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DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

Total Fair Value

Amounts at

December 31,
(in milligns) 2010  levell Llevel2 Llevel 3

Description

Investments in available-for-sale auction rate securitieste! $ 12 $ — $ — $12
Nuclear decommissioning trust fund equity securities 1,365 1,313 46 6
Nuclear decommissioning trust fund debt securities 649 35 573 41
Derivative assets® 62 1 61 —
Total assets 2,088 1,349 680 59
Derivative liabilitiest (1) (1) — —
Net assets $2,087 $1,348 $680 $59

{a} Included in Other within Investments and Other Assats on the Consolidated Balance Sheets.

(b) Included in Qther within Current Assets and Other within Investments and Other Assets on the Consclidated Balance Sheets.
) Inchuded in Other within Current Liabiities and Other within Defened Credits and Other Liabilities on the Consoliciated Balance Sheets.

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

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

Roliforward of Leve! 3 Measurements

Available-for- Sale

Available-for-Sale

Auction Rate NDTF
(in millions}) Securities Investments Total
Year Ended December 31, 2011
Bafance at January 1, 2011 $12 $47 $59
Net purchases, sales, issuances and settlements:
Purchases — 8 8
Sales (3) 3
Total gains included on the Consolidated Balance Sheet as regulatory asset or liability — 1 1
Balance at December 31, 2011 $12 $53 $65
Available-for- Sale  Available-for-Sale
Auction Rate NDTF
{in millions) Securities Investments Total
Year Ended December 31, 2010
Balance at January 1, 2010 $ 66 $— $ 66
Total pre-tax gains included in other comprehensive income:
Gains on availabie for sale securities and other 12 — 12
Net purchases, sales, issuances and settiements (66) 45 (21)
Total gains included on the Consolidated Balance Sheet as regulatory asset or liability — 2 2
Batance at December 31, 2010 $12 $47 $ 59

Available-for-Sale
Auction Rate

{in millions) Securities
Year Ended December 31, 2009
Balance at January 1, 2009 $72
Total pre-tax unrealized losses included in Other Comprehensive income;
Losses on available for sale securities and other (6)
Ralance at Decermber 31, 2009 %66
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DUKE ENERGY CORPORATION + DUKE ENERGY CARCLINAS, LLC = DUKE ENERGY OHIQ, INC.
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Combined Notes to Consolidated Financial Statements - (Continued)

Duke Energy Ohio

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

Total Fair Value

Armnounts at
December 31,
{in millions} 2011 Levell level2 Level3
Description
Derivative assets’@ $ 56 $42 $5 $ 9
Derivative
liabilities® 30y (10} {8) (12}
Net Assets $ 26 % 32 $(3) $ (3}

(8} Included in Cther within Cument Assets and Other within Investments and Other Assets
on the Consolidated Balance Sheets.

(b} Includad in Cther within Current Liabilities and (ther within Deferred Credits and Other
Liabilities on the Consolidated Balance Sheets.

Total Fair Value

Amounis at

Decemnber 31,
{in millions) 2010 levell Llewel? Level3

Description
Derivative assets® $ 59 $20 $6 $ 33
Derivative liabilities® (32} N (5) {20)
Net {Liabilities)

Assets $ 27 $13 $1 $13

{a) Included in Other within Current Assets and Cther within Investments and Other Assets
on the Consotidated Balance Sheets.

{b) Inciuded in Other within Current Liabflities ang Other within Deferred Credlits and Other
Liahilities on the Consalidated Balance Sheets.

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

Roliforward of Level 3 Measurements

Derivatives
(net)
Year Ended December 31, 2011
Balance at January 1, 2011 $13
Total pre-tax realized and unrealized losses included in
earnings:
Revenue, non-regulated electric and other (4)
Net purchases, sales, issuances and settlements:
Settlements {14)

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

Balance at Decermber 31, 2011 % (3)

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

Year Ended December 31, 2010
Balance at January 1, 2010 £ 7
Total pre-tax realized and unrealized gains (losses)
included in earnings:
Revenue, non-regulated electric and other 8
Fuel used in electric generation and purchased

power-non-reguiated {12)
Total pre-tax losses included in other comprehensive
income:
Losses on commodity cash fiow hedges (1}
{Net purchases, sales, issuances and settlements 8

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

Balance at December 31, 2010 $13
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Derivatives
{net)
Pre-tax amounts included in the Consolidated Staterments of Operations related to Level 3 measurements outstanding at December 31,
2010:
Revenue, non-regulated electric and other $17
Total $17
Year Ended December 31, 2009
Balance at January 1, 2009 $ 8
Total pre-tax realized and unrealized (lpsses) gains included in earnings:
Revenue, non-regulated electric and other 6)
Fuel used in efectric generation and purchased power-non-regulated 16
Total pre-tax gains included in other comprehensive income:
Gains on commodity cash flow hedges i
Net purchases, sales, issuances and settlernents 6
Total losses included on the Consolidated Balance Sheet as regulatory asset or liability or as non-current liability {18)
Balance at December 31, 2009 $ 7
Pre-tax amounts included in the Consolidated Statements of Operations refated to Level 3 measurements cutstanding at December 31,
2009,
Fuel used in electric generation and purchased power-non-regufated {12)
Total $012)

Duke Energy Indiana

The foltowing tables provide the fair value measurement amounts for assets and liabilities recorded on Duke Energy Indiana’s Consolidated
Bafance Sheets at fair value at December 31, 2011 and December 31, 2010. Amounts presented in the tables below exclude cash collateral
amounts.

Total Fair Value

Amounts at
December 31,
(in millions) 2011 Llevell level2 Levell
Description
Available-for-sale equity securitiest $ 46 $46 $ — $—
Available-for-sale debt securities® 28 — 28 —
Derivative assets® 4 - — 4
Total Assets 78 46 28 4
Derivative liabilities®© (69) (1) (68) —_—
Net Assels $ 9 $45 $(40) $4
{a} Included in Cther within Investments and Other Assets on the Consolidated Balance Sheets.
(b} Mncluded in Other within Current Assets on the Consolidated Balance Sheets.
{0 included in Other within Current Liabilities and Cther within Deferred Credits antt Ctner Liabiffties on the Consofidated Batance Sheets.
Total Fair Value
Amounts at
Decermber 31,
{in millions) 2010 levell level2 Llevel3
Description
Avaitable-for-sale equity securities® $47 $47 $— $—
Available-for-sale debt securitieste! 26 — 26 —
Derivative assets® 4 — — 4
Total Assets 77 47 26 4
Derivative liabilities () — (2) —
Net Assets %75 847 $24 $4

(@ incluged in Other within Investments and (ther Assets on the Consolidated Balance Sheets.
{b)  Included in Other within Current Assets on the Consolidated Balance Sheets.
(¢} Includes in Other within Current Liabilities and Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets.
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Roltforward of Level 3 measurements

Derivatives
{in millions) (net)
Year Ended December 31, 2011
Balance at January 1, 2011 $ 4
Total pre-tax realized or unrealized gains included in earnings:
Revenue, regulated electrict@ 14
Net purchases, sales, issuances and settlements:
Purchasesta 8
Settlements (21)
Total losses included on the Consolidated Balance Sheet as regulatory asset or liability or as current or non-current liability (1)
Balance at December 31, 2011 $ 4
{a) Amounts relate 1o financial transmission rights,
Year Endled December 31, 2010
Balance at January 1, 2010 $ 4
et purchases, sales, issuances and settiements (15)
Total gains included on the Consolidated Balance Sheet as regulatory asset or liability or as current ar non-current liability 15
Balance at December 31, 2010 $ 4
Year Ended December 31, 2009
Balance at January 1, 2009 $ 10
Met purchases, sales, issuances and settlements 9
Total gains included on the Consolidated Balance Sheet as regulatory asset or liability or as current or non-current liability 3
Balance at Decemnber 31, 2009 $ 4

Additional Fair Value Disclosures — Long-term debt:

The fair value of financial instruments, excluding financial asssts and certain financial liabilities included in the scope of the accounting
guidance for fair value measurements disclosed in the tables above, is summarized in the following table. Judgment is required in interpreting
market data to develop the estimates of fair value. Accordingly, the estimates determined as of December 31, 2011 and 2010 are not
necessarily indicative of the amounts the Duke Energy Registrants could have settled in current markets.

As of December 31, 2011

Duke Energy
Duke Energy Carolinas Duke Energy Ohio Duke Energy Indiana

‘ Book  Approximate Book  Approximate Book  Approximate Book  Approximate
{in millions} Value® FairValue  Value Fair Value Value Fair Value Value Fair Value

Long-term deht, including current
maturities $20,573 $23,053 $9,274 $10,629 $2,555 $2,688 $3.459 $4,048

{a) Includes Non-recourse long-term debt of variable interest entities of $94& million for Duke Energy and $300 million tor Duke Energy Carclinas.

As of Decemnber 31, 2010

DOuke Energy
Duke Energy Carolinas Duke Energy Ohio Duke Energy Indiana

Book  Approximate Book  Approximate Book  Approximate Book  Approximate
{in millions} Value Fair Value Value Fair Value Value Fair Value Value Fair Value

Long-term deht, including curent
maturities® $18,210 $19,484 $7,770 $8,376  $2,564 $2,614 $3,472 $3,746

a)  Includes Non-recousse long-term debt of variable interest entities of $976 million for Duke Energy and $300 mitlion for Duke Energy Carclinas.
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At both December 31, 2011 and December 31, 2010, the fair
value of cash and cash equivalents, accounts and notes receivable,
accounts and notes payable and commercial paper, as well as
restricted funds held in drust at Duke Energy Ohio, are not materially
different from their carrying amounts because of the short-term nature
of these instruments and/or because the stated rates approximate
market rates.

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

16. INVESTMENTS IN DEBT AND EQUITY SECURITIES

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

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

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

The investrnents within the Duke Energy Carolinas NDTF and
the Duke Energy indiana grantor trust are managed by independent
investment managers with discretion to buy, sell and invest pursuant
tc the objactives set forth by the trust agreemenits. Therefore, Duke
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Energy Carolinas and Duke Energy Indiana have limited oversight of
the day-to-day management of these investments. Since day-to-day
investment decisions, including buy and sell decisions, are made by
the investment manager, the albifity to hold investments in enrealized
loss positions is outside the control of Duke Energy Carolinas and
Duke Energy Indiana. Accordingly, all unrealized losses associated
with equity securities within the Duke Energy Carolinas NDTF and
the Duke Energy Indiana grantor trust are considered other-than-
ternporary and are recognized immediately when the fair vaiue of
individual investments is less than the cost basis of the investment.
Pursuzant 1o regulatory accounting, substantially all unrealized losses
associated with investments in debt and equity securities within the
Duke Energy Carolinas NOTF or the Duke Energy Indiana grantor
trust are deferred as a regulatory asset, thus there is ng immediate
impact on the eamings of Duke Energy Carolinas and Duke Energy
Indiana as a result of any other-than-temporary impairments that
would otherwise be required to be recognized in eamings.

For investments in debt and equity securities held in the captive
insurance investment portfolio and investments in auction rate debt
seclrities, unrealized gains and losses are included in other
comprehensive income until realized, unless it is determined that the
carrying value of an investment is other-than-temporarily impaired, at
which time the write-down to fair value may be inciuded in eamings
based on the criteria discussed below.

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

With respect to investments in debt securities, under the
accounting guidance for ather-than-temporary impairrnent, if the
entity does not have an intent to sell the security and it is not more
likely than not that management will be required to sell the debt
security before the recovery of its cost basis, the impairment write-
down fo fair value would be recorded as a component of other
comprehensive income, except for when it is determined that a credit
loss exists. In determining whether a credit loss exists, management
considers, among other things, the length of time and the extent to
which the fair value has been lgss than the amortized cost basis,
changes in the financial condition of the issuer of the security, or in
the case of an asset backed security, the financial condition of the
underlying loan obligors, consideration of underlying collateral and
guarantees of amounts by government entities, ability of the issuer of
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the security to make scheduled interest or principal payments and
any changes to the rating of the security by rating agencies. If it is
determined that a credit loss exists, the amount of impairment write-
down to fair value would be split between the credit loss, which
wauld be recognized in earnings, and the amount attributable to all
other factors, which would be recognized in other comprehensive
income. Since rmanagement believes, based on consideration of the
criteria above, that no credit loss exists as of December 31, 2011
and 2010, and management dees not have the intent fo sell such
investments in auction rate debt securities and the investments in
debt securities within its captive insurance investment portfolio, and
foreign operations investment portfolio, and it is not more likely than
not that management will be required to sell these securities before
the anticipated recovery of their cost basis, management concluded
that there were no other-than-temporary impairments necessary as of
December 31, 2011 and 2010. Accordingly, all changes in the
market value of investments in auction rate debt securities, captive
insurance investments, and foreign operation investments were
reflected as a component of other comprehensive income in 2011
and 2010. See Note 15 for additional information related to fair value
measurements for investments in auction rate debt securities.

Management will continue o monitor the catrying value of its
entire portfolio of investments in the future to determine if any
additional other-than-temporary impairment losses should be
recorded.

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

Short-term investments.

During the year ended December 31, 2011, Duke Energy
purchased $190 million of corporate debt securities using excess
cash from its foreign operations. These investments are classified as
Short-Term Investments on the balance sheet and are available for
current operations of Duke Energy’s foreign business. During the year
ended December 31, 2011, Duke Energy received proceeds on sales
of auction rate securities of approximately $59 million (par value).
During the year ended Deceraber 31 2010, there were no purchases
or sales of short-term investments.

Long-term investments.

Duke Energy classifies its investments in debt and equity
securities held in the Duke Energy Carclinas NDTF (see Note 15 for
further information), the Duke Energy Indiana grantor trust and the
captive insurance investment portfolio as long term. Additionally,
Duke Energy has classified $71 million carrying value ($89 million
par value) and $118 million carrying vaiue ($149 million par value)
of investments in auction rate debt securities as long-termn at
December 31, 2011 and 2010, respectively, due to market illiquidity
factors as a result of continued failed auctions. All of these
investments are classified as available-for-sate and, therefore, are
reflected on the Consolidated Balance Sheets at estimated fair value
based on either quoted market prices or management's best estimate
of fair vaiue based on expected future cash flow using appropriate
risk-adjusted discount rates. Since management does not intend to
use these investments in current operations, these investments are
classified as long term.

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

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

Duke Energy
December 31, 2011 Decernber 31, 2010
Gross Gross Gross Gross

Unrealized Unrealized Estimated Unrealized Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
Gainst@ Lossest Value Gains® Lossesia Value
Short-term Investments $ — $ — $ 190 $ — $— $ -
Total short-termn investments $ — $— $ 190 $ — $— $ —
Equity Securities $448 %(18) $1,397 $481 $(16) $1,435
Corporate Dedt Securities 9 (3) 256 12 (3 270
Municipal Bonds 3 —_ 79 1 (9) 69
U.S. Government Bonds 17 —_ 327 10 (1) 235
Auction Rate Debt Securities — an 71 — (31) 118
Cther 6 (4} 229 11 5 274
Total long-term investments $483 $(42) $2,359 $515 $(65) $2,401

{a) The table above includes unreglized gains and losses of $473 million and $22 million, respectively, at December 31, 2011 angd unrealized gaing and losses of $505 million and $32
million, respectively, at December 31, 2010 associated with investments held in the Duke Energy Carolinas NDTF, Additionally, the table above includes unrealized gains of $6 million
and $1 million of unrezlized losses at December 31, 2011, and unrealized gaing of $6 million and an insignificant amount of unrealized losses, at December 31, 2010 associated with
investments held in the Duke Energy Indiana grantor trust. As discussed above, unrealized losses on investments within the NDTF and Duke Energy Indiana grantor trust are deferred as

a regulatory asset pursuant to regulatory accounting treatment.
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For the years ended December 31, 2011 and 2009, a pre-tax gain of $6 million and $7 million, respectively were reclassified out of AQCH
into eamings. There were o reclassifications out of AOCI info earnings for the year ended December 31, 2010.

Debt securities held at December 31, 2011, which excludes auction rate securities based on the stated maturity date, mature as follows:
$141 million in less than one year, $318 million in one to five years, $24Q million in six to 10 years and $381 million thereafter,

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

As of December 31, 2011 As of December 31, 2010
Unrealized Unrealized Unrealized Unrealized
Estimated Loss Loss  Estimated Loss Loss
Fair Position Position Fair Position Position
Value? >12 months <12 months Value®  >12 months <12 months
Equity Securities $123 {6) $(12) $ 85 (11} $ (5
Corporate Debt Securities 258 (2} (1) 73 (2 {2}
Municipal Bonds 3 —_ —_ 42 (8 0]
U.S. Government Bonds 8 — —_ 38 — (1)
Aucticn Rate Debt Securities® 71 (17) — 118 (31) —
Other 121 _ (4 84 (1) {3)
Total iong-term investments $584 $(25) $(17) $440 $(53) $(12)

{a) The table above includes fair values of $289 million and $226 million at December 31, 2011 and December 31, 2010, respectively, associated with investments held in the Duke

Energy Carolinas NOTF, Additionally, the table above includes fair values of $11 mitlion and $5 million at December 31, 2011 and December 31, 2010, respectively, associated with
investments held in the Duke Energy Indiana grantor trust.

(b} See Note 15 for information about fair value measurements related 1o investments in auction rate debt securities.

Duke Energy Carolinas
December 31, 2011 Decernber 31, 2010

Gross Gross Gross Gross
Unrealized Unrealized Estimated Unrealized Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
Gains Losses Value Gains Losses Value
Equity Securitias $443 $(16} $1,337 $475 $016) $1,36%
Corporate Debt Securities 8 (2) 205 10 (3) 227
Municipal Bonds 2 —_ 51 1 S 43
1.S. Government Bonds 16 —_ 306 10 — 224
Auction Rate Debt Securities — (3) 12 — (3) 12
Other 4 (&N 161 9 (4) 155
Total long-term investments $473 $(25) $2,072 $505 $(35)  $2,026

Debt securities held at December 31, 2011, which excludes auction rate securities based on the stated maturity date, mature as follows:
$65 million in less than one year, $144 million in one to five years, $205 million in six to 10 years and $309 mitlion thereafter.

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

and length of time that the securities have been in a continuous ioss position, are presented in the table below as of December 31, 2011 and
December 31, 2010.
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As of December 31, 2011 As of Decernber 31, 2010
Unreatized Unrealized Unrealized Unrealized
Estimated Loss Loss  Estimated Loss Loss
Fair Position Position Fair Position Position
Value >12months <12 months Vaiue >12months <12 months
Equity Securities $111 @) $(12) $ 79 (11) $ (5)
Corporate Debt Securities 57 (1) (1) 59 (2 (1)
Municipal Bonds — —_ — 28 8 {1}
U.5. Governmert Bonds 3 —_ — 33 — —
Auction Rate Debt Securitiest 12 (3) — 12 (3 —
QOther - 113 (1) (3) 27 (1) (3
Total long-term investments $301 $(9) $(16) $238 $(25) $01.03

{a) See Note 15 for inkormation about tair value measurements related to investments in auction rate debt securifies.

