. The Order
further stated that Midwest 150's tariff withdrawal language
establishes that once cost responsibility for transmission upgrades is
determined, withdrawing transmission owners retain any costs
incurred prior to the withdrawal date. in order to preserve their rights,
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Duke Energy Ohio and Duke Energy Kentucky filed an appeal of the
FERC order in the D.C. Circuit Court of Appeals. The case was
consolidated with appeals of the FERC order by other parties in the
Seventh Circuit Court of Appeals.

Duke Energy Chio and Duke Energy Kentucky have entered into
sefilements o have recelived state regulatory approvals associated
with the RTO realignment if ultimately aliccated to Duke Energy Ohio
and Duke Energy Kentucky. On December 22, 2010, the KPSC
issued an order granting approval of Duke Energy Kentucky's request
to effect the RTO realignment, subject to several conditions. The
conditions accepted by Duke Energy Kentucky include a commitment
10 not seek to double-recover in a future rate case the transmission
expansion fees that may be charged by the Midwest 150 and PIM in
the same period or overlapping pericds. On January 25, 2011, the
KPSC issued an order stating that the order had been satisfied and is
now uncenditional.

On April 26, 2011, Duke Energy Ohio, Ohio Energy Group, The
Office of Ohio Consumers' Counsel and the Commission Staff filed an
Application and a Stipulation with the PUCO regarding Duke Energy
Ohig's recovery via a non-bypassabie rider of certain costs related to
its proposed RTO realignment. Under the Stipulation, Duke Energy
Ohic would recover all MTEP costs, including but not limited to MVP
costs, directly or indirectly charged to Duke Energy Ohio retail
customners, Duke Energy Ohio would not seek to recover any porticn
cf the Midwest |SO exit obligation, PJM integration fees, or internal
costs associated with the RTO realignment and the first $121 million
of PIM fransmission expansion costs from Ohio retail customers.
Duke Energy Ohic also agreed 1o vigorously defend against any
charges for MVP projects from Midwest I1S0. On May 25, 2011, the
Stipulation 'was approved by the PUCQ. An application for rehearing
filed by Ohio Partners for Affordable Energy was denied by the PUCO
onJuly 15, 2011.

On Cctober 14, 2011, Duke Energy Chio and Duke Energy
Kentucky filed an application with the FERC to establish new
wholesale customer rates for transmission service under PJM’s Open
Access Transmission Tariff. In this fiing, Duke Energy Chio and Duke
Energy Kentucky are seeking recovery of their legacy MTEP costs.
The new rates went into effect, subject to refund, on January 1,
2012. Protests were fited by certain fransmission customers. The
matter is pending response from FERC.

On November 2, 2011, the Midwest 1SO, the Midwest ISO
Transrnission Owners, Duke Energy Ohio and Duke Energy Kentucky
jointly submitted te the FERC a filing that addresses the treatment of
MTEP costs, excluding MVP costs, The November 2, 2011 filing,
which was accepted by the FERC on December 30, 2011, provides
that the MISO Transmission Owners will continue to be obligated to
construct the non-MVP MTEP projects, for which Duke Energy Ohio
and Duke Energy Kentucky will continue 1c be obligated 1o pay a
portion of the costs. Likewise, transmission customers serving load in
the Midwest iSO will continue to be obligated to pay a portion of the
costs of a previously identified non-MvP MTEP project that Duke
Energy Chio has constructed.
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On December 29, 2011, Midwest 150 fled with FERC a
Schedule 39 to the Midwest ISO's tariff. Schedule 39 provides for the
allocation of MVP costs to a withdrawing owner based on the owner’s
actual transmissicn load after the owner's withdrawal from the
Midwest 1SO, or, if the owner fails to report such load, based on the
owner’s historical usage in the Midwest 180 assuming annual load
growth. On January 19, 2012, Duke Energy Ohio and Duke Energy
Kentucky filed with FERC a protest ¢f the allocation of MVP costs 1o
them under Schedule 39. Cn February 27, 2012, the FERC
accepted Schedule 39 as a just and reasonable basis for the Midwest
ISO to charge for MVP costs, a transmission owner that withdraws
from the Midwest 150 after January 1, 2012. The FERC set hearing
and settlement procedures regarding whether the Midwest 150's
proposal to use the methodclogy in Schedule 39 to calculate the
ohligation of ransmission owners who withdrew from the Midwest
ISQ prior to January 1, 2012 (such as Duke Energy Ohio and Duke
Energy Kentucky) to pay for MVP costs is consistent with the MVP-
related withdrawal gbligations in the tariff at the tire that they
withdrew from the Midwest 1S0, and, it not, what amount of, and
methodology for calculating, any MVP cost responsibility shouid be.