Duke Energy Indiana

December 31, 2011 Cecemnber 31, 2010

Gross Gross Gross Gross
Unrealized Unrealized Estimated Uniealized Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
Gains Losses Value Gains Losses Value
Equity Securities $5 () $46 $6 $— $47
Municipal Bords 1 — 28 —_ -— 26
Total iong-term investments $6 $(1) $74 $6 $— $73

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

The fair values and gross unrealized losses of available-for-sale debt and equity securities which are in an unrealized loss position for which
other-than-temporary impairment l0sses have not been recorded in the Consolidated Statement of Operations, summarized by investment type
and length of time that the securities have been in a continuous loss position, are presented in the table below as of December 31, 2011 and
December 31, 2010.

As of December 31, 2011 As of December 31, 2010
Unrealized Unrealized Unrealized Unrealized
Loss Loss Loss Loss
Fair Position Position Fair Paosition Pasition
Value >1Z2months <12months Value >12months <12 months
Equity Securities $8 $— $(1)  $— $— $—
Municipal Bonds 3 —_ — 14 _ .
Total long-term investments $11 $— $(1) %14 $— $—

17. VARIABLE INTEREST ENTITIES

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

The table below shows the VIESs that Duke Energy and Duke Energy Carolinas consolidate and how these entities impact Duke Energy’s
and Duke Energy Carclinas’ respective Consolidated Balance Sheats. None of these entities is consolidated by Duke Energy Ohio or Duke Energy
Indiara.

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

Duke Energy
Duke Energy
Carolinas
Duke Energy
Receivables
Financing LLC
(in millions) (DERF}) CRC CinCapV  Renewables Other Total
At December 31, 2011
VIE Balance Sheets
Restricted Receivables of VIEs $581 $547 $13 $ 13 $3 $1,157
Other Current Assets — — 2 124 8 134
Intangibles, net — — — 12 — 12
Restricted Other Assets of VIES — —_ 65 10 60 135
Other Assets — — 14 36 — 50
Property, Plant and Equipment Cost, VIES — — _ 913 —_ 913
Less Accumulated Depreciation and Amortization — — — (62) — (62)
Other Deferred Debits - - — 24 2 26
Total Assets 581 547 94 1,070 73 2,365
Accounts Payable — —_ —_ 1 1 2
Non-Recourse Notes Payable — 273 — —_ —_ 273
Taxes Accrued — — — 3 —_ 3
Current Maturities of Long-Term Debt — — 11 49 5 65
Other Current Liabilities — — 3 59 — 62
Non-Recourse Long-Term Debt 300 — 60 528 61 949
Deferred Income Taxes — — — 160 — 160
Asset Retirement Obiigation - - - 13 —_ 13
Other Liabilities — — 13 37 — 50
Tota! Liabilities 300 273 87 850 67 1,577
Noncontrolling interests — - —_ — 1 1
Net Quke Energy Corporation Shareholders’ Equity $281 $274 $ 7 $ 220 $5 $ 787
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At December 31, 2010
VIE Balance Sheets

Duike Energy
Duke Energy
Carclinas
DOuke Energy
Receivables
Financing LLC

(DERF) CRC CinCapV  Renewables  Other Totat
(in millions)

Restricted Recelvahbles of VIES $637 %629 $ 12 $ 20 % 4 $1.302
Other Current Assets — —_ 4 282 8 294
intangibles, net — — — 13 — 13
Restricted Other Assets of VIEs — — 76 (2) 65 139
Other Assets — — 23 — — 23
Property, Plant and Equipment Cost, VIES — — — 892 50 942
Less Accumnulated Depreciation and Amortization — — — (26) (29 (b5)
Other Deferred Debits — — — 24 3 21
Total Assets 637 629 115 1,203 95 2,679
Accounts Payable — — — 2 2 4
Non-Recourse Notes Payable — 216 — — — 216
Taxes Accrued — — — 1 — 1
Current Maturities of Long-Term Debt — - 9 45 7 61
Other Current Liabilities — — 5 16 — 21
Non-Recourse Long-Term Debt 300 — 71 518 « 87 976
Deferred Income Taxes — — — 191 — 191
Asset Retirernent Obligation — — — 12 — 12
Other Liabilities — — 22 4 — 26
Tota! Liahilities 300 216 107 789 96 1,508
Noncontrolling interests — — — — 1 1
Net Duke Energy Corporation Shareholders” Fquity $337  $413 $ 8 $ 414 $ (2 $1,170

DERF.

Duke Energy Carclinas securitizes certain accounts receivable
through DERF, a bankruptey remote, special purpose subsidiary,
DERF is a whotly-owned limited liability company of Duke Energy
Carolinas with & separate legal existence from its parent, and its
assets are not intended to be generally available to creditors of Duke
Energy Carolinas. As a result of the securitization, on a daily basis
Duke Energy Carolinas sells certain accounts receivable, arising from
the sale of electricity and/or related services as part of Duke Energy
Carolinas' franchised electric business, to DERF. In order to fund its
purchases of accounts receivable, DERF tas a $3C0 miliion secured
credit facitity with a commercial paper conduit, which expires in
August 2013. Duke Energy Carolinas provides the servicing for the
receivables (collecting and applying the cash 1o the appropriate
receivables). Duke Energy Carolinas’ borrowing under the credit
facility is limited to the amount of qualified receivables sold, which
has been and is expected to be in excess of the amount borrowed,
which is maintained at $300 million. The debt is classified as long-
term since the facility has an expiration date of greater than cne year
from the balance sheet date.

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

guarantee performance. DERF is considered a VIE because the equity
capitalization is insufficient to support its operations. If deficiencies in
the net worth of DERF were to occur, those deficiencies would be
cured through funding from Duke Energy Carclinas. In addition, the
most significant activity of DERF relates 1o the decisions made with
respect to the management of delinquent receivables. Since those
decisions are made by Duke Energy Carolinas and any net worth
deficiencies of CERF would be cured through funding from Duke
Energy Carolinas, Duke Energy Carolinas consolidates DERF.

CRC.

CRC was formed in order to secure low cost financing for Duke
Energy Ohio, including Duke Energy Kentucky, and Duke Energy
Indiana. Duke Energy Ohio and Duke Energy Indiana sell on a
revolving basis &t a discount, nearly all of their customer accounts
receivable and related collections to CRC. The receivables which are
sold are selected in order to avoid any significant concentration of
credit risk and exclude definquent receivables. The receivables sold
are securitized by CRC through a facility managed by two unrelated
third parties and the receivables are used as collateral for commercial
peper issued by the unrelated third parties. These loans provide the
cash portion of the proceeds paid by CRC to Duke Energy Ohio and
Duke Energy Indiana. The proceads obtained by Duke Energy Ohio
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and Duke Energy ndiana from the sales of receivables are cash and
a subordinated note from CRC (subordinated retained interest in the
501d receivables) for a portion of the purchase price {typically
approximates 25% of the total proceeds). The amount borrowed by
CRC against these receivables is non-recourse to the general credit of
Duke Energy, and the associated cash cotlections from the accounts
receivable sold is the sole source of funds to satisfy the related debt
obligation. Borrowing is limited to approximately 75% of the
transferred receivables. Losses on collection in excess of the discount
are first absorbed by the equity of CRC and next by the subordinated
retained interests held by Duke Energy Ohio and Duke Energy
Indiana. The discount on the recsivables reflects interest expense plus
an allowance for bad debts net of a servicing fee charged by Duke
Energy Ohio and Duke Energy Indiana. Duke Energy Ohio and Duke
Energy Indiana are responsible for the servicing of the receivables
(collecting and applying the cash to the appropriate receivables).
Depenting on the experience with collections, additional equity
infusions to CRC may be required to be made by Duke Energy in
order to maintain a minimum equity balance of $3 millicn. For the
years ended December 31, 2011, 2010 and 2009, respectively,
Duke Energy infused $6 million, $10 million and $11 millicn of
equity to CRC to remedy net worth deficiencies. The amount
borrowed fluctuates based on the amount of receivables sold. The
deht is short term because the facility has an expiration date of less
than one year from the balance sheet date. The current expiration
date is October 2012. CRC is considered a VIE because the equity
capitalization is insufficient to support its operations, the power to
direct the most significant activities of the entity are not performed by
the equity holder, Cinergy, and deficiencies in the net worth of CRC
are not funded by Cinergy, but by Duke Energy. The most significant
activity of CRC relates to the decisions made with respect 1o the
management of delinguent receivables. These decisions, as well as
the requiremeant to make up deficiencies in net worth, are made by
Duke Energy and not by Duke Energy Ohio, Duke Energy Kentucky
of Duke Erergy indiana. Thus, Duke Erergy consolidates CRC. Duke
Energy Ohio and Duke Energy indiana do not consolidate CRC.

CinCap V.

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

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

Renewables.

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

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

The debt held by these renewable energy facilities is
non-racourse o the general credit of Duke Energy. Duke Energy and
its subsidiaries have no requirement to provide liquidity or purchase
the assets of these renewable energy facilities. Duke Energy does not
guarantee performance except for an immaterial muiti-purpose lefter
of credit and various immaterial debt service reserve and operations
and maintenance reserve guarantees. The assets are restricted and
they cannot be pledged as collateral or sold to third parties without
the prior approval of the debt holders.

Other.

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

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

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

Duke Energy
Duke Energy  Puke Energy
(in millions) DukeNet Renewables Other  Total Ohio Indiana
At December 31, 2011
Consolidated Balance Sheets
Receivables $ — $— $ — % — $129 $139
Investments in equity method unconsolidated affiliates 129 81 25 235 —_ —_
Intangibles — — 111 111 i11 —
Total Assets 12% 81 136 346 240 139
Other Current Liabilities — — 3 3 — -
Deferred Credits and Other Liabilities — — 18 18 —_ —
Total Liabilities — — 21 21 —_ —
Net Duke Energy Corporation Shareholders' Equity $129 $81 $115 4325 $240 $139
Duke Energy
Duke Energy  Duke Energy
{in millicns) DukeNet  Renewahles  Other Total Chio Indiana
At December 31, 2010
Consolidated Balance Sheets
Receivables $ — $— $ — % — $216 $192
Investments in equity method unconsolidated affiliates 137 95 23 255 — —
intangibles — — 119 119 119 —
Total Assets 137 95 142 374 335 182
Other Current Liabilities — — 3 3 — —
Deferred Credits a2nd Other Liabilities — — 28 28 — —
Total Liabilities — — 31 31 — _
et Duke Energy Corporation Shareholders' Equity $137 $95 $111  $343 $335 192

No financial support that was not previously contractually
required was provided to any of the unconsolidated VIES during the
years ended December 31, 2011 and 2010, respectively, or is
expected to be provided in the future.

With the exception of the power purchase agreement with the
Chio Vatley Electric Corporation (OVEC), which is discussed below,
and various guarantees, reflected in the table above as "Deferred
Credits and Other Liabilities”, the Duke Energy Registrants are not
aware of any situations where the maximum exposure to loss
significantly exceeds the carrying valugs shown above.

CRC.

As discussed abave, CRC is consolidated only by Duke Energy.

Accordingly, the retained interest in the sold receivables recorded on
the Consolidated Batance Sheets of Duke Energy Ohic and Duke
Energy Indiana are eliminated in consolidation at Duke Energy.
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The proceeds obtained from the sales of receivables are largely
cash hut do include a subordinated note from CRG for a portion of the
purchase price (typically approximates 25% of the total proceeds).
The subordinated note is a retained interest (right to receive a
specified portion of cash flows from the sold assets) and is classified
within Receivables in Duke Energy Ohig's and Duke Energy Indiana’s
Consolidated Balance Sheets at December 31, 2011 and 2010,
respectively. The retained interests reflected on the Consolidated
Balance Sheets of Duke Energy Ohio and Duke Energy Indiana
approximate fair value,
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The carrying values of the retained interests are determined by
affocating the carrying vaiue of the receivables between the assats
sold and the interests retained based on relative fair value. Because
the receivables generally turnover in less than two months, credit
losses are reasonably predictable due to the broad customer base and
tack of significant concentration, and the purchased beneficial interest
(equity in CRC) is subordinate to all retained interasts and thus would
absorb losses first, the allocated basis of the subordinated notes are
not materially different than their face value. The hypothetical effect
on the fair value of the retained interests assuming both a 10% and a
20% unfavorable variation in credit losses or discount rates is not
material due to the short turnover of receivables and historically low
credit loss history. Interest accrues to Duke Energy Ohio, Duke Energy
indiana and Duke Energy Kentucky on the retained interests using
the accretable yield method, which generaliy approximates the stated
rate on the notes since the allocated basis and the face value are
nearly equivalent. An impairment charge is recorded against the
carrying value of both the retainad interests and purchased beneficial
interest whenever it is determined that an other-than-temporary
impairment has occurred. The key assumptions used in estimating
the fair value in 2011 and 2010 is detailed in the following table:

2011 2010

Duke Energy Ohio

Anticipated credit loss ratio 0.8% 0.8%

Discount rate 2.6% 27%

Receivable turnover rate 12.7% 12.6%
Duke Energy Indiana

Anticipated credit loss ratio 0.4% 0.5%

Discount rate 2.6% 2.7%

Receivable turnover rate 10.2% 10.2%

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

Duke Energy Ohio Duke Energy Indiana

Receivables sold as of

December 31, 2011 $302 $279

Less: Retained interests 129 139
Net receivables sold as of

December 31, 2011 $173 $140

Duke Energy Chio  Duke Energy Indiana

Receivables sold as of

December 31, 2010 $373 $284

Less: Retained interests 216 192
Net receivables sold as of

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

respectively:
Duke Energy Ohio Duke Erergy Indiana
Year Ended December 31,
2011
Sales
Receivables sold $2,390 $2,658
Loss recognized on sale 21 16
Cash flows
Cash proceeds from
receivables sold $2.474 $2,674
Collection fees received 1 1
Return received on retained
interests 12 13
Duke Energy Ohio  Duke Energy Indiana
Year Ended December 31,
2010
Sales
Receivables sold $2,858 $2,537
Loss recognized on sale 26 17
Cash flows
Cash proceeds from
receivables scld $2,809 $2,474
Collection fees received 1 1
Return received on retained
interests 15 13
Cuke Energy Ohio  Duke Energy Indizna
Year Ended Decembey 31,
2009
Sales
Recaivables sold $3,108 $2,398
Loss recognized on sale 26 16
Cash flows
Cash proceeds from
Teceivables sold $3,063 $2,353
Collection fees received 2 1
Return received on refained
interests 15 12

Cash flows from the sale of receivables are refiected within
Operating Activities on Duke Energy Ohig’s and Duke Energy

Indiana's Consolidated Statements of Cash Flows.

Collection fees received in connection with the servicing of
transferred accounts receivable are included in Operation,
Maintenance and Other on Duke Energy Ohio's and Duke Energy
Indiana’s Consolidated Statements of Operations. The loss recognized
on the sale of receivables is calculated monthly by muttiplying the

receivables sold during the month by the requised discount which is
derived monthly utifizing a three year weighted average formula that
considers charge-off history, late charge history, and turnover history
on the sold receivables, as well as a component for the time value of
money. The discount rate, or component for the time value of money,
is calculated monthly by summing {he prior month-end LIBOR plus a
fixed rate of 2.39%.
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DukeNet.

in 2010, Duke Energy sold & 50% ownership interest in
DukeNet to Alinda. The sale resulted in DukeNet becoming a joint
venture with Duke Energy and Alinda each owning a 50% interest,
In connecticn with the formation of the new DukeNet joint venture, a
five-year, $150 million senior secured credit facility was executed
with & syndicate of ten external financial institutions. This credit
facility is non-recourse to Duke Energy. DukeNet is considered a VIE
because it has entered into certain contractual arrangements that
provide DukeNet with additional forms of subordinated financial
support. The most significant activities that impact DukeNet's
economic performance relate to its business development and fiber
optic capacity marketing and management activities. The power 1o
direct these activities is jointly and equally shared by Duke Energy
and Alinda. As a result, Duke Energy does not consolidate the
DuzkeNet joint venture. Accordingly, DukeNet is a non-consolidated
VIE that is reported as an equity methed investment.

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

Renewables.

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

Other.

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

investments is Duke Energy Ohig’s 9% ownership interest in OVEC.
Through its ownership interest in OVEC, Duke Energy Chic has a
caniractual arrangement thraugh June 2040 to buy power from
OVEC's power plants. The proceeds frem the sale of power by OVEC
1o its power purchase agreement counterparties, including Duke
Energy Chio, are designed to be sufficient for OVEC to meet its
operating expenses, fixed costs, debt amortization and interest
expense, as well as eam a return on equity. Accordingly, the value of
this contract is subject to variability due to fluctuations in power
prices and changes in OVEC's costs of business, including costs
associated with its 2,256 megawatts of coal-fired generation
capacity. As discussed in Note 5, the proposed rulemaking on
cooling water intake structures, utility boiler MACT, CSAPR and CCP's
could increase the costs of OVEC which would be passed through to
Duke Energy Ohio. The initial carrying value of this contract was
recorded as an intangible asset when Duke Energy acquired Cinergy
in April 20086,

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

18. EARNINGS PER SHARE

Basic Earnings Per Share (EPS) is computied by dividing net
income attributable to Duke Energy common shareholders, adjusted
for distributed and undistributed eamings allocated to participating
securities, by the weighted-average number of common shares
outstanding during the period. Diluted EPS is computed by dividing
net income attributable to Duke Energy common shareholders, as
adjusted for distributed and undistributed earnings allocated 10
participating securities, by the diluted weighted-average number of
common shares outstanding during the period. Diluted EPS reflects
the potential dilution that could occur if securities or other agreements
to issue cormmen stock, such as stock options, phantom shares and
stock-based performance unit awards were exercised or settled.
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The following table illustrates Duke Energy’s basic and diluted EPS calculations and reconciles the weighted-average number of common
shares outstanding to the diluted weighted-average number of common shares cutstanding for the years ended Decernber 31, 2011, 201G,

and 2009.

{in millions, except per share amounts)

Average

Income Shares

2011

Incorme from continuing operations attributable to Duke Energy common shareholders, as adjusted for participating

securities — basic

Effect of dilutive securities:
Stock options, performance and restricted stock

$1,702 1,332

1

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

securities — diluted
2010

$1,702 1,333

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

securities — basic

Effect of dilutive securities:
Stock options, performance and restricted stock

$1,315 1,318

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

securities — diluted
2009

$1,315 1,319 $1.00

Incorme from continuing operations atiributable to Duke Energy common shareholders, as adjusted for participating

securities — basic

Effect of dilutive securities:
Stock options, performance and restricted stock

$1,061 1,293 $0.82

1

Incomne fram continuing operations attributable to Duke Energy common sharehelders, as adjusted for participating

securities — diluted

$1,061 1,294 $0.82

As of Decermnber 31, 2011, 2010 and 2008, 7 million,

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

Beginning in the fourth quarter of 2008, Duke Energy began
issuing authorized but previously unissued shares of common stock
to fulfili obfigations under its Dividend Reinvestment Plan (DRIP) and
other interral plans, including 401 (k) plans. During the years ended
December 31, 2010 and 2009, Duke Energy received procesds of
$288 million and $494 million, respectively, from the sale of
common stock associated with these plans. Proceeds from the sale of
common stock associated with these plans were not significant in
2011. Duke Energy has discontinued issuing new shares of common
stock under the DRIP.

19. SEVERANCE

2011 Severance Plans.

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

184

termination benefits are measured upon employee acceptance and
recorded immediately absent a significant retention period. if a
significant retention period exists, the cost of the special termination
benefits are recorded ratably over the remaining service pericds of the
affected employees. Approximately 500 employees accepted the
termination benefits during the voluntary window peticd, which closed
on Navember 30, 2011. Duke Energy reserves the right to reject any
request to volunteer based on business needs and/or excessive
participation. The estimated amount of severance payments associated
with this voluntary plan, contingent upon a successful close of the
propased merger with Progress Energy, are expected to be
approxirmately $80 million.

2010 Severance Plans.

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

Year Ended

Decermnber 31,

2010

Duke Energy $172
Duke Energy Carolinas 99
Duke Energy Chio 24
Duke Energy Indiana 33

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

The severance costs discussed above for the Subsidiary
Registrants include an allecation of their proportionate share of
severance costs for employees of Duke Energy’s shared services
affiliate that provides support to the Subsidiary Registrants. Amounts
included in the table below represent the severance liability recorded
by Duke Energy Carolinas and Duke Energy Indiana for employees of
those registrants, and excludes costs ailocated from and paid by Duke
Energy's shared services affiliate.

Balance at Balance at

Decermnber 31, Provision/ Cash December 31,

{in rillions) 2010  Adjustments Reductions 2011

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

Carolinas 21 (2) (18) 1
Duke Energy

Indizna 1 — n —

20. STOCK-BASED COMPENSATION

For employee awards, equity classified stock-based
compensation cost is measured at the service inception date or the
grant date, based on the estimated achievement of certain
performance metrics or the fair value of the award, and is recognized
as expense o capitalized as a component of property, plant and
equipment over the requisite service period.
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Duke Energy’s 2010 Long-Term Incentive Plan (the 2010 Plan)
reserved 75 million shares of common stock for awards to employess
and outside directors. The 2010 Plan superseded the 2006 Long-
Term Incentive Plan, as amended (the 2006 Plan), and no additional
grants will be made from the 2006 Ptan. Under the 2010 Plan, the
exercise price of each option granted cannot be less than the market
price of Duke Energy’s common stock on the date of grant and the
maximum option term is 10 years, The vesting periods range from
immediate to three years. Duke Energy has historically issued new
shares upon exercising or vesting of share-based awards. In 2012,
Duke Energy may use a combination of new share issuances and
open market repurchases for share-based awards which are exercised
or become vested; however Duke Energy has not determined with
certainty the amount of such new share issuances or open market
repurchases.

The 2010 Plan allows for 8 maximum of 18.75 million shares
of common stock 1o be issued under various stock-based awards
other than options and stock appreciation rights.

Stock-Based Compensation Expense

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

For the Years Ended
December 31,
{in miflions) 2011w 20100  2009@
Stock Options $2 $ 2 $ 2
Phantom Awards 27 26 17
Performance Awards 23 39 20
Other Stock Awards —_ — 1
Total $52 567 $40

(a) Excludes stock-based compensation cost capitalized as a component of property, plant
and equipment of $2 milion, $4 million and $4 milion for the years ended
Decernber 31, 2011, 2010 and 2009, respectively.

The tax benefit associated with the stock-based compensation
expense for the years ended December 31, 2011, 2010 and 2009
was $20 million, $26 million and $16 million, respactively.
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Stock Option Activity Phantom Stock Awards
Weighted-
Weighted- Average  Aggregate Phantorn stock awards issued and outstanding under the 2010
Average  Remnaining Intrinsic  Plan and the 2006 Plan generally vest over periods from immediate
~ Options  Brercise e Value 1o three years. The following table includes information related to
{in thousands) Price  (invyears) (in millions) Duke Energy's phantom stock awards.
Quistanding at
December Shares awarded  Fair valugt@
31, 2010 13,881 $17 {in thousands)  {in millions}
gg?ggi d é%i) %g Years ended December 31,
Forfeited or ' 2011 1,907 $34
expired (3.954) 22 ggég iggé 12
Qutstanding at . 1
ggcleimber 3L, 6.967 $15 46 $41 {a) Based on the market price of Duke Energy's common stock at the grant date.
Exercisable at o .
December 31, The following table summarizes information about phantom
2011 4,256 $15 27 $31  stock awards outstanding at December 31, 2011:
Options
Expecied to Weighted Average
Vest 2,011 $17 86 $10 Shares  Per Share Grant
(in thousands) Date Fair Value
On December 31, 2010 and 2009, Duke Energy had Number of Phantorm Stock
12 million and 17 million exercisable options, respectively with a Awards.
weighted-average exercise price of $17 and $18, respactively. The Oué‘g‘i’é‘j‘”g at December 31, L 763 517
options granted in 2011 were expensed immediately, therefore, there Granted 1.907 18
is no future compensation cost associated with these options. The Vested {1,057) 18
following table includes information related to Duke Energy's stock Forfeited (46) 18
options. Quistanding at December 31,
2011 2,567 517
For the Years Ended
Phantorn Stock Awards Expected
December 31, to Vest 2,503 $17
(in miltions} 2011 2010 2009
'T’::;i gﬁe\?tl ;‘;a‘:;gﬁgoonstg’:]esmiszf. Ny $ fg $ g $ g The total grant date fair value of the shares vested during the
ot eaivo fom optFi]olns efe"miggd 74 la o4  vearsended December 31, 2011, 2010 and 2009 was $19
(in thousands of shares) million, $29 million and $23 million, respectively. At December 31,
Stock options granted®@ 1,074 1,103 603 2011, Duke Energy had $19 million of unrecognized compensation

{a} The options granted in 2011 were expensed immediately, therefore, there is no future
compensaticn cost associated with these options.

These assumptions were used to determine the grant date fair
value of the stock options granted during 201 1.

Weighted-Average Assumptions for Option Pricing

Risk-free interest ratefe! 2.5%
Expected dividend yield® 5.7%
Expected life© 6.0 years
Expected volatilityd 18.8%
(@) The risk free rate is based upon the U.S. Treasury Constant Maturity rates as of the

grant date.

{5)  The expected dividend vield is based upon annualized dividends and the 1-year
average closing stock price.

c)  The expected Kfe of options is derived from the simplified method approach.

{d) Volatility is based upon 50% historical and 50% implied volatility. Historic votatility is
based on Duke Energy’s historical volatility over the expected life using daily stock
prices. Implied volatility is the average for all option contracts with a term greater than
six months using the strike price closest to the stock price on the valuation date.

186

cost which is expected to be recognized over a weighted-average
period of 2.6 years.

Performance Awards

Stock-based awards issued and outstanding under the 2010
Plan and the 2006 Plan generally vest over three years if
performance targets are met. Vesting for certain stock-based
performance awards can cccur in three years, at the earliest, if
performance is met. Certain performance awards granted in 2011,
2010 and 2002 contain market conditions based on the total
shareholder return (TSR} of Duke Energy stock refative to a
pre-defined peer group {relative TSR). These awards are valued using
a path-dependent model that incorporates expected relative TSR into
the fair value determination of Duke Energy's performance-based
share awards. The model uses three year historical volatilities and
correlations for all companies in the pre-defined peer group, including
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Duke Energy, to simulate Duke Energy's relative TSR as of the end of
the performance pericd. For each simulation, Duke Energy's relative
TSR associated with the simulated stock price at the end of the
performance period plus expected dividends within the period results
in a value per share for the award portfolic. The average of these
simulations is the expected portfolio value per share. Actual life to
date results of Duke Energy’s relative TSR for each grant is
incorporated within the model. Other performance awards not
containing market conditions were awarded in 2011, 2010 and
2008. The performance goal for the 2011 and 2010 award is Duke
Energy’s Return on Equity {ROE) over a three year period, The
performance goal for the 2009 award is Duke Energy's compounded
annual growth rate of anrual diluted EPS, adjusted for certain itens,
over & three year period. All of these awards are measured at grant
date price. The following table includes information related to Duke
Energy's performance awards.

Shares awarded  Fair valugi®
(in thousands)  (in miilions)

Years ended December 31,
2011 1,204 $20
2010 2,734 38
2008 3,426 44

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

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

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

2011 6,370 $14
Stock-hased Performance Awards

Expected to Vest 6,212 $14

The total grant date fair value of the shares vested during the
years ended December 31, 2011, 2010 and 2009 was $33
miliion, $15 million and $20 million, respectively. At December 31,
2011, Duke Energy had $17 million of unrecognized compensation
cost which is expected to be recognized over 8 weighted-average
period of 1.5 years.
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Other Stock Awards

Other stock awards issued and outstanding under the 1958
Plan vest over periods from three to five years. There were no other
stock awards issued during the years ended December 31, 2011,
2010 or 2C09.
The following table sumrarizes informaticn about other stock
awards outstanding at December 31, 2011:
Weighted Average Per Share

Grant
Date Fair Value

Shares
{in thousands)

Number of Other Stock
Awards:
Qutsianding at
December 31,
2010

Vested

Forfeited

Qutstanding at
December 31, 2011

131
(131}

$28
28

$—

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

21. EMPLOYEE BENEFIT PLANS

Duke Energy

Defined Benefit Retirement Plans

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

For the Years Ended
December 31,
(in millions} 2012 2011 2010 2009
Contributions made — $200 3400 $800
Anticipated contributions $200 — . —

Actuarial gains and losses subject to amortization are amartized
over the average remaining service period of the active employees.
The average remaining service pericd of active employess covered by
the qualified retirement plans is ten years. The average remaining
service period of active employees covered hy the non-qualified
retirernent plans is nine years. Duke Energy determines the market-
related value of plan assets using a calcufated value that recognizes
changes in fair value of the plan assets in a particular yearon a
straight line basis over the next five years.

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

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

Qualified Pension Plans

Components of Net Periodic Pension Costs: Qualified Pension
Plans

For the Years Ended

December 31,

(in millions) 2011 2010@  2009@
Senvice cost $ 96 $ 96 % 85
Interest cost on projected benefit

obiigation 232 248 257
Expected return on plan assets {384) (378) (362)
Amortization of prior service cost 6 5 7
Amortization of actuarial loss 77 50 2
Settlement and contractuarl termination

benefit cost —_ 13 —
Other 18 18 17
Net periodic pension costs $ 45 $ 52 $ 6

(a) These amounts exclude $14 million, $16 million and $10 million for the vears ended
Oecember 31, 2011, 2010 and 2009, respectively, of regulatory asset amortization
resuiting from purchase accounting adjustments associated with Duke Energy’s merger
with Cinergy in April 2006.
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Other Changes in Plan Assets and Projected Benefit Obligations

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

For the Years Ended

December 31,
{in millicns) 2011 2010
Regulatory assets, net increase $152 $ 350
Accurmulated other comprehensive (income} loss@
Deferred income tax asset {(10) 143
Actuarial losses (gains} arising during the
year 60 ()
Amortization of prior year actuarial losses (8) (16}
Reclassification of actuarial gains (losses) to
regulatory assets 8 (365)
Amortization of prior year prior service cost (1) (3)
Reclassification of prior service cost to
regulatory assets —_ 19
Net amount recognized in accumulated other
comprehensive {income) loss $ 49 $(265)

(@) Excludes actuarial losses of $2 million in 2011 and $3 million in 2010 recognized in
other accumulated comprehensive income, nel of tax, associated with a Brazilian
retirement plan,

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

As of and for the Years
Ended December 31,

(in milfions) 2011 2010
Change in Projected Benefit Obligation
Obligation at prior measurement date $4,861 $4,695
Service cost 96 96
Interest cost 232 248
Actuarial (gains) losses {7 190
Plan amendments 18 2
Settlement and contractual termination

benefit cost — 13
Benefits paid (320} (383)
Obligation at measurement date $4,880 $4,861

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

As of and for the Years

Ended December 31,
(in millions}) 2011 2010
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $4,797 34,224
Actual return on plan assets 64 556
Benefits paid (320) {383)
Employer contributions 200 400
Plan assets at measurement date $4,741 $4,797
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Amounts Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

Assumptions Used for Pension Benefits Accounting

As of December 31,
The following table pravides the amounts related to Duke (percentages) 2011 2010 2009

Energy’s qualified pensicn plans that are reflected in Other within Benefit Obligations

investments and Other Assets and Other within Deferred Credits and Discount rate 510 500 5.50
Other Liabifities on the Consolidated Balance Sheets at December 31,  Salary increase (graded by age) 440 410 4.50
2011 and 2010 2011 2010 2009

As of Decernber 31, Net Periodic Benefit Cost

N . -~ Discount rate 500 550 6.50
(in millions) 2011 2010 salary increase 410 450 450
Prefunded pension cost $ — $ 101  Expected long-term rate of return on plan
Accrued pension liabiiity (139) (165) assets 825 850 850
Net amount recognized $(139) $ (64

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

As of December 31,

{in millions) 2011 2010

Regulatary assets $1,411  $1,259
Accumulated other comprehensive (income) loss

Oeferred income tax asset 73) (63)

Prior service cost 4 5

Net actuarial loss 201 141
Net amount recognized in accumulated other
comprehensive (incorme} loss@ $ 132 % 83

{a} Excludes accumulated other comprehensive income of $19 million and $17 million as
of December 31, 2011 and 2010, respectively, net of tax, associated with & Brazilian
retirement plan.

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

recognized in net periodic pension costs in 2012.

Additional Information: Qualified Pension Plans

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

As of December 31,
(in millions) 2011 2010
Prajected benefit obligation $— $1,052
Accumulated benefit obligation — 956
Fair value of plan assets — 951

The discount rate used to determine the current year pension
obligation and following vear's pension expense is based on a bond
selection-settlement portfolio 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 portfolio is derived from a
universe of non-callable corporate bonds rated Aa quality or higher.
After the bond portfolio is selected, a single interest rate is determined
that equates the preserit value of the plan's projected benefit
payments discounted at this rate with the market value of the bonhds
selected.

Non-Qualified Pension Plans

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

For the Years Ended

Becember 31,
{in millions) 2011 2010 2008
Service cost $1 $1 $ 2
Interest cost on projected benefit obligation 8 e} 1c
Amortization of prior service cost 2 2 2
Settlernent credit — — eH
Net pericdic pension costs $11 $12 $13
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Other Changes in Plan Assels and Projected Benefit Obligations

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

For the Years Ended
Becernber 31,
{in millions) 2011 2010
Regulatory assets, net increase $2 $23
Regulatory liabilities, net increase 7 3
Accumulated othier comprehensive (income) loss
Deferred income tax asset (1) 8
Actuarial losses (gains) arising during the
year 1 23]
Reclassification of actuarial losses to
regulatory assets — (1)
Amortization of prior year prior service cost - {2}
Reclassification of pricr services cost to
regulatory assets — (1)
Reclassification of prior services cost to
regulatory liabilities — (8)
Net amount recognized in accumulated other
comprehensive (income) loss $— $12)

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

As of and for the Years
Ended December 31,

{in miliions) 2011 2010

Change in Projected Benefit Obligation

Obligation at prior measurement date $167 $173

Service cost 1 1

Interest cost 8 9

Actuarial losses (gains) (2 2

Benefits paid (14) {18}
Obligation at measurement date $160 $167

Change in Fair Value of Plan Assets

Benefits paid ${14) $(18)
Employer contributions 14 18

Plar, assets at measurernent date $ — $ —

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

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

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

(@) incluges $17 million and $18 million recognized in Other within Current Liabilities on
the Consolidated Balance Sheets as of December 31, 2011 and 2010, respectively.

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

As of December 31,

{in millions) 2011 2010
Regulatory assets $25 $23
Regulatory liabilities 10 3
Accumulated other comprehensive {income) loss

Deferred income tax (asset) liability _— 1

Prior service cost — 1

Net actuarial ioss {gain) 1 (1}
Net amount recognized in accumultated other

comprehensive (income) loss $1 $1

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

Additional Information: Non-Qualified Pension Plans

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

As of December 31,
(in mitlions) 2011 2010
Projected benefit obligation $160 $167

Accumulated benefit obligation 151 160
Fair value of plan assets — —

Assumptions Used for Pension Benefits Accounting

As of December 31,

{percentages) 2011 201C 2009
Benefit Obligations
Discount rate 510 500 550
Salary increase (graded by age) 440 410 450

2011 2010 2009
Net Periodic Benefit Cost
Discount rate 500 560 6.50
Salary increase 410 450 4.50
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The discount rate used to determine the current year pension
obligation and following year's pension expense is based on a bond
selection-settlement portfolio approach. This approach develops a
discount rate by selecting a portfolic of high quality corporate bonds
that generate sufficient cash flow to provide for the projected benefit
payments of the plan. The selected bond portfolio is derived from a
universe of non-callable corporate bonds rated Aa quality or higher.
After the bond portfolic is selected, a single interest rate is determined
that equates the present value of the plan's projected benefit
payments discounted at this rate with the market value of the bonds
selected.

Other Post-Retirement Benefit Plans

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

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

These benefit costs are accrued over an employee’s active
service period 1o the date of full benefits eligibility. The net
unrecognized transition obligation is amortized over 20 years.
Actuarial gains and losses are amortized over the average remaining
service period of the active employees. The average remaining service
pericd of the active employees covered by the planis 11 years.

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

December 31,

{in millions) 2011@  2010@  2009@
Service cost $ 7 $ 7 $ 7
Interest cost on accumulated post-

retirement benefit chligation 35 38 46
Expected return on plan assets (15) (i5) (16)
Amortization of prior service credit (8) (€3] 8)
Amortization of net transition liability 10 11 10
Amortization of actuarial gain ) (3) (3) (5)
Net periodic other post-retitement benefit

costs $26 $ 28 $ 34

(8) These amounts exclude $8 million, $9 million and $9 million for the years ended
Decerber 31, 2011, 2010 and 2009, respectively, of regulatory asset amortization
resulting from purchase accounting adjustments associated with Duke Energy’s merger
with Cinergy in April 2006,

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

decrease of $3 million in 2011, $4 million in 2010 and $3 million
in 2009. Duke Energy recognized a $1 million subsidy receivable as
of December 31, 2011 and 2010, which is included in Receivables
on the Consolidated Batance Sheets.