On December 31, 2011, Duke Energy Ohio recorded a liability
far its Midwest 1SO exit obligation and share of MTEP costs, excluding
MVP, of approximately $1 10 million. This {iability was recorded
within Other in Current liabilities and Cther in Deferred credits and
other liabilities on Duke Energy Ohio's consclidated balance shest
upon exit from the Midwest 130 on December 31, 2011,
Approximately $74 million of this amount was recorded as a
regulatory asset while $36 million was recorded to Cperation,
maintenance and other in Duke Energy Ohio's consolidated
statenent of operations. In addition to the above amounts, Duke
Energy Ohio may also be responsible for costs associated with the
Midwest IS0 MVP projects. Duke Energy Ohio is contesting its
chligation to pay for such costs. Hawever, depanding on the final
outcome of this matter, Duke Energy Ohio could incur material costs
associated with MVP projects, which are not reasonably estimable at
this time. Regulatory accounting treatment will be pursued for any
costs incurred in connection with the resolution of this matter.

5. COMMITMENTS AND CONTINGENCIES

General Insurance

The Duke Energy Registrants carry insurance and reinsurance
coverage either directly or through indernnification frem Duke
Energy’s captive insurance company, Biscn, and its affiliates,
consistent with companies engaged in similar commercial
operations with similar type properties. The Duke Energy
Registrants’ coverage includes (i) commercia! general liability
coverage for tiabilities arising 1o third parties for bodily injury and
property damage resulting from the Duke Energy Registrants’
operations; {ii) workers’ compensation liability coverage to statutory
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iimits; {iil) autorobile liability coverage for all owned, non-owned
and hired vehicles covering liabilities to third parties for bodily injury
and property damage; (iv) insurance policies in support of the
indermnification provisions of the Duke Energy Registrants’ by-laws
and (v) property coverage for all real and personal property damage,
excluding electric transmission and distribution lines, including
damages arising from boiler and machinery breakdowns,
earthguake, flood damage and extra expense. All coverage is
subject to certain deductibles or retentions, sublimits, terms and
conditions common for companies with similar types of operations.

The cost of the Duke Energy Registrants’ coverage can fluctuate
year to year reflacting the changing conditions of the insurance and
reinsurance markets.

Nuclear lnsurance

Duke Energy Carolinas owns and operates the McGuire and
Oconee Nuclear Stations and operates and has a partial ownership
interest in the Catawba Nuclear Station. The McGuire and Catawba
Nuclear Stations each have two nuclear reactors and the Oconee
Nuclear Station has three. Nuclear insurance includes: nuclear
liability coverage; property, decontamination and premature
decommissioning coverage; and business interruption and/or extra
expense coverage. The other joint owners of the Catawba Nuglear
Station reimburse Duke Energy Carolinas for certain expenses
associated with nuclear insurance premiums per the Catawba
Nuclear Stetion joint owner agreements. The Price-Anderson Act
requires Duke Energy 1o provide for public nuciear fizhiity ciaims
resulting from nuclear incidents to the maximum total financial
protection liability, which cumenty is $12.6 billion.

Primary Nuclear Uiability Insurance.

Duke Energy has purchased the maximum reasonably available
private primary nuclear liability insurance as reguired by law, which
currently is $375 million,

Excess Nuclear Liability Program.

This program provides $12.2 biltion of caverage through the
Price-Anderson Act's mandatery industry-wide excess secondary
financial protection program of risk pooling. The $12.2 billion is the
sum of the current notential cumulative retrospective premium
assessments of $117.5 millicn per licensed commercial nuclear
reacter. This would be increased by $117.5 million for each
additional commercial nuclear reacter licensed, or reduced by
$117.5 miilion for nuclear reactors no longer operational and may be
exemnpted from the risk pocling program. Under this program,
licensees could be assessed retrespective premiums to compensate
for public nuclear liability damages in the event of a nuclear incident
at any licensed facility in the U.S. If such an incident should occur
and public nuclear liability damages exceed primary nuclear liability
insurance, licensees may be assessed up to $117.5 million for each
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of their licensed reaciors, payable at a rate not to exceed $17.5
millign a year per licensed reactor for each incident. The assessment
and rate are subject to indexing for inflation and may be subject to
state premium taxes. The Price-Anderson Act provides for an inflation
adjustment at least every five years with the last adjustment effective
October 2008.