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

For the Years Enced

December 31,
(in millions) 2011 2010
Regulatory assets, net decrease $(22) $(14)
Regulatory liabilities, net increase (decrease) 21 [£)]
Accumulated other comprehensive {income) loss
Deferred income tax liability 1 i
Actuarial (gain) loss arising during the year —_ (3
Amortization of prior year actuarial gains 1 1
Reclassificaticn of actuarial losses to regulatory
liabilities — 8)
Amortization of prior year pricr service credit — 2
Reclassification of prior service credit to
regulatory liabilities —_ 9
Amortization of prior year net transition tiability — (2)
Reclassification of net transition liability to
reguiatory liabilities — ]
Net amount recognized in accumulated other
comprehensive (income} loss $ 2 $ (2

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

As of and for the Years
Ended
December 31,

(in miltions) 2011 2010
Change in Benefit Obligation
Accurmulated post-retirement benefit obligation at

prior measurement date $723 $728
Service cost 7 7
Interest cost 35 38
Pian participants’ contributions 32 35
Actuarial gain (55) (i2)
Benefits paid (83) (79}
Early retiree reinsurance program subsidy 3 —
Accrued retiree drug subsidy 5 6
Accumulated post-retirement benefit cbligation at

measurement date $667 $723
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $186 $169
Actual return on plan assets 4 19
Benefits paid (83) (79)
Emplover contributions 42 42
Pian participants’ contributions 32 35
Plan assets at measurement date $181 $186
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Amounts Recognized in the Consolidated Balance Sheets: Other
Post-Retirement Benefit Plans

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

As of December 31,
(in millions) 2011 2010
Accrued other post-retirement Fability@ $(486) ${537)

ta} Includes 33 million and $2 million recognized in Cther within Current Liabilities on the
Consolidated Balance Sheets as of December 31, 2011 and 2010, respectively.

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

As of December 31,

(in mitlians) 2011 2010
Regulatory assets $ 37 $59
Regulatory liabilities 107 86
Accurnulated other cornprehensive (income)/loss:
Deferred income tax lighility 4 3
Prior service credit (3) (3}
Net actuarial loss (gain) (6 (7
Net amoust recognized in accumulated other

comprehensive (incomelloss $ (5) $(7)

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

Assumptions Used for Other Post-Retirement Benefits Accounting

As of December 31,
(percentages) 2011 2010 2009
Determined Benefit QObligations
Discount rate 5.10 5.00 5.50
2011 2010 2009
Net Periodic Benefit Cost
Discount rate 5.00 5.50 6.50

Expected long-term rate of return on
plan assets
Assumed fax rate®

5.36-8.25 553-8.50 5.53-8.50
35.0 35.0 35.0

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

Assumed Health Care Cost Trend Rate

2011 2010
Heatth care cost trend rate assumed for next year 8.75% 8.50%
Rate 1o which the cost trend is assumed to decline (the
uitimate trend rate) 5.00% 5.00%
Year that the rate reaches the ultimate trend rate 2020 2020

Sensitivity to Changes in Assumed Health Care Cost Trend Rates

1-Percentage-

1-Percentage-

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

costs $2 $ (2)
Effect on post-retirement benefit

obligation 31 (28)

Expected Benefit Payments: Defined Benefit Retirement Plans

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

Non-  Other Post-
Qualified Qualified Retirement
{in millions) Plans Plans Plang@ Total
Years Ended December 31, .
2012 $ 463 $17 $ 49 $ 529
2013 451 15 52 518
2014 440 17 53 510
2015 434 14 54 502
2016 428 13 55 496
2017 - 2021 2,050 64 270 2384

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

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

Weighted-
average
returns
expected
Asset Class
.S, Equities 261%
Non-U.S. Equities 1.50%
Global Equities 0.99%
Debt Securities 1.69%
Global Private Equity 0.37%
Hedge Funds 0.24%
Real Estate 0.30%
Other Global Securities 0.30%

The asset aliocation targets were set after considering the
investment objective and the risk profile. U.S. equities are held for
their high expected return. Non-U.S. equities, debt securities, and
real estate 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 iis actual asset allocation and periodically
rebalances its investments to the targeted allocaticn when considered
appropriate,

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

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

Percentage at
December 31,
Target -
Allccation 2011 2010
Asset Category
1J.S. equity securities 28% 28% 30%
Non-U.S, equity securities 15 15 19
Global equity securities 10 9 10
Debt securities 32 32 27
Glabal private equity securities 3 1 —
Hedge funds 4 3 3
Real estate and cash 4 9 7
Other global securities 4 3 4
Total 100% 100% 100%

VEBA I/Il. Duke Energy also invests other post-retirement assets
in the Duke Energy Corporation Employee Benefits Trust (VEBA 1. As
of December 31, 201G, Duke Ensrgy invested in the Duke Energy
Corporation Post-Retirement Medical Benefits Trust {VEBA I1). The
investrnent objective of VEBA | is to achieve sufficient returns, subject
to a prudent level of portfolio risk, for the purpose of promoting the
security of plan benefits for participants. VEBA | is passively
managed.

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

Percentage at
December 31,
Target —
VEBA | Allocation 2011 2010
Asset Category
U.S. equity securities 30% 20% 22%
Debt securities 45 31 34
Cash 25 49 44
Total 100% 100% 100%
Percentage at
VEBA I December 31,
Target ———
Allccation 2011 2010
Asset Category .
U.S. equity securities —% —% 1%
Debt securities — — 69
Cash — — a0
Totat —% —% 100%
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Fair Value Measurements.

The accounting guidance for fair value defines fair value,
establishes a framework for measuring fair value in GAAP in the U.S.
and expands disclosure requirements about fair value measurements.
Under the accounting guidance for fair value, fair value is considered
to be the exchange price in an orderly transaction between market
participants to sell an asset or transfer a liability at the measurement
date. The fair value dafinition focuses on an exit price, which is the
price that would be received by Duke Energy to sell an asset or paid
to transfer a liability versus an entry price, which would be the price
paid to acquire an asset or received to assume a liability. Although
the accounting guidance for fair vatue does not require additional fair
value measurements, it applies to other accounting pronouncements
that require or permit fair value measurements.

Duke Energy classifies recurring and non-recurring fair value
measurements based on the following fair value hierarchy, as
prescribed by the accounting guidance for fair value, which pricritizes
the inputs o valuation technigues used to measure fair value into
three levels:

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

Level 2 — a fair value measurement utilizing inputs other than
a quoted market price that are observable, either directly or
indirectly, for the asset or liability. Level 2 inputs include, but are
not limited o, quoted prices for similar assets or liabilities in an
active market, guoted prices for identical or similar assets or
liabilities in markets that are not active and inputs other than
quoted market prices that are observable for the asset or liability,
such as interest rate curves and yield curves cbservable at
commonly quoted intervals, volatilities, credit risk and default
rates. A Level 2 measurement cannot have more than an
ingignificant portion of the valuation based on unobservable
inputs.

Level 3 — any fair value measurements which include
unobservable inputs for the asset or liahility for more than an
insignificant porticn of the valuation. A Level 3 measurement
may be based primarily on Level 2 inputs.

The following table provides the fair value measurement
amounts for Master Trust qualified pension and cther post-retirement
assets at December 31, 2011:
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Totat Fair Value

Armounts at

December 31,
(in millions) 2011@ Level1l Level 2 Level 3
Master Trust
Equity securities $2,568 $1,745 $ 823 $ —
Carporate bonds 1,237 — 1,236 1
Short-term investment funds 328 276 52 —
Partnership interests 127 — — 127
Hedge funds 89 —_ 89 —_
Real estate investment trust 152 — —_ 152
U.S. Government securities 211 —_ 211 —_
Other investments® 33 30 2
Guaranteed investment

contracts 39 — —_ 39
(Government bonds —

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

commercial mortgage

backed securities g — 8 —

Total Assets

$4,842 $2,058 $2462 $322

(a}
purchases and sales,

Excludes $27 million in net receivables and pavabies associated with security

) Includes pending investment sales (net of investrnent purchases) of $3 millicn,

The following table provides the fair value measurement
amounts for Master Trust qualified pension and other post-retirement
assets at December 31, 2010:

Total Fair Value

Amounts at

December 31,
(in millions) 2010@  levell Level 2 Level 3
Master Trust
Equity securities $2,978 $2019 $ 959 $ —
Corporate bonds 1,062 11 1,040 11
Short-term investment funds 484 469 15 —
Partnership interests 108 — — 108
Hedge funds 94 — 94 —
Real estate investment trust 66 - — 65
U.S. Government securities 138 — 138 —
Other investments® (121) (84) 3 (40)
Guaranteed investment

contracts 38 — — 38
Government bonds —

Foreign 35 — 34 1
Cash 2 2 — —
Asset backed securities 9 — 8 1
Government and commercial

mortgage backed securities 8 — 8 —

Total Assets $4,201 $2,417 $2,299 $185

(@) Excludes $23 million in net receivables and payables associated with security

purchases and sales.

(b} Includes pending investment sales (net of investment purchases) of $(132) million.
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The feollowing table provides the fair value measurement
amounts for VEBA | other post-retirement assets at December 31,
2011:

Total Fair Value

Amounts at
December 31,
(in millions) 2011 Levell Level2 Level3
VEBAI
Cash and cash
equivalents $26 $— $26 5—
Equity securities 11 — 11 _
Debt securities 16 — 16 _
Total Assets $53 $— $53 $—

The following table provides the fair value measurement
amounts for VEBA | and VEBA 1 other post-retirement assets at
December 31, 2010:

Total Fair Value

Amounts at
December 31,
(in millions) 2010 levell Lewel2 Lewel3
VEBA I/l
Cash and cash
eguivalents $30 $— $30 $—
Equity securities 12 — 12 —
Debt securities 17 — 17 —_
Total Assets $59 $— $59 $—

The following table provides a reconciliation of beginning and
ending balances of Master Trust assets measured at fair value on a
recurring basis where the determingtion of fair value includes
significant unobservable inputs {Level 3) for the year ended
December 31, 2011:

Year Ended December 31, 2011 (in millions)

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

The following table provides a reconciliation of beginning and
ending balances of Master Trust assets measured at fair value cn a
recurring basis where ine determination of fair vaiue includes
significant unobservable inputs (Level 3) for the year ended
December 31, 2010:

Year Ended December 31, 2010 (in millions)

Master Trust

Balance at January 1, 2010 $256
Purchases, sales, issuances and settlements (het) [Vah!
Total gains (losses), realized and unrealized and other —

Balance at December 31, 2010 $185
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Valuation methods of the primary fair value measurements
disclosed above are as follows:

Investments in equity securities:

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

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

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

Investments in short-term investment funds:

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

Investments in real estate investment trust:

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

Employee Savings Plans

Duke Energy sponsors employes savings plans that cover
substantiaily all U.S. employees. Wost employees participate in a
matching contripution formula where Duke Energy provides a
matching contribution generally equal to 100% of employee
before-tax and Roth 401(k) contributions, of up fo 6% of eligible pay
per pay period. Duke Energy made pre-tax employer matching
contributions of $86 millicn in 2011, $85 million in 2010 and $80
millign in 2008. Dividends on Duke Energy shares held by the
savings plans are charged to retained eamings when declared and
shares held in the plans are considered outstanding in the calculation
of basic and diluted earnings per share.
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DUKE ENERGY CAROLINAS
Duke Energy Retirement Plans.

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

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

Qualified Pension Plans

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

For the Years Ended
December 31,
{in millipns) 2011 2010 2009
Service cost $ 37 % 3% $ 31
Interest cost on projected benefit obtigation 85 a1 95
Expected return on plan assets (150) (147 {142)
Amortization of prior service cost 1 1 1
Amortization of actuarial loss 37 27 2
Other 7 8 7
Net periodic pension costs (benefit) $ 17 $ 16 % (©)

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

For the Years Ended

Years Ended December 31, December 31,_

{in millions) 2012 2011 2010 2009 {in miltions) 2011 2010

Contributions made — %33 $158 %158  Repulatory assets, net increase $65 $628
Anticipated contributions $66 — — —

Actuarial gains and losses subject to amortization are amortized
over the average remaining service period of the active employees.
The average remaining service period of the active employees covered
by the qualified retirement plans is nine years. The average remaining
service period of active employees covered by the non-qualified
retirement plans is aiso nine years. Duke Energy determines the
marketrelated value of plan assets using a calculated value that
recognizes changes in fair value of the plan assets in a particular year
on a straight-line basis over the next five years.

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

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

Amounts presented in the tables below represent the amounts
of pension ard other post-retirement benefit cost allocated by Duke
Energy for employees of Duke Energy Carotinas. Additionally, Duke
Energy Carolinas is allocated its proportionate share of pension and
other post-retirement benefit cost for employees of Duke Energy’s
shared services affiliate that provides support to Duke Energy
Carolinas. These allocated amounts are included in the governance
and shared services costs discussed in Note 13.

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

As of and for the Years

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

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

As of and for the Years

Ended December 31,
{in millions) 2011 2010
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $1,837 $1,602
Actual return on plan assets 60 212
Benefits paid (105) (130
Transfers (5) (5)
Employer contributions 33 158

Plan assets at measurement date $1,820 $1,837
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Amounts Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

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

As of and for the Years

Ended December 31,
{in millions}) 2011 2010
Prefunded pension cost $— $51
Accrued pension liability (11} —

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

As of December 31,
(in millions) 2011 2010
Regulatory assets $693 $628

The discount rate used to determine the current year other post-
retirement benefits obligation and folfowing year's other post-
retirement benefits expenise is based on & bond selection-settlement
portfolio 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 portfolio is derived from a universe of
non-callable corporate bonds rated Aa quality or higher. After the
bond portfalio 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.

Non-Qualified Pension Plans

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

Of the amounts above, $46 million of unrecognized nat
actuarial loss and $1 million of unrecognized prior service cost will be
recognized in net pericdic pension costs in 2012,

Additional Information: Qualified Pension Plans

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

As of December 31,
{in millions) 2011 2010
Projected benefit obligation $— $—

Accumulated benefit obligation — —
Fair value of plan assets — —

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

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

For the Years Ended
December 21,

2011 2010

{in millior:s}
Regulatory assets, net increase $— $3

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

As of and for the Years

Ended Decermnber 31,

Assumptions Used for Pension Benefits Accounting (in millions) 2011 2010

As of December 31, Change in Projected Benefit Obligation

(percentages) 2011 2010 o20op  Obligation at prior measurement date $21 $22
- Transfers ] —

Benefit Obligations Interest cost 1 1
Discount rate 510 500 550  pgtuarial losses —_ 1
Salary increase (graded by age} 440 410 450  Benefit paid (3 (3)
2011 2010 2009  Obligation at measurement date $18 $21

Net Periodic Benefit Cost Change in Fair Value of Plan Assets
Discount rate 500 550 6.50  Berefits paid $(3) $(3)
Salary increase 4,10 450 450  Employer contributions 3 3
Expected long-term rate of return on plan Pl easurernent dat _ $—
assels 825 850 850 —nlosels Al A = s

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

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

As of December 31,
(in millions} 2011 2010
Accrued pension lability $(18) $(21)

{a) Includes $3 million and $5 milfion recognized in Cther within Cunent Uiabilities on the
Consolidated Balance Shests as of December 31, 2011 and 2010, respectively.

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

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

Qf the amounts above, an insignificant amount will be
recognized in net periodic pension costs in 2012.

Additional Information: Non-Qualified Pension Plans

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

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

Fair value of plan assets — _

Assumptions Used for Pension Benefits Accounting

sufficient cash fiow to provide for the projected benefit payments of
the plan. The selected bond portfolio is derived from a universe of
non-callable corporate honds rated Aa quality or higher. After the
bond portfolic is selected, a singie 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 selecied.

Other Post-Retirement Benefit Plans

In conjunction with Duke Energy, Duke Energy Carolinas
provides sorme health care and life insurance benefits for retired
employees on a contributory and non-contributery basis. Employees
are eligible for these benefits if they have met age and service
requirements at retirement, as defined in the plans.

These benefit costs are accrued over an employee’s active
service period 1o the date of full benefits eligibility. The net
unrecognized transition obligation is amortized over 20 years.
Actuarial gains and losses are amortized over the average remaining
service period of the active employess. The average remaining service
period of the active employees covered by the plan is ten years.

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

For the Years Ended
Decemnber 31,
2011 2010 2009
(in mitlions)

Service cost benefit earned during the year $2 $2 %2
Interest cost on accumulates post-retirement

benefit obligation 16 17 21
Expected return on plan assets (10 (10} (i1)
Amortization of prior service credit {5) (5} (5)
Amoartization of net fransition liability 9 9 9
Amortization of actuarial loss 2 3 1
Net periodic other post-retirement benefit

costs $14 $16 $17

As of December 31, Other Changes in Plan Assets and Projected Benefit Obligations
(percentages) 2011 2010 2000  Recognized in Regulatory Assets: Other Post-Retivement Benefit
Benefit Obligations Plans
Discount rate 510 500 550 For the Years Ended
Salary increase 440 410 450 December 31,

2011 2010 2009 2011 2010

Determined Expense {in millions)
Discount rate 500 550 6.50 Regulatory assets, net (decrease) increase $(12) 349
Salary increase 410 450 450

The discount rate used to determine the current year other post-
refirement benefits abligation and following year's other post-
retirement benefits expense is based on a bond selection-settierment
partfolio approach. This approach develops a discount rate by
selecting a portfolio of high guality corporate bonds that generate
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Reconciliation of Funded Status to Accrued Other Post-Retirement
Benefit Costs

As of and far the Years
Ended December 31,

fin mittions) 2011 2010
Change in Benefit Obligation
Accumulated post-retirement benefit obligation at

prior measurement date $326 $338
Service cost 2 2
{nterest cost 16 17
Plan participants’ contributions 21 24
Actuarial gain (12) 14
Transfer {1) (1)
Plan transfer (1) —
Benefits paid (44) {44)
Early retiree reinsurance program subsidy 2 —
Accrued retiree drug subsidy 3 4
Accumulated post-retirement benefit obligation at

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

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

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

As of December 31,
{in millions) 2011 2010
Accrued other post-retirement liability $(192) $(201)

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

As of Decemnber 31,
(in millions) 2011 2010
Regulatory assets $37 $49
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Of the amounts above, $6 million of unrecognized net transition
obligation, $2 million of unrecognized losses and $5 million of
unrecognized prior service credit (which will reduce pensicn expense)
wilt be recognized in net periodic pension costs in 2012,

Assumptions Used for Other Post-Retirement Benefits Accounting

(percentages) 2011 2010 2009
Determined Benefit Obligations
Discount rate 5.10 500 5.50
2011 2010 2009

Determined Expense
Discount rate 5.00 5.50 6.50
Expected long-term rate of return on

plan assets 5.36-8.25 5.53-8.50 553-850
Assumed tax rate® 35.0 35.0 350

fa} Applicable to the health care portion of funded post-retirement benefits.

The discount rate used to determine the current year other post-
retirement benefits obligation and following year's other post-
retirement benefits expense is based on a bond setection-seftlement
portfolio approach. This appreach develops a discount rate by
selecting & portfolio of high quality corporate bonds that generate
sufficient cash flow to provide for the projected benefit payments of
the plan. The selected bend portfolio is derived from a universe of
nan-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.

Assumed Heatlth Care Cost Trend Rate

2011 ZQI_Q
Health care cost trend rate assumed for next year 8.75% 8.50%
Rate to which the cost trend is assumed to decline (the
ultimate trend rate) 5.00% 5.00%
Year that the rate reaches the ultimate trend rate 2020 2020

Sensitivity to Changes in Assumed Health Care Cost Trend Rates

1-Pescentage-

1-Percentage-

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

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

ohligation 13 (12)
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Expected Benefit Payments: Defined Benefit Retirement Plans

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

Other Post-
Qualified Non-Qualified Retirement
(in millions) Plans Plans Planst® Total
Years Ended December 31,
2012 $186 $3 $ 22 $211
2013 186 3 23 212
2014 185 3 24 212
2015 183 3 25 211
2016 179 2 6 207
2017 - 2021 806 10 129 945

(@) Duke Energy expects 10 receive on behalf of Duke Energy Carolinas, future subsidies
under Medicare Part D of $2 million in each of the years 2012-2016 and a total of $9
million during the years 2017-2021.

Employee Savings Plans

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

DUKE ENERGY OHIO
Duke Energy Retirement Plans.

Duke Energy Ohic participates in qualified and non-qualified
defined benefit pension plans and other post-retirement benefit plans
spensored by Duke Energy. Duke Energy allocates pension and other
post-retirernent obligations and costs related to these plans to Duke
Energy Chio.

Net pariodic berefit cost disclosed in the tables below for the
qualified, non-qualified and other post-retirerent benefit plans
reprasent the cost of the respactive plan for the periods presented.
However, portions of the net periodic Denefit cost disclosed in the
tables have been capitalized as a component of property, plant and
equipment.

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

Qualified Pension Plans

Duke Energy’s qualified defined benefit pension plans cover
substantizlly all employses meeting certain minimum age and service
requirements. The plans cover most employees using a cash balance
formula. Under a cash balance formula, a plan participant
accumulates a retirement benefit consisting of pay credits that are
based upon a percentage (which varies with age and years of service)
of current eligible eamings and current interest credits. Certain legacy
Cinergy employees are covered under plans that use a final average
earnings formula. Under a final average earings formula, a plan
participant accumulates a retirement benefit equal 1o a percentage of
their highest 3-year average earnings, plus a percentage of their
highest 3-year average earnings in excess of covered compensation
per year of participation (maximum of 35 years), plus a percentage of
their highest 3-year average earnings times years of participation in
excess of 35 years. Duke Energy Ohio also participates in Duke
Energy sponsored non-quaiified, non-contributory defined benefit
pension plans which cover certain executives.

Duke Energy's policy is to fund amounts on an actuarial basis to
provide assets sufficient to meet benefits t0 be paid to plan
particinants. The following table includes information related to Duke
Energy Chio's contributions fo Duke Energy's qualified defined benefit
pension plans.

Years ended December 31,

{in mitlions) 2012 2011 2010 2009
Contributions made — 348 $45 $210
Anticipated contributions $29 — — —

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

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

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

{in miilions) 2011@  2010®  2009@ {in millions} 2011 2010
Service cost $ 7 $ 7 $ 8

Interest cost on prajected benefit Change in Fair Value of Plan Assets

obligation 32 33 38 Plan assets at prior measurement date $565 $557

Expected return on plan assets {a4) 44) {43)  Actual return on plan assets 6 &b
Amortization of prior service cost 1 1 1 Transfers a7 (54)
Amortization of actuarial loss 7 4 — Benefits paid (37 {48)
Other 2 2 2 Employer contributions 48 45
Net periodic pension costs $ 5 $ 3 $ 6  Plan assets at measurement date $565 $6565

{a) These amounts exclude $7 million, $7 million ang $4 million for the years ended
Decernber 31, 2011, 2010 and 2009, respectively, of regulatory asset amartization
resulting from purchase accounting adjustments associated with Buke Energy's merger
with Cinergy in April 20086,

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

For the Years Ended

December 31,

(in millions) 2011 2010
Regulatory assets, net increase $11 $6
Accumulated other comprehensive {income) loss

Deferred income tax asset 1 4

Actuarial loss (gain) arising during the year 10 )]

Amortization of prior year actuarial losses 3) (1)

Amortization of prior year prior service cost — (1)
Net amount recognized in accumulated other

comprehensive (income) loss $ 8 $(7)

Amounts Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

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

As of and for the Years Ended

December 31,
(in millions) 2011 2010
Accrued pension liabiity $(62) $(86)

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

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

As of and for the Years Ended
December 31,

(in millions) 2011 2010
Change in Projected Benefit Qbligation
Obligation at prior measurement date $651 $689
Service cost 7 7
Interest cost 32 33
Actuarial (gains) losses (9 24
Plan amendments - -
Transfers {17} {54)
Benefits paid (37) {48)
Qbligation at measurement date $627 $651
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As of December 31;
{in miliions) 2011 2010
Regulatory assets $122 $111
Accumulated Other Comprehensive (Income) Loss
Deferred income tax asset $(15) $(16)
Prior service cost 1 1

Net actuarial loss 52 45

et amount recognized accumulated other

comprehensive loss (income) $ 38 $ 30

Of the amounts above, approximately $9 million of
unrecognized net actuarial less and approximately $1 mittion of
unrecognized prior service cost will be recognized in net periedic
pension ¢osts in 2012,
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Additional Information: Qualified Pension Plans

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

As of December 31,
(in millions) 2011 2010
Projected benefit obligation $— $651
Accumulated benefit obligation — 616
Fair value of plan assets — 565

Assumptions Used for Pension Benefits Accounting

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

Determined Expense
Discount rate 500 550 650
Salary increase 4310 450 450
Expected long-term rate of return on plan

assets 8.25 8.50 8.50

Tre discount rate used to determine the current year other post-
retirement benefits obligation and following year's other post-
retirernent benefits expense is based on a bond selection-settlement
portfclio 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 portfolio is derived from a universe of
non-callable corporate bonds rated Aa guality or higher. After the
bond pertfolio is gelected, 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.

Non-Qualified Pension Plans

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

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

Other Changes in Plan Assets and Projected Benefit Obligations

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

Duke Energy Chio's non-gualified pension pian Other Changes
in Plan Assets and Projected Benefit Obligations Recognized in
Regulatory Assets and Accumulated Other Comprehensive Income as
allocated by Duke Energy was insignificant for the years ended
December 31, 2011 and 2010.

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

As of and for the Years
Ended December 31,

(in millions) 2011 2010
Change in Projected Benefit Obligation

Chligation at prior measurement date $6 $4

Service cost — —
Interest cost _ —
Actuarial losses (1) 3

Benefits paid (1) (1)
Obligation at measurement date $4 $6
Change in Fair Value of Plan Assets

Benefits paid $(1) $(1)
Employer contributions 1 1

Plan assets at measurement date $— $—

The accumulated benefit obligation was $4 milfion and $6
million at December 31, 2011 and 2010, respectively.

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

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

As of December 31,
{in millions) 2011 2010
Accrued pension liability® $4) $(6}

{a) Includes $1 million recognized in Other within Current Liabilities on the Consolidated
Balance Shests 25 of both Decernber 31, 2011 and 2010.

Amounts related to Duke Energy Ohio’s non-qualified pension
plans that are reflected in Other within Regulatory Assets and
Deferred Dehits and AOCI on the Consolidated Balance Sheets were
insignificant at December 31, 2011 and 2010.

Additional Information: Non-Qualified Pension Plans

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

As of December 31,
(in miltions) 2011 2010
Projected benefit obligation $4 $6
Accumuiated benefit obligation 4 6

Fair value of plan assets — —

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

(a) These amounts exclude $2 million for each of the years ended December 31, 2011,
2010 and 2009 of regulatory asset amortization resulting from purchase accounting
adjustments associated with Duke Energy’'s merger with Cinergy in April 2008.

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

For the Years Endect

December 31,
Assumptions Used for Pension Benefits Accounting (in millions) 2011 2010
As of December 31, Regulatory liabiiities, net decrease D ]

(percentages) 2011 2010 2009  Accumulated other comprehensive {income)/loss

- Deferred income tax liability 1 3
Benefit Obligations Actuarial loss {gain) arising during the year 2 (3)
Discount rate 510 500 550 Amortization of prior year actuarial gains 1 1
Salary increase 440 410 450 -

o Net armount recognized in accumulated other

Net Periodic Benefit Cost comprehensive (income)/loss $2 $1
Discount rate 500 550 650
Salary increase 4,10 450 4.50

Other Post-Retirement Benefit Plans

Duke Energy Ohio participates in other post-retirement benefit
plans sponsored by Duke Energy. Duke Energy provides certain
health care and life insurance bensfits to retired employees and their
eligible dependents on a contributory and non-contributory basis.
These benefis are subject to minimum age and service requirements.
The health care benefits include medical coverage, dental coverage,
and prescription drug coverage and are subject to certain limitations,
such as deductibles and co-payments. These benefit costs are
accrued over an employee’s active service period to the date of full
penefits eligibility. The net unrecognized transition cbligation is
amortized over 20 years.

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

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

For the Years Ended

)

December 31,

{in millions} 2011@ 2010 2009@
Service cost $1 $1 $1
Interest cost on accumulated post-

retirernent benefit obligation 3 3 4
Expected return on plan assets (1) (1) (1
Amortization of prior service credit (1) 1) {(H
Amortization of actuarial gain (2) 2) 2)
Net periodic other post-refirement benefit

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

As of and for the Years
Ended December 31,

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

at prior measurement date $66 $70
Service cost 1 1
Interest cost 3 3
Plan pasticipants’ contributions 1 1
Actuarial loss — 2
Transfers (2) {6)
Benefits paid 8 (5}
Accumulated post-retirernent benefit obligation

at measurement date $61 $66
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $8 $7
Actual return on plan assets — 2
Benefits paid (8} (5)
Employer contributions 8 3
Plan participants’ contributions 1 1
Plan assefs at measurement date $9 $8
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Amounts Recognized in the Consolidated Balance Sheets: Other
Post-Retirement Benefit Plans

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

As of December 31,
(in millions) 2011 2010
Accrued other post-retirernent lizbilityte $(52) $(58)

Sensitivity to Changes in Assumed Health Care Cost Trend Rates

1-Percentage-
Point Increase

1-Percenfage-

(in millions) Point Decrease

Effect on total service and interest

costs $1 $
Effect on post-refirernent penefi

obligation 18 (16)
Expected Benefit Payments

{a} Includes $2 million recognized in Other within Current Liabilities on the Consolidated
Balance Sheels as of both December 31, 2011 and 2010.

The following table provides the amounts refated to Duke Energy
Chia’s other post-retirement benefit plans that are reflected in Other

within Deferred Credits and Other Liabilities and AQCI on the
Consolidated Balance Sheets at December 31, 2011 and 201C:

As of December 31,

(in millions} 2011 2010
Regulatory liabilities $19 320
Accumulated other comprehensive income

Deferrad income tax liability $4 $ 5

Prior service credit (1} (1

Net actuarial foss gain 9} (12)
Net amount recognized in accumiulated other

comnprehensive {income)/loss $ (6) 3 (8

Of the amounts above, $2 million of unrecognized gains and $1
millien of unrecognized prior service credit (which will reduce pension
expense) will be recognized in net periodic pension costs in 2012.

Assumptions Used for Gther Post-retirement Benefits

Accounting

{percentages) 2011 2010 2009
Benefit Obligations
Discount rate 510 500 550
Net Periodic Benefit Cost
Discount rate 5060 550 650
Expected long-term rate of return on plan

assels 825 850 850
Assumed Health Care Cost Trend Rate

2011 2010

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

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

Other Post-

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

Years Ended December 31,

2012 $ 46 $1 $5 %52
2013 45 1 5 51
2014 44 1 6 51
2015 43 1 6 50
2016 44 1 6 51
2017 - 2021 241 3 27 271

Employee Savings Plans

Diske Energy sponsors, and Duke Energy Chio participates in,
an employee savings plan that covers substantiaily afl U.S.
employess. Duke Energy contributes a matching contribution equal to
100% of emplayee before-tax and Roth 401 (k) employee
contributions, of up to 6% of eligible pay per pericd. Duke Energy
Ohio expensed pre-tax plan contributions, as allocated by Duke
Energy, of $4 million in 2011, $4 million in 2010 and $4 milion in
2009,

DUKE ENERGY INDIANA
Duke Energy Retirement Plans.

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

Net periodic benefit cost disclosed below for the qualified,
non-gualified and other post-retirement benefit plans represent the
ocost of the respective plan for the periods presented, However,
portions of the net periodic costs disclosed have been capitalized as a
component of property, plant and equipment,
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Duke Energy uses a December 31 measurement date for its Components of Net Periodic Pension Costs as allocated by Duke
defined benefit retirement plan assets and obfigations. Energy: Qualified Pension Plans

Amounts presented below represent the amounts of pension For the Years Ended
and other post-retirement benefit cost allocated to Duke Energy December 31,
lnd\an:: Ad;iltlc})qnally,fouke.Energ\:(j lrl?ana I; a[l?cated tsbe oot {in rrilfions) 2011 2010 2000

roporti are er post-retiremen cos
;3 p Icmaest E [?Eensmn'anh od pl re|ﬁ.|. o nefi . Service cost $11 $11 S 9
Or employees of Luke nergyss ared services affiliate that provides interest cost on projected benefit obligation 30 32 33
support to Duke Energy Indiana. These allocated amounts are Expected return on plan assets 45) {4n (42
included in the governance and shared services costs discussed in Amortization of prior service cost 2 2 2
Note 13. Amortization of actuariat loss 14 12 b
Other 2 2 2

Qualified Pension Plans Net periodic pension costs $14 3714 $ 9

Duke Energy's qualified defined benefit pension plans cover Other Changes in Plan Assets and Projected Benefit Obligations

substantially all employees meeting certain minimum age and service Recognized in Reguiatory Assets
requirements. The plans cover most employees using a cash balance
formula. Under a cash balance forrmuia, a plan participant

For the Years Ended

. i i i di December 31,
accumulates a retirement ben(la it c0ﬂ3|s m.g of pay credits that are ‘ (in millions) 2011 2010
based upon a percentage (which varies with age and years of service)
Regulatory assets, net increase (decrease) $5 $(4)

of current eligible eamings and current interest credits. Certain legacy
Cinergy employees are covered under plans that use a final average
earnings formula. Under a final average earnings formula, a plan Reconciliation of Funded Status to Net Amount Recognized:
patticipant accumulates a retirement benefit equal to 2 percentage of Qualified Pension Plans

their highest 3-year average earnings, plus a percentage of their As of and for the Years Ended
highest 3-year average earnings in excess of covered compensation December 31,

per year of participation (maximum of 35 years), plus a percentage of

2 ; s (in millions} 2011 2010

their highest 3-year average earnings times years of participation in
excess of 35 years. Duke Erjergy Indiana a‘lso participates in Duke Change in Projected Benefit Obligation
Energy SpOnSOFed ﬂOﬂ‘qUa{lﬁed, nOﬂ-ConmbUtOly defined benefit Obligation at prior measurement date $628 $602
pensicn plans which cover certain executives. Service cost 11 11

Duke Energy's policy is to fund amounts on an actuarial basis to ~ Interest cost. 30 32
provide assets sufficient to meet benefits to be paid to plan ';{Catﬁa;z'eﬁfg;:]gsses (1(}; 35
participants. The following table includes information related to Duke Transfers 1 @
Energy Indiana’s contributions to Duke Energy's qualified defined Benefits paid {45) 44
benefit pension plans. Obligation at measurernent dale 3613 $628

Years ended
Decemnber 31, The accumulated benefit obligation was $582 million and

(in millions) 5012 2011 2010 2009  $578 million at December 31, 2011 and 2010, respectively.
Centributions made — $52 $46  $140 As of and for the Years Ended
Anticipated contributions %24 — — — December 31,

Actuarial cai ) H (in millions) 2011 2010

_ F:tuana galns gncl Iosies are amomzled ove[r th e average Change In Fair Value of Plan Assets
rema!nmg serv!ce period of the active employees. The average Plan assets at prior measurement date $565 $505
remaining service period of the active employees covered by the Actual return on plan assets 9 65
qualified retirement plans is 10 years. The average remaining service Benefits paid (45) (44)
period of the active employees covered by the quaiified retirement Transfers 1 {7

Employer contibutions 52 46

plans is also 10 years. Duke Energy defermines the market-related
value of plan assets using a calculated value that recognizes changes Plan assets at measurement date $582 $565
in fair value of the plan assets aver five years.
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Amounts Recognized in the Consolidated Balance Sheets:
Qualified Pension Plans

The following table provides the amounts related 10 Duke Energy
Indiana’s qualified pension plans that are reflected in Other within
Deferred Credits and Other Liabilities on the Consolidated Balance
Sheets at December 31, 2011 and 2010:

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

$(31) $(63)

{in millions)

Accrued pension liability

The following table provides the amounts related to Duke Eneray
indiana's qualified pension plans that are reflected in Other within
Regulatory Assets and Deferred Debits on the Consolidated Balance
Sheets at December 31, 2011 and 2010:

As of December 31,
(in millions} 2011 2010
Regulatory assets $229 $224

Additional Information: Qualified Pension Plans
Information for Plans with Accumulated Benefit Obligation in

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

Non-Qualified Pension Plans

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

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

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

For the year ended

December 31,
{in millicns) 2011 2010
Regulatory assets, net (decrease) increase $(1} $1

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

Excess of Plan Assets as allocated by Duke Energy As of and for the Years
Ended Decermber 31,
As of December 31, {in mitlions} 2011 2010
(in millions) 2011 2010 Change in Projected Benefit Obligation
Projected henefit obligation $— $628 g(lzatllljgae:ti::r}oasgggor measurement date $(?) $_6
Accumulated benefit ohligation — 578
Fair value of plan assets —_ 565 Cbligation at measurement date $5 $6
Change in Fair Value of Plan Assets
Assumptions Used for Pension Benefits Accounting Benefits paic $— $—
As of December 31, Employer contributions — —
2011 2010 2009 Plan assets at measurement date $— $—
Benefit Oblicati {percentages) The accumulated benefit obligation was $5 million and $6
enefit Obligations - )
Discount rate 510 500 550 million at December 31, 2011 and 2010, respectively.
Salary increase 440 410 450
Net Periodic Benefit Cost Amounts Recognized in the Consolidated Balance Sheets:
Discount rate 500 550 650 Non-Qualified Pension Plans
Salary increase 410 450 450
Expected long-term rate of return on plan The following table provides the amounts related 1o Duke Energy
assets 825 850 850 Indiang's non-quaiified pension plans that are reflected in Other

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

206

within Deferred Credits and Other Liabilities on the Consclidated
Balance Sheets at December 31, 2011 and 2010:

As of December 31,
{in millions) 2011 2010
Accrued pension liability@ $(5) $i6)