Duke Energy Carobnas is a member of Nuciear Electric
Insurance Limited {NEHL), which provides property and accidental
outage insurance coverage for Duke Energy Carclinas’ nuclear
facilities under three policy programs:

Primary Property Insurance.

This policy provides $500 million of primary property damage
coverage, with a $2.5 million deductible per cccurrence obligation,
for each of Duke Energy Carolinas’ nuclear faciiities.

Excess Property Insurance.

This palicy provides excess property, decontamination and
decommissioning liability insurance: $2.25 biilion for the Catawba
Nuclear Station and $1 billion each for the Cgonee and McGuire
Nuclear Statioris. The Oconee and McGuire Nuclear Stations also
share an additiona! $1 hillion insurance limit above their dedicated
$1 billion underlying excess. This shared additional excess $1 bithion
limit is oot subject to reinstatement in the event of a loss.

Accidental Outage Insurance.

This policy provides business interruption and/or extra expense
coverage resulting from an accidental property damage outage of a
nuclear unit. Each McGuire and Catawba unit is insured for up to
$3.5 miltion per week, and the Oconee units are insured for up 1
$2.8 million per week. Coverage amounts decline if more than one
unit is involved in an accidental cutage. Initial coverage begins after a
12-week deductible pericd for Catawba and a 26-week deductible
period for McGuire and Oconee and continues at 100% for 52
weeks and 80% for the next 110 weeks. The McGuire and Catawba
pelicy limit is $490 million and the Oconee policy limit is $392
million.

Losses resutting from non-certified acts of terrorism are covered
as common accurrence, such that if non-certified terrorist acts occur
against one or more commercial nuclear power plants insured by
NEIL within 2 12 manth pericd, they would be treated as ane event
and the owners of the plants where the act occurred would share one
full limit of liability (currently $3.2 billion}

In the event of large industry Tosses, NEIL's Board of Directors
may assess Duke Energy Carglinas for amounts up to 10 times its
annyal premiums. The current potential maximum assessments are:
Primary Property insurance — $37 million, Excess Property Insurance
— $43 miliion and Accidental Outage Insurance — $22 million.

Pursuant to regulations of the NRC, each company's property
damage insurance policies provide that 2l! proceeds from such
insurance be applied, first, 1o place the plant in a safe and stable
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condifion after a qualifying accident, and second, 1o decontaminate
before any proceeds can be used for decommissioning, plant repair or
restoration.

In the event of a loss, the amount of insurance available might not
be adequate to cover property damage and cther expenses incurred,
Uninsured losses and other expenses, 10 the extent not recovered by
other sources, could have a material effect on Duke Energy Carolinas’
results of operations, cash flows or financial position.

The maximum assessment amounts include 100% of Duke
Energy Carolinas’ potential obligation to NEIL for the Catawba
Nuclear Station. However, the other joint owners of the Catawba
Nuclear Station are obligated to assume their pro rata share of liability
for retrospective premiums and other premium assessments resulting
from the Price-Anderson Act's excess secondary financial protection
program of risk pooling, or the NEIL policies.

Environmental

Duke Energy Is subject to international, federal, state and Iccal
regulations regarding air and water quality, hazardous and solid
wasta dispasal and other environmental matters. Duke Energy
Carolinas, Duke Energy Ohio and Duke Erergy Indiana are subject to
feceral, state and local regulations regarding air and water quality,
hazardous and solid waste disposal and cther environmerta! matters.
These regulations can be changed from time to time, imposing new
cbligations on the Duke Energy Registrants.

The following enwironmenta! matters impact all of the Duke
Energy Registrants.

Remediation Activities.