(@) Includes $1 miilion recognized in Other within Cument Liabilities on the Consolidated
Balance Sheets as of both December 31, 2011 and 2010.
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The following table provides the amounts related to Duke Energy
Indiana’s non-guzlified pension plans that are reflected in Regulatory
Assets on the Consolidated Balance Sheets at December 31, 2011
and 2010:

As of December 31,
{in miflions) 2011 2010
Regulatory assets $2 $3

Of the amounts above, an insignificant amount wil! be
reccgnized in net periodic pension costs in 2012.
Additional Information: Non-Qualified Pension Plans

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

As of December 31,
(in miliions) 2011 2010
Projected benefit obligation $5 $6
Accumulated benefit obligation 5 6

Fair value of plan assets

Assumptions Used for Pension Benefits Accounting: Non-Qualified
Plans

As of December 31,

(percentages) 2011 2010 2009
Benefit Obligations

Discount rate 5,10 500 550
Salary increase 440 410 450
Net Periodic Benefit Cost

Discount rate 500 550 650
Salary increase 4,10 450 450

The discount rate used to determine the current year other post-
retirement benefits cbligation and following year's other post-
retirerment benefits expense is based on a bond selection-settlement
portfolio 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 banefit payments of
the plan. The selected bond portfolio is derived from ‘a universe of
non-callable corporate bonds rated Aa quality or higher. After the
bond portfolio is 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.
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Other Post-Retirement Benefit Plans

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

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

For the Years Ended

Decernber 31,

{in millions} 2011 2010 20@
Service cost $1 $1 31
Interest cost on accumuiated post-retirement

benefit obligation 7 8 11
Expecled retum on plan assets (N (1 (1)
Amgertization of actuarial loss (gain) 2 1 3
Net periodic other post-retirerment benefit

costs $9 $9 $13

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

Faor the year ended
December 31,
(in millions) 2011 2010
Regulatory assets, net decrease $(N $(12)
Regulatory liabilities, net increase (decrease) 12 (6}
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Reconciliation of Funded Status to Accrued Other Post-Retirement
Benefit Costs

As of and for the Years
Ended December 31,

(in millions) 2011 2010
Change in Benefit Obligation
Accumulated post-retirerment benefit obligation

at prior measurement date $152 $154
Service cost 1 1
Interest cost 7 8
Plan participants’ contributions 4 3
Actuarial (gain) loss (17 1
Benefits paid (14) {15
Transfers — N
Early retiree reinsurance program subsidy 1 —
Accrued retiree drug subsidy 1 1
Accumulated post-retirement benefit obligation

at measurement date $135 $152
Change in Fair Value of Plan Assets
Plary assets at prior measurerent date $ 14 $ 13
Actual return on plan assets — 2
Benefits paid (14} {15)
Emplover contributions 10 11
Plan participants' contributions 4 3
Plan asseis at measurement date $ 14 $ 14

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

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

As of December 31,
(in millions) 2011 2010
Accrued other post-retirement liabilityte $(121) $(138)

{a} Includes an insignificant amount recognized in Other within Current Liabilities on the
Consolidated Balance Sheets as of both December 31, 2011 and 2010.

The following tabie provides the amounts related to Duke Energy
Indiana's other post-retirernent benefit plans that are reflected in’
Other within Regulatory Assets and Deferred Debits and within Other
within Deferred Credits and Other Lizbilities on the Consolidated
Balance Sheets at December 31, 2011 and 2010:

As of December 31,
2011 2010
(in millions)
Regulatory assets %83 $90
Regulatory liabilities ¢ 58
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Assumptions Used for Other Post-retirement Benefits Accounting

As of Decemnber 31,

(percentages) 2011 2010 2009
Benefit Obligations
Discount rate 5.10 5.00 5.50
Net Periodic Benefit Cost
Discount rate 500 550 650
Expected long-term rate of retumn cn plan

assets 825 850 850

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

Assumed Health Care Cost Trend Rate

2011 2010
8.75% 8.50%

Health care cost trend rate assumed for next year

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

Year that the rate reaches the ultimate trend rate

5.00% 5.00%
2020 2020

Sensitivity to Changes in Assumed Health Care Cost Trend

Rates
1-Percentage- 1-Percentage-
{in millions) Point Increase  Point Decrease
Effect on total service and interest
costs $1 $
Effect on post-retirement benefit
obligation 18 (16)




PART Il

DUKE ENERGY CORPORATION

* DUKE ENERGY CARQOLINAS, LLC * DUKE ENERGY OHIO, INC.

DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — {Continued)

Expected Benefit Payments

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

Non- Other Posi-
Qualified Qualified Retirement
(in millions) Plans Plans Planst  Total
Years Ended December 31,
2012 $ 46 $1 12 & 59
2013 43 1 13 57
2014 42 1 13 56
2015 42 1 13 56
2016 43 1 13 57
2017 - 2021 223 3 61 287

(a) Duke Energy expects to receive future subsidies under Medicare Part D on behalf of
Duke Energy Indiana of $1 million in each of the years 2012-2016 and a total of $5
millicn during the years 2017-2021.

Employee Savings Plans

Duke Energy sponsors, and Duke Energy Indiana participates
in, an employee savings plan that covers substantially all U.S.
employees. Duke Energy contributes a matching contribution equal to
100% of employee before-tax and Roth 401 (k) employee
contributions, of up to 6% of eligible pay per period. Duke Energy
Indiana expensed pre-tax plan contributions, as afiocated by Duke
Energy, of $& million in 2011, $6 million in 2010 and $5 million in
2009.

22. INCOME TAXES

Duke Energy and its subsidiaries file income fax returns ir the
11.S. with federal and various state governmental authorities, and in
certain foreign jurisdictions. The taxable income of Duke Energy and
its subsidiaries is reflected in Duke Energy’s U.S. federal and state
income tax returns. These subsidiaries have a tax sharing agreement
with Duke Energy where the separate retumn method is used to
allocate tax expenses and benefits to the subsidiaries whose
investments or results of operations provide these tax expenses and
benefits. The accounting for income taxes essentially represents the
income taxes that each of these subsidiaries would incur if it were a
separate company filing its own tax return as a C-Corporation.

The following details the components of income 1ax expense:

INCOME TAX EXPENSE
For the Year Ended
December 31, 2011
Duke Duke Duke
Duke Energy Energy  Energy

{in millions) Energy Carolinas Chio  Indiana
Current incomé taxes

Federal $(37 $(122) $(95) $ 95

State 21 30 1 42

Foreign 164 — —_ —

Tetal current income
taxes 148 (82) 94) 137

Deferred income taxes

Federal 526 531 194 (38)

State 56 40 2) {23}

Foreign 32 - o —

Total deferred income
taxes 614 571 192 (61)

Investment tax credit

amortization (10 ¥} (2 (2)
Total income tax expense

included in Consolidated

Statements of Qperations® $752 $472 &% 96 $ 74
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(a) Included in the “Tatal current income taxes” line above are uncertain tax benefits
relating primarily to certain temporary differences of $43 millicn at Duke Energy, $43
million at Duke Energy Carclinas, $3 miltion at Duke Energy Ohio and $3 million at
Duke Energy Indiana. The offset to these temperary differences are included in the
“Total deferred income taxes” line above.
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DUKE ENERGY CORPORATION * DUKE ENERGY CARQLINAS, LLC * DUKE ENERGY OHIO, INC. =

DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

For the Year Ended For the Year Ended
Decemnber 31, 2010 December 31, 2009
Duke Duke Duke Duke Duke Duke
Duke Energy  Energy Energy Duke Energy  Energy Energy
(in millions) Energy  Carolinas Ohio  indiana (in milligns) Energy  Carolinas Ohio  Indiana
Current income taxes Current income taxes
Faderal $ (5 $ 3 $107 $ 3 Federal $(271) $(1e8) % 77 $ 2
State 39 (2 8 16 State 3 27) 7 5
Foreign 125 — — — Foreign S5 — — —
Total current Total current
income taxes 159 1 115 13 income taxes (172} (223) 84 7
Deferred income taxes Deferred income taxes
Federal 639 388 6 123 Federal 767 518 97 89
State &3 75 12 22 State 148 89 7 22
Foreign 20 — — — Foreign 27 — — —
Total deferred Total deferred
income taxes 742 463 18 145 income taxes 942 e07 104 111
Investment tax Investment tax credit
credit amortization (12} (7 (2) 2
amorization (11} {73 (1 (2 total income tax expense
Total income {ax expense from continuing
from continuing operations 758 377 186 116
operations 890 457 132 196 Jomal income tax benefit
Total income tax benefit from discontinued
from discontinued operations (2 — — —
Operations ) — _ — Total income tax expense
Total income tax expense included in
included in Consolidated
Consolidated Staternents of
Statements of Operations® $ 756 $ 377 $186 $116
Operations® $889 $457 $132 $156

(8} Ingiuded in the “Total current income taxes”™ line above are uncertain tax benefits
refating primarily 1o centain temporary differences of $392 mitkion at Duke Energy,
$300 millipn &t Duke Energy Carolinas, $3 million ai Duke Energy Ohio and $7
millicn at Ouke Energy indiana. The offset to these temporaly differences are included

in the “Total deferred income taxes” line above.
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ta} Included in the “Total current income taxes” line above are uncertain tax benefits
relating primarily 1o certain termnporary differences of $91 million at Duke Energy,
uncertain tax expenses of $42 million, $22 million and $20 million at Duke Energy
Carolinas, Duke Energy Ohic, and Duke Energy Indiana, respectively. The offset to
these temperary differences are included in the “Total deferred income taxes” fine

above.

Duke Energy Income from Continuing Operations before Income

Taxes
For the Years Ended
December 31,
(in millians) 2011 2010 2008
Domestic $1,780 $1,731 $1,433
Foreign 685 479 388

Totai income from continuing

operations before income taxes

$2,465 $2,210 $1,831
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DUKE ENERGY CORPORATION

* DUKE ENERGY CAROLINAS, LLC

+ DUKE ENERGY OHIO, INC. + DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements - (Continued)

Reconciliation of Income Tax Expense at the U.S, Federal
Statutory Tax Rate to the Actual Tax Expense from Continving
Operations (Statutory Rate Reconciliation)

For the Year Ended
December 31, 2011
Duke Duke Duke
Buke Energy Energy  Energy
(in millions) Energy  Carolinas Chio  Indiana
Income tax expense,
computed at the statutory
rate of 35% $ 863 $457 $102 $ 85
State income tax, net of
federal income tax
effect 50 46 (1) 13
Tax differential on
foreign earnings (44) — — —
AFUDC equity income (91) (59) (2) (31)
QOther items, net (26) 28 {3) 7
Total income tax
expense from
continuing
operations $ 752 $§472 % 96 $ 74
Effective tax rate 30.5% 36.1% 33.1% 30.6%
For the Year Ended
December 31, 2010
Puke Duke Duke
Duke Energy  Energy  Energy
{in millions) Energy  Carolinas Ohio  ‘ndiana
Income tax expense,
computed at the statutory
rate of 35% $774 $454  $(108) $155
State income tax, net of
federal income tax
effect 82 48 14 26
Tax differential on
foreign earnings (22) — -— —
Goodwill impairment
charges 175 — 237 —
AFUDC equity income (82) 6l1) 2) (20)
Qther {tems, net (37) 16 (9) (5)
Total income tax
axpense from
continuing
operations $ 890 $457 $ 132  $156
Effective tax rate 40,.3% 353% (43.00% 355%
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For the Year Ended
December 31, 2009
Duke Duke  Duke
Duke Energy Energy Energy
{in millicns) Energy Carolinas  Ohio  Indiana
Income tax expense, computed at
the statutory rate of 35% $ 641 $378 § 84 %111
State income tax, net of federal
incame tax effect 98 40 9 18
Tax differential on foreign
earnings (16) — —_ —
Goodwill impairment charges 130 — 254 —
AFLIDC equity income {63) (44) 1 (10)
Other items, net {42y 3 6 e}
Total income tax expense
from continuing
operations $758 $377 $18 $116
Effective tax rate 41.4%  34.9% (77.5% 36.7%

Valuation allowances have been established for certain foreign
and state net operating loss carryforwards that reduce deferred tax
assets to an amount that will be realized on a more-likely-than-not
basis. The net change in the total valuation allowance is included in
Tax differential on foreign earnings and State income tax, net of
federal income tax effect in the above table.

Net Deferred Income Tax Liability Components

For the Year Ended
December 31, 2011
Duke Duke Duke
Duke Energy Energy Enermgy
(in millions}) Energy Carolinas Ohio Indiana
2Deferred credits and other
liabilities $ 790 $ 228 % 68 % 92
Tax Credits and NOL
Carryforwards@ 930 199 - 95
Investments and other assets — - 3 —
Gther 137 18 31 5
Total deferred income tax
assets 1,857 445 102 192
Valuation allowance (144) -— —_ —_
Net deferred income tax
assets 1,713 445 102 192
Investments and other assets (80%) (7200 — )
Accelerated depreciation rates (6,989) (3,576) (1,706) (968)
Regulatory assets and deferred
dehits (1,219) (658) (216} (136)
Tota) deferred income tax
liabilities 9,017y (4,954) (1,922) (1,106)

Net deferred income tax

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

(a) See Tax Credits and NOL Carrvforwards table Helow.
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DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — (Continued)

Tax Credits and NOL Carryforwards Deferred Tax Assets {Liabilities)
{in millions) For the Year Ended For the Year Ended
December 31, 2011 December 31, 2011
Description Amount Expiration year Duke Duke Duke
Investment Tax Credits $362 2029 - 2031 o Duke  Energy  Energy  Energy
Alternative Minimum Tax Credits 145 Indefinite (in miltions) Energy  Caralinas Ohio _Indiana
Federal NOL 274 2031
State NOL® 47 2016 - 2031 Current deferred tax
Foreign NOL® 102 2015 - 2029; Indefinite assats, included in
{a) Avaluation allowance of $41 million has been recorded on the State NOL othercurrent assets  $ 210 $ 46 $ 33 $ 13
Carryforwards, as presenied in the Net Deferred Income Tax Liability Components Non-current deferred
table. )
(t) A valuation allowance of $102 million has been recorded on the Fareign NOL Fax aSSEt,S » included
Carrylorwards, as presented in the Net Deferred Income Tax Liability Components in other investments
table. and other assets 67 —_ — —
Nor-current deferred
For the Year Ended tax liabilities (7,581)  (4,555) (1,853} (927}
December 31, 2010 Total net deferred
Duke Duke Duke income tax
Duke Energy Energy Energy liabilities $(7,304) $(4,509) $(1,820) $(914)
(in miilicns) Energy  Carolinas Chio Indiana
For the Year Ended
Deferred credits and Decermnber 31, 2010
other ifabilities $ 679 % 204 $ 61 % 70
Tax Credlits and NOL Duke  Duke  Duke
Carrylorwards 554 52 — 100 Duke Energy  Erergy  Energy
Other 100 15 19 5 (in milicns) Energy  Carolinas Ohio  Indiana
Total deferred
income tax assats 1,333 271 80 175 Cumrent deferred tax
Valuation all (145) assets, included in
aluation allowance - - - othercumentassets $ 236 $ 81 % 9 % 41
Net deierred income Non-current deferred
tax assets 1,188 271 80 1758 tax assets, included
Investments and other in other investments
assels (781) (675) (1) (41} and other assets 101 — - -
Accelerated depreciation Non-cusrent deferred
rates (6,052) (2,990 (1,529) (973} tax liabilities (6,978} {3,988) (1,640) (973}
Regulatory assets and Total net deferred
deferred debits (996) (513) (171 (93) income tax
Total deferred liahifities $6,641)  $3,907) $(1,631) $(932)
incorme tax
liabilities 7829 14178 0,710 (1,107 Deferred income taxes and foreign withhoiding taxes have not
Net deferred income . been provided on undistributed eamings of Duke Energy’s foreign
tax liabilities $6,641)  $3.907) $(163D $ (935 subsidiaries when such amounts are deemed to be indefinitely
reinvested. The cumulative undistributed earnings as of
The above amounts have been classified in the Consolidated December 31, 2011 on which Duke Energy has not provided
Balance Sheets as follows: deferred income taxes and foreign withholding taxes is $1.7 billion.

The amount of unrecognized deferred tax liability related 1o these
undistributed earnings is estimated at between $250 million and

$325 miltion.
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DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — {Continued)

Changes to Unrecognized Tax Benefits

For the Year Ended
December 31, 2011
Duke Duke Duke
Duke Energy  Energy Energy
(in millions}) Energy  Carolinas Ohio  Indiana
Increase/{Decrease)
Unrecognized Tax
Benefits — January 1, $342 $217 $29 $21
Unrecognized Tax
Benefits Changes
Gross increases —
tax positions in
pricr perigds 49 42 4 3
Gross decreases —
tax positions in
prior periods (18) 8 (5} (3
Gross increases —
current period tax
positicns 16 9 4 3
Settlements @ — — -
Total Changes 43 43 3 3
Untecognized Tax
Benefits —
December 31, $385 $260 $32 $24
For the Year Ended
December 31, 2010
Duke Duke Duke
Duke Energy  Energy Energy
{in miilions) Energy  Carolinas Ohic  Indiana
Increase/(Decrease)
Unrecognized Tax Benefits
— January 1, $ 664 $ 517 $32 %28
Unrecognized Tax Benefits
Changes
Gross increases — tax
positions in prior
periods 36 14 15 7
Gross decreases — tax
positions in prior
periods (43) (7 (21) (13
Gross increases —
current period tax
positions 5 3 1 1
Settlements (320) 310) 2 (2)
Total Changes (322} {300) (3 (7)
Unrecognized Tax
Benefits —
December 31, $ 342 $ 217 $29 $21
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For the Year Ended
December 31, 2009
Duke Duke Duke
Duke Energy  Energy Energy
(in millions) Energy  Carolinasg Ohio  Indiana
Increase/{Decrease)
Unrecognized Tax Benefits
— January 1, $572 $462 $15 $9
Unrecognized Tax Benefits
Changes
Gross increases — tax
positions in prior
periads 132 58 30 22
Gross decreases — tax
positicns in prior
periods (38) 1n 9 1)
Gross increases —
current period tax
positions 11 g 1 2
Settlements (13) — {5} (4}
Total Changes 92 b5 17 19
Unrecognized Tax
Benefits —
December 31, $664 $517 $32 $28

The foltowing table includes information regarding the Duke
Energy Registrants unrecognized tax benefits@.

Duke

(in millions) Energy

Duke

Energy
Carofinas

Buke
Energy
Ohio

Dike
Energy
Indiana

December 31, 2011

Amount that if
recognized, would
affect the effective tax
rate or reguiatory
Hiability®

Amount that if
recognized, would be
recorded as a
component of
discontinued
operations 11

121

115 — —

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

tax benefits in the next 12 months.

{b) Duke Energy and Duke Energy Carolinas are unable to estimate the specific amountg
that would affect the effective tax rate or regulatory liability.
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Combined Notes to Consolidated Financial Statements — (Continued)

The following tables include interest and penalties recognized in

the consolidated statements of operations and the consolidated

balance sheets:

(in millions)

Duke
Energy

Duke

Energy
Carolinas

Duke
Energy
Chio

Duke
Energy
Indiana

December 31, 2011

Net interest income
recognized related to
income taxes

Net interest expense
recognized related o
income taxes

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

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

Accruals for the payment
of penalties included
in the consclidated
balance sheets

$12

$5

{in millions)

Duke
Energy

Duke
Energy
Carolinas

Duke
Energy
Ohio

Duke
Energy
Indiana

December 31, 2010

Net interest income
recognized related o
income taxes

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

interest payanle related to
income taxes incluced
in the consolidated

- balance sheets

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

$26

33

%18

34

$4

$5

(in millicns)

Duke
Energy

Duke
Energy
Carolinas

Duke
Energy
Ohio

Duke
Energy
Indizna

December 31, 2009

Net interest expense
recognized refated o
income taxes

$7

$8

$5
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Duke Energy and its subsidiaries are no longer subject to U.S.
federal examinaticn for years before 2004. The years 2004 and
2005 are in Appeals. The ntemal Revenue Service (IRS) is currently
auditing the federal income tax retumns for years 2006 and 2007,
With few exceptions, Duke Energy and its subsidiaries are no fonger
subject to state, local or non-U.S. income tax examinations by tax
authorities for years before 199S.

23. SUBSEQUENT EVENTS

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

24. QUARTERLY FINANCIAL DATA (UNAUDITED)

Duke Energy

(In millions,
except per
share data)

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter

Total

2011
Operating
revenues
Operating
income
Net income
attributable
to Duke
Energy
Corporation
Earnings per
share:
Basict
Dilutedie

$3,663

Bl4

511

$ 0.38
$ 0.38

2010

Operating
revenues

Cperating
income
(loss}

Net income
(loss)
attributable
o Duke
Energy
Corporation

Earnings
(loss) per
share:
Basict
Dilutedi@

$3,694

761

445

$ 034
$ 0.34

$3,534

679

435

$ 033
$ 0.33

$3,287

(14)

(222)

$(0.17)
$(0.17)

$3,964

767

472

$ 0.35
$ 0.35

$3.946

1,033

670

$ 0.51
$ 0.51

$3,368

517

288

$ 0.22
$ 0.22

$3,445

681

427

$ 032
$ 0.32

$14,529

$
$

2,777

1,706

1.28
1.28

$14,272

3
$

2,461

1,320

1.00
1.00

(a) Quarterly EPS amounts are meant to be stand-alone calculations and are not always

additive te fuil-year amount due te rounding.
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Combined Notes to Consolidated Financial Statements — (Continued)

The following table includes unusual or infrequently occurring
items recorded by Duke Erergy in each quarter during the two most

Duke Energy Carolinas

. First  Second Third Fourth
pre-tax unless otherwise noted. 2011
First Second  Third Fouth  Operating
{In millions} Quarter Quarter Quarter  Quarter revenues $1,552 $1,607 $1,868 $1466 $6/493
2011 Operating
Ediwardsport 1GCC income 363 331 541 245 1,480
Net i 20 311 834
impairment (see Note 4) $— $ — %222 s — 2§t1|(rj100me > 193 125
Emission Allowance Operating
impairment (see Note 12) - - —  rewenues  $1,545 $1,513 1,877 $1489 $6,424
Energy efficiency revenue Operating
adjustrment® - - — 59 income 347 313 521 264 1,445
Total $— $ — $(301) $-59 Net income 192 202 315 129 838
2010
Voﬁg;;ynfz;eg:gg; see The following table includes unusual or infrequently occurring
Note 19) $68 $(76) $ (200 ¢ (g Itemsrecorded by Duke Energy F:arohnas in each guarter during
Commercial Power 2011 and 2010. All amgunts discussed below are pre-tax unless
non-regulated Midwest otherwise noted.
generation goodwill
impairment {see Note 12) — (500 - — First  Second Third  Fourth
Midwest generation asset (In millions) Quarter Quarter Quarter  Quarter
and emission allowance 2011
impairment (see Note 12) — {160) — — Energy efficiency revenue
Ed.ward?sport IGEC adjustment $59
impaiment (see Note 4) — — 44y — 20
Gain on sake of invesiment v Im
in Q-Comm (ses Note 13) R — 109 O;gia’ymsz‘;‘;’:;‘;; oo
Gain on sale of DukeNet
(sce Note 3) _ _ _ 139 Note 19) $(42) $(43) $13) $(1)
Total $(68) $(736) $ (64) $240 fa) nthe fourth quarer of 2011, Duke Energy Cargtings retorded $5 milion of

(2) In the fourth quarter of 2011, Duke Energy recorded $59 million of previously deferred
revenue resulting from the receipt of an order from the NCUC which allowed the
recognition of revenue in excess of amounts billed to customers.

previously deferred revenug resulting from the receipt of an order from the NCUC which
allowed the recognilion of revenue in excess of armounts billed to customers.
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Combined Notes to Consolidated Financial Statements — (Continued)

Duke Energy Ohio Duke Energy Indiana
First  Second Third Fourth First  Second Third Fourth

(In millions) Quarter  Quarter Quarter  Quarter Totat {In millions) Quarter  Quarter  Quarter  Quarter Total
2011 2011
Operating Operating

revenues $879 $ 694 $838 $770  $3,181 revenues $659 $620 $718 $625 $2,622
Operating Operating

income 135 59 116 65 375 income
Net income 73 33 51 37 194 (loss) 130 109 42) 85 282
2010 Net income
Operating {loss) 76 68 (31} 55 168

revenues $977 $ 649 $923 $780 $3,32% 2010
Operating Operating

incame revenues $610 $579 $694 $637 %2520

(loss) 222 (781) 279 55 (225)  Operating
Net income income 121 109 149 127 506

(loss) 130 (752) 176 12 (441)  Netincome 70 57 G2 66 285

The following table includes unusual or infrequently occurring The following table includes unusual or infrequently occurring
items recorded by Duke Energy Ohio in each quarter during the two items recorded by Duke Energy Indiana in each quarter during the
maost recently completed fiscal years. All amounts discussed below two most recently compieted fiscal years. All amounts discussed
are pre-tax unless otherwise noted. below are pre-tax unless otherwise noted.
First  Second Third  Fourth First  Second Third  Fourth

{In millions} Quarter Quarter Quarter Quarter (In millicns) Quarter  Quarter Quarter  Quarter
2011 2011
Emission Allowance Edwardsport IGCC

impairment (see Note 12) $— $ — 79 $ — impairment (see Note 4) $— $ — $222) $—
2010 2010
Voluntary severance Voluntary severance

program expenses (see program expenses {see

Note 19) $(11)  $ (10} $ @ $ (D Note 19} $(10} $16) $ (3 34
Commercial Power Edwardsport IGCC

non-regulated Midwest impaimment {see Note 4) —_ — {44) —

generation goodwill

mpaitment see Note 12) . (461) _ _ Total $(10) $16) & 47 $ (4
FE&G Ohio T&D goodwill

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

and emission allowance

impairment (see Note 12) — (160} — —
Disallowance of previously

deferred storm costs — — — (17
Total $(11)  $(847) $ (2) $(18)

216



PART Il
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Schedule | - Condensed Parent Company Financial Statements

Condensed Statements of Operations

Years Ended December 31,

(In millions, except per-share amounts) 2011 2010 2009
Operating Revenues $ — % — % —
Cperating Expenses 6 52 1
Operating Loss (3] (52} (1)
Equity in Eanings of Subsidiaries 1,782 1,384 1,095
Other Income 2nd Expenses, net 21 6 9
tnterest Expense 156 139 99
Income Before Income Taxes 1641 1,199 1,004
Income Tax Benefit (64) (118) (59}
Incorne From Continuing Operations 1,705 1,317 1,063
Income From Discontinued Operations, net of tax 1 3 12
Net Income $1,706  $1,320 $1,075
Common Stock Data
Earnings per share (from continuing operations)
Basic $ 128 $100 %082
Diluted $ 128 %100 §$ 082
Earnings (loss) per share (from discontinued operations)
Basic $ — % — 30O
Diluted 8 — % — s001
Earnings per share
Basic $ 128 $100 ¢ 083
Diluted $ 128 $100 ¢ 083
Dividends declared per share $ 099 $097 $ 094
Weighted-average shares outstanding
Basic 1,332 1,318 1,283
Diluted 1,333 1,319 1,294
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DUKE ENERGY CORPORATION
Schedule | - Condensed Parent Company Financial Statements
Balance Sheets

December 31,
{In millions, except par-share amounts) 2011 2010
ASSETS
Current Assets
Cash and cash equivalents $ 845 3 488
Receivables 653 913
Other 100 34
Total current assets 1,598 1,435
Investments and Other Assets
Notes receivable 450 450
Investment in consolidated subsidiaries 25,670 24,410
Other 571 525
Total investments and other assets 26,691 25,385
Total Assets $ 28,289 3% 26,820
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable % — % 138
Notes payable and commercial paper 154 —
Taxes accrued 35 39
Other 65 58
Total current liabilities 254 235
Long-term Debt 4,328 3,222
Qther Long-Term Liabilities
Deferred income taxes 16 —
Other 919 841
Total other long-term liabilities 935 841
Cormitments and Contingencies
Comimon Stockholders' Equity
Common Stock, $0.001 par value, 2 billion shares authorized; 1,336 million and 1,329 million shares cutstanding at
December 31, 2011 and December 31, 2010, respectively 1 1
Additional paid-in capital 21,132 21,023
Refained eamings 1,873 1,496
Accumulated other comprehensive loss (234) 2
Total common stockholders' equity 22,772 22,522
Total Liabilities and Common Stockholders’ Equity $ 28,289 $ 26,820
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DUKE ENERGY CORPORATICN
Schedule | - Condensed Parent Company Financial Statements
Condensed Statements of Cash Flows

Years Ended December 31,

{In millions) 2011 2010 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 1706 $ 1320 $ 1,075
Adjustments to reconcile net income to net cash provided by operating activities (1,993) (1,142) {1,002}
Net cash {used in} provided by operating activities (287) 178 73
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of available-for-sale securities (45} — —
Proceeds from sales and maturities of available-for-sale securities 105 36 17
Distributions from wholly-owned subsidiaries 299 350 —
Investment in wholly-owned subsidiary — — (250}
Notes receivable from affiliate, net 264 263 (272)
Other 14 & 9
Net cash provided by (used in) investing activities 637 655 (496)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the:
Issuance of long-term debt 996 522 1,740
Issuance of commeon stock related to employee benefit plans 67 302 519
Payments for the redemption of long-term debt - (274} —
Notes payable and commercial paper 151 (2) (269)
Notes Payable due to affiliate 105 — —
Dividends paid {1,329) (1,284) (1,222)
Other 17 26 15
Net cash provided by {used in) financing activities 7 (710) 783
Net increase in cash and cash equivalents 357 123 360
Cash and cash equivalents at beginning of period 488 365 5
Cash and cash equivalents at end of period $ 845 $ 488 % 365
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DUKE ENERGY CORPORATION

Combined Notes to Consolidated Financial Statements

1. BASIS OF PRESENTATION

2. DEBT

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

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

Weighted- Decernber 31,
Average -
(in milliong) Rate Year Due 2011 2010
Unsecured debt@ 4.3% 2013 -2021 $3,878 $2,772

Notes Payable and

commercial paper® 0.5% 604 450
Total debt 4482 3222
Short-term notes payable

and commercial paper (154) —

Total long-terrm debt $4,328 $3,222
(@) Asof December 31, 2011, this amount includes an intercompany loan of $105
million with Duke Energy's affiliate, Bison Insurance Comparny Limited.

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

[to}

At December 31, 2011, Duke Energy has guaranteed
approximately $2.0 billion of debt issued by Duke Energy Carolinas,
LLC, one of Duke Energy's wholly-owned operating subsidiaries.

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

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

In April 2011, Duke Energy filed a registration statement
(Form S-3) with the SEC to sell up to $1 hillion of variable
denomination floating rate demand noies, cafled PremierNotes. The
Form S-3 states that no more than $500 million of the notes will be
outstanding at any particular time. The notes are offered on a
continuous basis and bear interest at a floating rate per annum
determined by the Duke Energy PremierNotes Committee, or its
designee, an a weekly basis. The interest rate payable on nates held
by an investor may vary based on the principal amount of the
investment. The notes have ne 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 opticn. Proceeds from the sale of the notes will be used for
general comperate purposes. The balance as of December 31, 2011
is $79 miffion. The notes reflect a short-term debt obligation of Duke
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Energy and are reflected as Notes payable on Duke Energy's
Condensed Consolidated Balance Sheets.

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

In November 2011, Duke Energy entered into a new $6 billion,
five-year master credit facility, with $4 hillion available at closing and
the remaining $2 billion availzble 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 abifity at any time to increase or decrease
the borrowing sublimits of each horrower, subject to & maximum
sublimit for each borrower. As of December 31, 2011, Duke Energy
has a borrowing sublimit of $1,250 million. The amount available
under the master credit facility has been reduced, by the use of the
master credit facility to backstop the issuances of commercial paper,
letters of credit and certain tax-exempt bonds.

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.

Annual Maturities as of December 31, 2011

(in miflions)
2012 s
2013 249
2014 1,325
2015 450
2016 950
Thereafter 1,354
Total long-term debt, inciuding current maturities $4,328

3. COMMITMENTS AND CONTINGENCIES

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

Duke Energy has various financial and performance guarantees
and indemnificaticns which are issued in the normal cousse of
business. These contracts include performance guarantees, stand-by
letters of credit, debt guarantees, surety bonds and indemnifications.
Duke Energy enters into these arrangements to facilitate commercial
transactions with third parties by enhancing the value of the
transaction to the third party. The maximum potertial amount of
future payments Duke Energy could have been required to make
under these guarantees as of December 31, 2011 was

appraximately $4.7 nillion. Of this amount, substantially all relates to
guarantees of wholly-owned consolidated entities, including debt
issued by Duke Energy Carolinas discussed above, and less than
wholly-owned consolidated entities, The majority of these guarantees
expire at various times between 2012 and 2036, with the remaining
performance guarantees having no contractual expiration. See Note 7
to the Consolidated Financial Statements, “Guarantees and
Indemnifications,” for further discussion of guarantees issued on
behalf of unconsolidated affiliates and third parties.

4. RELATED PARTY TRANSACTIONS

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

December 31,
{in millions) 2011 2010
Assets (Liabilities)
Current assets due from affiliated companies®t $ 38 % 39
Current liabilities due 1o affiliated companies® $ — $(135)
Non-current liabilities due to affiliated companiest® $(871) 3(766)

(a) Balance excludes assets or liabilities associated with money pool arrangements, which
are discussed below.

(9) The balancas at Decernber 31, 2011 and 20190 are classified as Receivables on the
Balance Sheets.

(¢} The balance al December 31, 2010 is classified as Accounts Payable on the Balance
Sheets,

(d) Ofthe balance at December 31, 2011, $766 million is classified as Other within Other
Long-Term Liabilities and $105 million is classified as Long-term Debt on the Balance
Sheets. The balance at December 31, 2010 is classified as Other within Other Long-
Term Liabilities on the Balance Sheats.

Duke Energy provides support to certain subsidiaries for their
short-term borrowing needs through participation in @ money pocl
arrangement. Under this arrangement, certain subsidiaries with short-
term funds may provide short-term loans to affiliates participating
under this arrangement. Additionally, Duke Energy provides loans to
subsidiaries through the money pool, but is not permitted to borrow
funds through the money pool arrangement. Duke Energy had money
pool-related receivables of $450 million classified as Notes
Receivable on the Balance Sheets as of both December 31, 2011
and 2010.

As of December 31, 2011 and 2010, Duke Energy had an
intercompany loan outstanding with Cinergy of $608 million and
$872 million, respectively, which is classified within Receivables on
the Balance Sheets. The $264 million decrease in the intercompary
loan during 2011 and the $263 million decrease during 2010 are
reflected as Notes Receivable from Affiliates, net within Net Cash
Provided by {Used in} Investing Activities on the Condensed
Statements of Cash Flows.

In conjunction with the money pool arrangement and the
intercompany loan noted above, Duke Energy recorded interest
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income of approximately $4 millicn, $7 million and $12 million in
2011, 2010 and 2008, respectively, which is included in Other
Income and Expenses, net on the Condensed Statements of
Operations.

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

During the year ended December 31, 2011, Duke Energy
received an equity distribution of $299 million from Duke Energy

Carolinas, which is reflected within Net Cash (Used in) Provided by
Operating Activities on the Condensad Statements of Cash Flows.
Additionally, Duke Energy received an equity distribution from Duke
Energy Carolinas of $350 million in 2010, which is reflected within
Net Cash {Used in) Provided by Operating Activities on the
Condensed Statemments of Cash Flows.

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

During the year ended December 31, 2009, Duke Energy
contributed approximately $250 million of capital to its subsidiary,
Duke Energy Carolinas.
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Schedule [ - Valuation and Qualifying Accounts and Reserves

Combined Notes to Consolidated Financial Statements - (Continued)

Duke Energy
Additions:

Balance at Charged to Balance at
Beginning  Charged to Other End of
{In millions) of Period Expense Accounts  Deductionste! Period

December 31, 2011:
Injuries and damagestt: $ 858 $ — $— $ 52 $ 806
Allowance for doubtful accounts 34 27 — 26 35
Allowance for doubtful accounts - restricted receivables of VIEs® 34 6 — — 40
Otherte? 380 74 134 327
$1,306 $107 $7 212 $1,208

December 31, 2010:
Injuries and damages® $ 984 $ 1 $— $127 $ 858
Allowance for doubtfut accounts 42 26 — 34 34
Allowance for doubtful accounts — restricted receivables of VIEs® 6 7 22 1 34
Ctherid 396 120 44 180 380
$1,428 $154 $66 342 $1,306

December 31, 2009:
Injuries and damages® $1,035 $ — $— $ 51 $ 984
Allowance for doubtful accounts 42 23 9 26 48
Othertw 555 52 24 235 396
$1,632 $ 75 $33 $312 $1,428

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

(d) Principally nuclear property insurance reserves at Duke Energy Carolinas, insurance reserves at Bison and other reserves, included in Other within Current Liabilities or Other within

Deferred Credits and Other Liabilities on the Consolidated Balance Sheets.

The valuation ared resenve amaunts above do not include unrecognized tax bhenefits amounts or deferred tax asset valuation allowance amounts.
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Buke Energy Carolinas

Additions:

Balance at Charged to Balance at
Beginning  Charged to Other End of
(In milligns} of Period Expense  Accounts Deductions® Period

December 31, 2011:
Injuries and damages!® $ 853 $— $— $ 52 $801
Allowance for doubtful accounts 3 15 —_ 15 3
Allowance for doubtful accounts — restricted receivables of VIES 6 — — — 6
Othert 133 1 - 33 101
995 $16 $— $100 911

December 31, 2010:
Injuries and damages® $ 980 $— $— $127 $ 853
Allowance for doubtful accounts 2 17 — 16 3
Allowance for doubtful accounts - restricted receivables of VIEs 6 1 — 1 6
Otherio 124 31 3 25 133
$1,112 $49 $3 $169 895

December 31, 2009:
Injuries and damages® $1,031 $— $— $ 51 $ 980
Allowance for doubtful accounts 7 17 — 16 8
QOtherc} 200 4 — 80 124
$1,238 %21 $— $147 $1,112

{a) Principally cash payments and reserve reversals.
(b} Principally asbestos reserves,

(¢} Principally nuclear property insurance and other reserves, included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets.