The Duke Energy Registrants are responsible for environmental
remediation at varicus contaminated sites. These include some
properties tat are part of ongoing cperations and sites formerty
owned or used by Duke Energy entities. In some cases, Duke Energy
na longer owns the property. Managed in conjunction with relevant
federal, state and local agencies, activities vary with site conditions
and locations, remediation requirements, complexity and sharing of
responsibility. If remediation activities involve statutory joint and
several liahility provisions, strict liability, or cost recovery or
tontribution actions, the Duke Energy Registrants could potentially be
held responsible for contamination caused by other parties. In some
instances, the Duke Energy Regjstrants may share liability associated
with contamination with other potentially responsible parties, and
may also benefit from insurance policies or contractua! indemnities
that cover some or all cleanup costs. Reserves associated with
remediation activities at certain sites nave been recorded and it is
articipated that additional costs associated with remediation activities
at certain sites will be incurred in the future. All of these sites
generally are managed in the normal course of business or affiliate
operations.

The Duke Energy Registrants have accrued costs associated
with remediation activities at some of its current and former sites, as
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well as other relavant environmental contingent liabilities. MNumerous petitions for review of the CSAPR and mations for
Management, in the normal course of business, continuzlly assesses stay of the CSAPR were filed with the United States Court of Appeals
the nature and extent of known or potential environmental-refated for the District of Columbia. On Decernber 30, 2011 the court
contingencies and records kabilities when losses becorme probable ordered a stay of the CSAPR pending the court’s resolution of the
and are reasonably estimable, Costs associated with remediation various petitions for review, Based on the court's order, the EPA
activities within the Duke Energy Registrants’ operations are typically continues to administer the Clean Air Interstate Rule that the Duke
expensed unless regulatory recovery of the costs is deemed probable. Energy Registrants have been complying with since 2009 and which
As of December 31, 2011, Duke Energy Ohio had a tofal was 1o be replaced by the CSAPR beginning in 2012. Oral
reserve of $28 million, related to remediation work at certain former arguments in the case are scheduled for Aprit 13, 2012, with a court
manufactured gas plant (MGP} sites. Duke Energy Ohic has received decision expected in the third quarter of 2012,
an, order from the PUCO to defer the costs incurred. As of The stringency of the 2012 and 2014 CSAPR requirements

December 31, 2011, Duke Energy Ohio has deferred $69 million of varied among the Duke Energy Registrants. Where the CSAPR
costs related to the MGP sites. The PUCC will rule on the recovery of requirements were to be constraining, activities to meet the

these costs at a future proceeding. Management believes it is requirernents could include purchasing emission allowances, power
probable that additional liabilities will be incurred as work progresses purchases, curtailing generation and utilizing low sulfur fuel. The
at Ohio MGP sites; however, costs assaciated with future remediation CSAPR was not expected to result in Duke Energy Registrants adding
cannot currently be reasonably estimated. niew emission contrels. Technical adjustments to the CSAPR recently
finalized by the EPA will not materially impact the Duke Energy
Clean Water Act 316(b), Registrants. Trie Duke Energy Registrants cannot predict the outcorne

of the litigation o haw it might affect the CSAPR requirements as they
apply to the Duke Energy Registrants. See Note 12 for further
information regarding impairment of emissions allowances as a result
of the CSAPR.

The EPA pubished its proposed cooling water intake structures
rule on April 20, 2011. Duke Energy submitted comments on the
proposed rule on August 16, 2011. The proposed rule advances one
main appreach and three alternatives. The main approach
establishes aquatic protection reguirements for existing facilities and
new an-site facility additions that withdraw 2 million gallons or mare
of water per day from rivers, streams, lakes, reservoirs, estuaries, Duke Energy currently estirmates that it will spend $259 million
cceans, or other U,S. waters for cocling purposes. Based on the main {378 million at Duke Energy Carolinas, $63 million at Duke Energy
approach proposed, rnest, if not ah of the 23 coal and nuclear-fueled Ohio and $118 million at Duke Energy Indiana) over the period
ganerating facilities in which the Duke Energy Registrants are either a 2012-2016 to install synthetic caps and liners at existing and new

Coal Combustion Product (CCP} Management.

whole or partial owner are likely affected sources. Additional sources, CCP landfills and to convert some of its CCP handling systems from
including some combined-cycle combustion turbine facitities, may wet 1o dry systems to comply with current regulations. The EPA and a
250 e impacied, at lezst for intake modifications. nurricer of states are considering additional regulatory measures that
The EPA has plans to finalize the 316(5) rule in July 2012. will contain specific and more detailed requirements for the
Compliance with portions of the rule could begin as early as 2015, management and dispesal of CCPs, primarily ash, from the Duke

Because of the wide range of potential outcomes, including the other Energy Registrants’ coal-fired power plants. On June 21, 2010, the
three alternative proposals, the Duke Energy Registrants are unable to EPA issued a proposal 1o regulate, under the Rescurce Conservation

estimate its costs to comply at this time. and Recovery Act, coal combustion residuals (CCR), a term the EPA
uses to describe the CCPs associated with the generation of
Cross-State Air Poliution Rufe (CSAPR). electricity. The EPA proposal contains two regulatory options whereby

CCRs not employed in approved beneficial use applications would
either be regulated as hazardous waste or would continue 10 be
regulated as non-hazardous waste. Duke Energy cannot predict the
outcome of this rulemaking. However, based on the proposal, the
st of complying with the final regulation will be material, and ae
not included in the estimates discussed above. The EPA
Administrator has indicated that the Agency could issue a final rule in
late 2012.

On August 8, 2011, the final Cross-State Air Pallution Rule
{CSAPR) was published in the Federal Register, The CSAPR
established state-level annual SO, and NO, budgets that were to take
effect on January 1, 2012, and state-level ozone-season NO, budgets
that were to take effect on May 1, 2012, allocating emissicn
allowances to affected sources in each state equal 1o the state budget
less an allowance set-aside for new scurces. The budget levels were
set to decline in 2014 for many states, including each state that the
Duke Energy Registrants operate in, except for South Carolina where
the budget levels were to remain constant, The rule aliowed both
intrastate and interstate allowance trading. On February 16, 2012, the final Mercury and Air Toxics

Standards rule (previously referred to as the Utility MACT Rule) was

Mercury and Air Toxics Standards (MATS).
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published in the Federal Register. The final ru'e establishes emission
limits for hazardous air pollutants, including mercury, from new and
existing coal-fired electric generating units. The rule requires sources
to comply with the emission limits by April 16, 2015. Under the
Clean Air Act, permitting authorities have the discretion to grant up to
a 1-year compliance extension, on a case-hy-case basis, to sources
that are unable to complete the installation of emission cantrols
hefare the compliance deadline. The Duke Energy Registrants are
evaluating the requirements of the rule and developing strategies for
complying with the rule’s requirements. Strategies to achieve
compliance with the final MATS rules are likely to include installation
of new or upgrades to existing air emission control equipment, the
development of monitcring processes and accelerated retirement of
some coal-fired electric-generating units. Refer 1o Note 4, Regulatory
Matters, regarding potential plant retirements. Based on a preliminary
Teview, the cost 10 the Duke Energy Registrants to comply with the
final regulation will be material.

While the uttimate regulatory requirements for the Duke Energy
Registrants for MATS, Clean Water Act 316(b), CSAPR and CCRs will
not be known until all the rules have been finalized, for planning
purposes, the Duke Energy Registrants currently estimate the cost of
new control equipment that may need to be installed to comply with
this group of rules could total $4.5 biflion to $5 billion over the next
10 years. The Duke Energy Registrants will seek regulatory recovery
of amounts incurred in conjunction with these rulings.

Litigation

Duke Energy Carolinas, Duke Energy Ohio and Duke Energy
Indiana

New Source Review (NSR).

In 1999-2000, the DQJ, acting on behalf of the EPA and joined
by various citizen groups and states, filed a number of complaints
and notices of viclation against multiple utilities across the country for
alleged viclations of the NSR provisions of the Clean Air Act (CAA).
Generally, the government alleges that projects performed at various
coal-fired units were major medifications, as defined in the CAA, and
that the utilities viclated the CAA when they undertook these projects
without cbtaining permits and installing the best available emission
controls for SO,, NO, and particulate matter. The complaints seek
injunctive refief to reguire installation of pellution contral technology
on various generating units that allegedly violatad the CAA, and
unspecified civil penalties in amounts of up to $32,500 per day for
each violation. A number of the Duke Energy Registrants’ plants have
been subject to these allegations. The Duke Energy Registrants assert
that there were 0o CAA viclations because the applicable regulations
do not require permitting in cases where the projects undertaken are
“routing” or otherwise do not result in a net increase in emissions.

In 2000, the government brought a lawsuit against Duke
Energy Carolinas in the U.3. District Court in Greensboro, North
Carolina. The EPA claims that 29 projects performed at 25 of Duke
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Energy Carolinas’ coal-fired units viclate these NSR provisions. Three
environmental groups have intervened in the case. In August 2003,
the trig! court issued a summary judgment opinion adepting Duke
Energy Carolinas’ legal positions on the standard to be used for
measuring ar increase in emissions, and granted judgment in favor
of Duke Energy Carolinas. The trial court’s decision was appealed and
ultimately reversed and remanded for trial by the U.S. Supreme
Court, At trial, Duke Energy Carolinas will continue to assert that the
projects were routine or not projected to increase emissions, On
February 11, 2011, the triat judge held an initial status conference
and on March 22, 2011, the judge entered an interim scheduling
order. The parties have filed a stipulation in which the United States
and Plaintiff-Intervencrs have dismissed with prejudice 16 claims. In
exchange, Duke Energy Carolinas dismissed certain affirmative
defenses. The parties have filed motions for summary judgment on
the remaining claims. No trial date has been set, but a trial is not
expected until the second half of 2012, at the earliest.

In Novernber 1999, the U.S. brought a lawsuit in the U.S.
Federal District Court for the Southern District of (ndiana against
Cinergy, Duke Energy Ohio, and Duke Energy Indiana alleging
various violations of the CAA for various projects at six owned and
co-owned generating Stations in the Midwest. Three northeast states
and two environmenta! groups intervened in the case. A jury verdict
wes returned on May 22, 2008. The jury found in favor of Cinergy,
Duke Energy Ohio and Duke Energy Indiana on ail but three units at
Duke Energy Indiana's Wabash River Station, including Duke Energy
Indiana's Gallagher Station units discussed below. Additionally, the
plaintifts had claimed that these were a violation of an Administrative
Consent Order entered into in 1998 between the EPA and Cinergy
relating to alleged violations of Chic's State Implementation Plan
provisions governing particulate matter at Duke Energy Ohic's W.C.
Beckjord Station. On May 29, 2009, the court issued its remedy
ruling for violations previcusly estahlished at the Wabash River and
W.C. Beckjord Stations and ordered the following relfief: (i} Wabash
River Units 2, 3 and 5 to be permanently retired by Septernber 3C,
2009; (i) surrender of SO, allowances equal to the emissions from
Wabash River Units 2, 3 and 5 from May 22, 2008 through
September 30, 2009; (i} civil penalty in the amount of $687,500
for W.C. Beckjord viclations; and (iv) installation of a particulate
continuous emissions monitoring system at W.C. Beckjord Units 1
and 2. The civil penalty has been paid. On Cctober 12, 2010, the
Seventh Circuit Court of Appeals issued a decision reversing the trial
court and ordered issuance cf judgment in favor of Cinergy (USA v.
Cinergy), which includes Duke Energy Indiana and Duke Energy
Ohio. The plaintiff's motion for rehearing was denied an
December 29, 2010. On January 6, 2011, the mandate from the
Seventh Circuit was issued returning the case to the District Court
and on April 15, 2011, the District Court issued its Final Amended
Judgment in favor of Cinergy. Plaintiffs did not file a petition for
certiorari with the United State Supreme Court prior to the March 29,
2011 filing deadline. This ruling allowed Wabash River Units 2, 3
and 5 to be placed back into service.
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Regarding the Gallagher Station units, on October 21, 2008,
plaintiffs filed a motion for a new liability trial claiming that
defendants misled the plaintiffs and the jury by, among cther things,
not disclosing a cansulting agreement with a fact witness and by
referring to that witness as “retired” during the liability trial when in
fact he was working for Duke Energy Indiana under the referenced
consulting agreement in connection with the trial. On December 18,
2008, the court granted plaintiffs’ moticn for a new liability trial on
claims for which Duke Energy Indiana was not previously found
fiable. On May 19, 2009, the jury announced its verdict finding in
favor of Duke Energy Indiana on four of the remaining six projects at
issue. The two projects in which the jury found violations were
undertaken at Gallagher Station Units 1 and 3. The parties to the
remedy frial reached a negotizted agreement on those issues and filed
& proposed consent decree with the court, which was approved and
ertered on March 18, 2C10. The substantive ferms of the proposed
consent decree require: (i) conversion of Gallagher Station Units 1
and 3 1o natural gas combustion by 2013 (or retirerment of the units
by February 2012); (i) installation of additional pollution controls at
Gallagher Staticn Units 2 and 4 by 2011; and {iii) additional
environmental projects, payments and penalties. Duke Energy
Indiana estimates that these and other actions in the settlement will
cost $88 million. Due to the NSR remedy order and consent decree,
Duke Energy Indiana requested several approvals from the iURC
including approval to add a dry sorbent injection system on Gallagher
Station Units 2 and 4, approval to convert to natural gas or retire
Gallagher Station Units 1 and 3, and approval to recover expenses for
certain SO, emission altowante expenses required to be surrendered.
On September 8, 2010, the IURC approved the implementation of
the dry sorbent injection system. On September 28, 2010, Duke
Energy Indiana filed a petition reguesting the recovery of costs
associated with the Gallagher consent decree. Testimony in support
of the petition was filed in early December 2010. Duke Energy
Indizna subsequently requested the IURC suspend the procedural
schedule to allow it time to do 2 solicitation for capacity options 1o
compare to the proposed conversion of Gallagher Units 1 and 3 to
natural gas. On Dacember 28, 2011, the IURC granted Duke Energy
Indiana's request to recover the costs associated with the Gatlagher
consent decree, but denied the request to recaver the SO, emission
allowance expenses under the consent decree.

On January 12, 2012, after receiving approva! from the FERC
and the [URC, Duke Energy Indiana purchased a pertion of the
Vermillion Generating Station from its affiliate, Duke Energy
Vermillion Hi, LLC, an indirect wholly-owned subsidiary of Duke
Energy Ohio, Refer to Note 3 for further information on the Vermillion
transaction. Following the purchase, Duke Energy Indiana retired
Gallagher Units 1 and 3 effective February 1, 2012.

On April 3, 2008, the Sierra Club filed another lawsuit in the
U.S. District Court for the Southern District of Indiana against Duke
Energy Indiana and certain affiliated companies alleging CAA
violations at Edwardsport Station. On October 20, 2009, the
defendants filed a motion for summary judgment alleging that the
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applicable statute of limitations kars all of the plaintiffs’ claims. On
Septernber 14, 2010, the Count granted defendants’ metion for
summary judgment in its entirety; however, entry of final judgment
was stayed pending a decision from the Seventh Circuit Court of
Appeals in USA v. Cinergy, referenced gbove, on a similar and
potentially dispositive statute of limitations issue pending before that
court. On October 12, 2010, the Seventh Circuit issued its decision
in USA v. Cinergy in which the court ruled in faver of Cinergy and
declined to address the referenced statute of {imitations issue. The
Seventh circuit issued its mandate on January 6, 2011 and the
District Court issued final judgment in favor of Duke Energy Indiana
on March 1, 2011, On March 2, 2011, the Sierra Club agreed not to
pursue an appeal of the case in exchange for Duke Energy indiana’s
waiver of its right to seek reimbursement of costs.

As discussed above, all matters related to Cinergy, Duke Energy
Ohio and Duke Energy Indiana have been resolved withadt significant
impacts. It is not possible to estimate the damages, if any, that might
be incurred in connection with the unresolved matters related to Duke
Energy Carolinas discussed above. Ultimate resolution of these
matters could have a material effect on the consolidated results of
operations, cash flows or financlal position or Duke Energy Carolinas
and Duke Energy. However, the appropriate regulatory treatment will
be pursued for any costs incurred in connection with such resolution.

Duke Energy
C0; Litigation.

In July 2004, the states of Connecticut, New York, California,
lowa, New Jersey, Rhode Istand, Vermont, Wisconsin and the City of
New York brought a lawsuit in the U.S. District Court for the Southern
District of New York against Cinergy, American Electric Power
Cempany, Inc., American Electric Power Service Corporation,
Southern Company, Tennessee Vallay Authority, and Xcel Energy Inc.
A similar lawsuit was filed in the L).S. District Court for the Southern
District of New York against the same companies by Open Space
Institute, Inc., Cpen Space Conservancy, Inc., and The Audubon
Society of New Hampshire. These lawsuits allege that the defendants’
emissions of CQ, from the combustion of fossil fuels at electric
generating facilities contribute to global warming and amount to a
public nuisance. The complaints z1so allegs that the defendants could
generate the sarme amount of electricity w