The valuation and reserve amounts above do not include unrecognized tax benefits amounts or deferred tax asset valuation allowance amounts.
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Duke Energy Ohio
Additions:
Balance at Charged to Balance at
Beginning  Charged to Other End of
{In millions) of Pericd Expense Accounts  Dedluctions'@ Period
Year Ended December 31, 2011:
Allowance for doubtful accounts $18 $ — $— $ 2 $16
Environmental® 49 —_ 5 26 28
Uncertain Tax Provisions©@ 10 i1 — — 21
Otherte 1 6 —_ 2 5
$78 $17 $5 $30 $70
Year Ended December 31, 2010:
Allowance for doubtfu) accounts $17 $ 1 $— $— $18
Environrmental® 20 — 39 10 49
Uncertain Tax Provisionsia} — 20 — 1C 10
Otherie 11 —_ n 10 1
%48 $21 $39 $30 %78
Year Ended Decemnber 31, 2009:
Allowance for doubtful accounts $18 $1 $— $ 2 $17
Environmeantalio) 11 (10} 21 2 20
Otherle i1l 2 — 2 11
%40 $ @ $21 $ 6 $48

{a} Principally cash payments and reserve reversals.

{b) Included in Other within Deferred Credits and Other Liablities on the Consolidated Salance Sheets. In 2009, PUCC issued an order allowing the deferral of costs related to Manufactured
Gas Plant sites into a regulatory asset, which resulted in a net credit to expense during 2009.

) Principally mark-to-market and other reserves, included in Unrealized gains on mark-to-market and hedging transactions within Current Assets and Other within Investments and Other
Assets, Unrealized losses on mark-to-market and hedging transactions within Current Liabilities and Other within Deferred Credits and Other Liabilities on the Consolidated Balance

Sheets.

{d) Inciuded in Taxes accrued and Interest accrued within Current Liabilities on the Consolidated Balance Sheets.
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Duke Energy Indiana

Additions:

Balance at Charged to Balance at
Beginning  Charged to Other End of
{In millions) of Period Expense  Accounts  Deductions® Period

December 31, 2011:
Injuries and damages $ 4 $— $— $— $ 4
Allowance for doubtful accounts 1 — — — 1
Othert? 12 — 5 12
$17 $ 5 $— $5 $17

December 31, 2010:
Injuries and darnages $ 4 $— $— $— $ 4
Allowance for doubtful accounts 1 — — — 1
Othert 18 1 — 7 12
$23 $1 $— $ 7 $17

December 31, 2009:
injuries and damages $ 4 $— $— $— $ 4
Allowance for doubtfut accounts 1 1 — 1 1
Othert 15 5 — 2 18
$20 $ 6 $— $ 3 $23

(@) Principally cash payments and reserve reversals.
(b} Principally environmental reserves included in Other within Deferred Credits and Other Liabilities on the Consolidated Balange Sheets,

The valuation and reserve amounts above do not include unrecognized tax benefits amounts or deferred tax asset valuation allowance

amounts.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE.

None.

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

Disclosure Controls and Procedures

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

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

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

Changes in Internal Control over Financial Reporting

Under the supervision and with the participation of
management, including the Chief Executive Cfficer and Chief
Financial Officer, the Duke Energy Registrants have evaluated
changes in internal control over financial reporting {as such term is
defined in Rules 13a-15(ff and 15d-15{f) under the Exchange Act)
that occurred during the fiscal quarter ended December 31, 2011
and have concluded no change has materially affected, or is
reasonably likely to materially affect, internal control over financial
reporting.
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Management's Annual Report On Internal Contral Over Financial
Reporting

Tne Duke Energy Registrants’ management is responsible for
establishing and maintaining an adequate system of internal control
over financial reporting, as such term is defined in Exchange Act
Rules 13a-15(f) and 15d-15(f). The Duke Energy Registrants'
internal control systern was designed to provide reascnable assurance
regarding the reliability of financial reporting and the preparation of
financial statements for external purposes, in accordance with U.S.
generally accepted accounting principles. Because of inherent
limitations, internal contret over financial reporting may not prevent or
detect misstatements. Also projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the
degree of compliance with policies and procedures may deteriorate.

The Duke Energy Registrants’ management, including their
Chief Executive Officer and Chief Financial Officer, has conducted an
evaluation of the effectiveness of their internal control over financial
reporting as of December 31, 2011 based on the framework in
internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on
that evaluation, management concluded that its internal controls over
financial reporting were effective as of December 31, 2011.

Deloitte & Touche LLP, Duke Energy's independent registered
public accounting firm, has issued an attestation report on the
effectiveness of Duke Energy's internal control over financial reperting.
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

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

ITEM 11. EXECUTIVE COMPENSATION.

Duke Energy wilf provide information that is responsive to this ltem 11 in its definifive proxy statement or in an amendment to this Annual
Report not later than 120 days after the end of the fiscal vear covered by this Annual Report, in either case under the caption “Executive
Compensation,” and possibly elsewhere therein. That information is incorporated in this ltem 11 by reference.

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

Duke Energy wili provide information that is responsive to this ltem 12 in its definitive proxy statement or in an amendment to this Annual
Report not later than 120 days after the end of the fiscal year covered by this Annual Repdr‘[, in either case under the caption “Security
Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters,” and possibly elsewhere therein. That information
is incorperated in this [tem 12 by reference.

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

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

Deloitte & Touche LLP, and the member firms of Deloitte Touche Tohmatsu and their respective affiliates (collectively, Deloitte) provided
professionat services to Duke Energy Corporation (Duke Energy) and its consolidated subsidiaries for 2011 and 2010. A portion of these costs
have been allocated to Duke Energy Carclinas, LLC (Duke Energy Carolinas), Duke Energy Ohio, Inc. (Duke Energy Ohio} and Duke Energy

Indiana, Inc. (Duke Energy Indiana), collectively referred to as the Subsidiary Registrants. The following tables present the Deloitte fees for
services rendered to Duke Energy and the Subsidiary Registrants during 2011 and 201C:

Duke Energy
{In millions)
Types of Fees 2011 2010
Audit Feest® $85 $%85
Audit-Related Feest® 2.8 2.1
Tax Fees© 0.2 0.8
Total Fees: $11.5 $11.4
Subsidiary Registrants
(In millions)

Duke Energy Carolinas  Duke Energy Ohio  Duke Energy Indiana
Types of Fees 2011 2010 2011 2010 2011 2010
Audit Fees'e $3.9 $4.2 $2.1 $1.8 $1.1 $1.3
Audit-Related Feest® 1.2 1.1 0.7 0.4 0.4 0.3
Tax Feest G.1 .4 — g.2 — 0.1
Total Fees: $5.2 $5.7 $2.8 $2.4 $15 $1.7

(a) Audit Fees are fees billed or expected to be billed for prefessional services for the audit of Duke Energy and the Subsidiary Registrants’ financial statements inciuded in the annual report

on Form 10-K and the review of financial statements included in quarterly reports on Form 10-Q), for services that are normally provided by Deloitte in connection with statutory,

regulatory or other filings or engagements or for any other service performed bty Deloitte to comply with generally accepted auditing standards.

(b

(2} Tax Fees are fees for tax return assistance and preparation, tax examinaticn assistance, and professional services related to tax planning and tax strategy.

Audit-Related Fees are fees for assurance and related services that are reascnably related to the performance of an audit or review of financial statements, including assistance with
acquisitions and divestitures and internal control reviews.

To safeguard the continued independence of the independent auditor, the Duke Energy Audit Committee adopted a policy that provides
that the independent public accountants are only permitted to provide senvices to Duke Energy and its consolidated subsidiaries, including the
Subsidiary Registrants that have been pre-approved by the Duke Energy Audit Committee. Pursuant to the policy, detailed audit services, audit-
related services, tax services and cartain other services have been specifically pre-approved up to certain fee limits. In the event that the cost of
any of these services may exceed the pre-approved limits, the Duke Energy Audit Committee must pre-approve the service, All other services
that are not prohibited pursuant to the Securities and Exchange Commission's or other applicable regulatory bodies’ rules of regulations must be
specifically pre-approved by the Duke Energy Audit Committee. All services performed in 2011 and 2010 by the independent public
accountant were approved by the Duke Energy Audit Committee pursuant to its pre-approval policy.
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ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.

(a} Consolidated Financial Statements, Supplemental Financial Data and Supplemental Schedules included in Part Il of this annuat report
are as follows:
Duke Energy Corporation:
Consolidated Financial Statements
Consolidated Statements of Operations for the Years Ended December 321, 2011, 2010 and 2009
Consolidated Balance Sheets as of December 31, 2011 and 2010
Consolidated Statements of Cash Flows for the Years Ended December 31, 2011, 2010 and 2009
Consclidated Statements of Equity and Comprehensive Income for the Years ended December 31, 2011, 2010 and 2009
Notes to the Consolidated Firancial Statements
Quarterly Financial Data, (unaudited, included in Note 24 to the Consolidated Financial Statements)

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

Consclidated Financial Statement Schedule Il — Valuation and Qualifying Accounts and Reserves for the Years Ended
December 31, 2011, 2010 and 2009
Report of independent Registered Public Accounting Firm
Duke Energy Carolinas, LLC:
Consolidated Financial Statements
Consolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2009
Consolidated Balance Sheets as of December 31, 2011 and 2010
Consolidated Statements of Cash Flows for the Years Ended December 31, 2011, 2010 and 2009
Consolidated Statements of Member's Equity and Comprehensive Income for the Years ended December 31, 2011, 2010
and 2009
Notes to the Consolidated Financiai Statements
Quarterly Financial Jata, {unaudited, included in Note 24 to the Consolidated Financial Statements)

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

Report of independent Registered Public Accounting Firm

All other schedules are omitted because they are not required, or because the required information is included in the
Consolidated Financial Statermnents of Notes.

Duke Energy Ohio, Inc:
Consclidated Financial Statements
Consolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2009
Consolidated Balance Sheets as of December 31, 2011 ang 2010
Consalidated Statements of Cash Flows for the Years Ended December 31, 2011, 2010 and 2009

Consolidated Statements of Common Stockhoider's Equity and Comprehensive Income for the Years Ended December 31,
2011, 2010 and 2009

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

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

Report of independent Registered Public Accounting Firm

All other schedules are omitted because they are not required, or because the required information is included in the
Conselidated Financial Statements or Notes.

Duke Energy Indiana, Inc:
Consolidated Financial Statements
Consolidated Statements of Operations for the Years Ended December 31, 2011, 2010 and 2009
Consolidated Balance Sheets as of December 31, 2011 and 2010
Consoligated Statements of Cash Flows for the Years Ended December 31, 2011, 2010 and 2009

Consolidated Statements of Common Stockholder's Equity and Comprehensive Income for the Years Ended December 31,
2011, 2010 and 2009

Notes to the Consolidated Financial Statements
Quarterly Financial Data (unaudited, included in Note 24 1o the Censolidated Financial Statements)

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

Report of Independant Registered Public Accounting Firm

All other schedules are omitted because they are not required, or because the required information is included in the
Consolidated Financial Statements or Notes.

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

SIGNATURES

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

Date: February 28, 2012

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

James E. Rogers
Chairman, President and
Chief Executive Officer

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

{iy /s/ James E. Rogers
James E. Rogers
Chairman, President and Chief Executive Officer (Principal Executive Officer and Director)

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

(i) f5f Steven K. Young

Steven K. Young
Senior Vice President and Controller (Principal Accounting Officer)

(iv) Directors:
William Barnet, [II*
Ann M. Gray*
G. Alex Bernhardt, Sr.*
James H. Hance, Jr.*
Michael G. Browning*
E. James Reinsch*
Daniel R. DiMicco*
Jarres T. Rhodes*
John H. Forsgren*
Philip R. Sharp*

Date: Fehruary 28, 2012
Lynn J. Good, by signing her name hereto, does hereby sign this document on behalf of the registrant and on behatf of each of the atove-

named parsons previously indicated by asterisk pursuant to a power of attorney duly executed by the registrant and such persons, filed with the
Securities and Exchange Commission as an exhibit hereto,

By: /s/  LYNN ). GOOD
Attorney-In-Fact

231



PART IV

SIGNATURES

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

Date: February 28, 2012

DUKE ENERGY CAROLINAS, LLC

(Registrant}
By: /s JAMES E, ROGERS
James E. Rogers
Chigf Executive Officer

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

(i /s James E. Rogers
James E. Rogers
Chief Executive Officer (Principal Exacutive Officer)

(i} /¢/ Lynn J. Good
Lyrin J. Good
Chief Financial Officer (Principal Financial Officer)

(iii) /s Steven K. Young
Steven K. Young
Senior Vice Presitent and Controlier (Principal Accounting Officer)

{iv) Directors:

/sf James E. Rogers
James E. Rogers

/s Lynn J. Good
Lynn J. Good

s/ Marc E. Manly
Marc E. Manly

Date: February 28, 2012
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SIGNATURES

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

Date: February 28, 2012

DUKE ENERGY OHIQ, INC,

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

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

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

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

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

/s/ James E. Rogers
James E. Rogers

/s Lynn 1. Good
Lynn J. Good

/s/ Marc E. Maniy
Marc E. Manly

Date: Fetwuary 28, 2012
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SIGNATURES

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

Date: February 28, 2012

DUKE ENERGY INDIANA, INC.

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

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

(i /s/ James E. Rogers
James E. Rogers
Chief Executive Officer (Prineipal Executive Officer)

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

(iiiy /s/ Steven K. Young
Steven K. Young
Senior Vice President and Controler (Principal Accounting Officer)

{iv} Directors:

/s Keliey A, Kam
Kelley A. Karn

/¢/ Douglas F. Esamann
Douglas F. Esamann

/sf Marc E. Manly
Marc E. Manly

Date: February 28, 2012
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EXHIBIT INDEX

Exhibits filed herewith are designated by an asterisk (*). All exhibits not so designated are incorporated by reference o a prior filing, as
indicated. ltems constituting management contracts or compensatory plans or arrangements are designated by a double asterisk (**). The
Company agrees to furnish upon request to the Commission a copy of any omitted schedules or exhibits vpon request on all iterns designated

by a triple asterisk (***).

Exhibit Duke Energy  Duke Energy
Number Duke Energy Carolinas Ohio

Duke Energy
Indiana

2.1 Agreerment and Plan of Merger, dated as of May 8, 2005, as amended as X X
of July 11, 2005, as of October 3, 2005 and as of March 30, 2006, oy
and among the registrant, Duke Energy Corporation, Cinergy Corp., Deer
Acquisition Corp., and Cougar Acquisition Corp. (filed with Form 8-K of
Duke Energy Corporation, File No. 1-32853, April 4, 2006, as Exhibit 2-
1).

2.2 Separation ang Distribution Agreement, dated as of December 13, 2006, X
by and between Duke Energy Corporation and Spectra Energy Corp (filed
with the Form 8-K of Duke Energy Corporation, File
No. 1-32853, Decermnber 15, 2006, as Exhibit 2.1).

2.3 Agreement and Plan of Merger by and among Ouke Energy Corporation, X
Piamend Acquisition Corporation and Progress Energy, Inc. dated as of
January 8, 2011 (filed with the Form 8-K of Duke Energy Corporation, File
No. 1-32583, January 11, 2011).

3.1 Amended and restated Certificate of Incorporation (filed with the Form 8-K X
of Duke Energy Corporation, File No. 1-32853, April 4, 20086, as Exhibit 3-
1).

3.2 Articles of Organization Inciuding Articles of Conversion (filed with Form 8-K X
of registrant, File No. 1-4928, April 7, 2006, as exhibit 3.1).

3.2.1 Amended Certificate of Incorporation, effective October 1, 2006 (filed with X
the Form 10-G of the registrant for the quarter ended September 30, 2006,
File No. 1-4928, as exhibit 3.1).

3.3 Amended Articles of Incorporation of Duke Energy Ohio, Inc. effective X
October 23, 1996 {filed with Form 10-Q of Duke Energy Ohio, Inc.
(formerly The Cincinnati Gas & Electric Company) for the quarter ended
September 30, 1996, File No. 1-1232).

231 Amended Articles of Consolidation, effective October 1, 2006 (filed with X
Form 10-Q of Duke Energy Ohie, Ing, (formerly The Cincinnati Gas &
Electric Company) for the quarter ended September 30, 2006, File No. 1-
1232).

34 Amended Articles of Consolidation of PSY, as amended April 20, 1995 (filag
with Form 10-G of Duke Energy Indiana, Inc. (formerly PSI Energy, Inc.} for
the quarter ended June 30, 1995, File No. 1-3243).

341 Amendment to Article D of the Amended Articles of Consalidation of PS,
effective July 10, 1997 (filed with Form 10-K of Duke Energy Indiana, inc.
(formerly PSI Energy, Inc.) for the year ended December 31, 1997, File No.
1-3543).

3.4.2 Amended Articles of Consolidation, effective October 1, 2006 (filed with
Form 10-Q of Duke Energy Indiana, Inc. {formerly PS| Energy, Inc.) for the
quarter ended September 30, 2006, File No. 1-3543).

3.5 Amended and Restated By-Laws of registrant (filed with the Form 8-K of X
Duke Energy Corporation, File No, 1-32853, March 3, 2008, as Exhibit
3.0
36 Limited Liability Company Operating Agreement (filed with Form 8-K of X

registrant, File No. 1-4928, April 7, 2006, as exhibit 3.1}.
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Exhibit
Number

Duke Energy

Duke Energy  Duke Energy

Carolinas

Ohio

Duke Energy
Indiana

3.7

3.8

4.1

4.1.1

4.1.7

4.2

421

Regulations of Duke Energy Chio, Inc., as amended on July 23, 2003 (filed
with Form 10-Q of Duke Energy Ohio, Inc. {formeity The Cincinnath Gas &
Electric Company) for the quarter endect June 30, 2003, File No. 1-1232).

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

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

Fourteenth Supplemental Indenture between Duke Energy Chio, Inc. and
The Bank of New York dated as of November 2, 1972 (filed with
Registration Staternent of Duke Energy Ohio, Inc. (formerly The Cincinnati
Gas & Electric Company) File No. 2-60961).

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

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

Thirty-fitth Supplermental Indenture between Duke Energy Ohio, Inc. and
The Bank of New York dated as of January 1, 1994 (filed with Registration
Staternent of Duke Energy Chio, Inc. (formerly The Cincinnati Gas & Electric
Company) File No. 2-52335).

Thirty-sixth Supplemental indenture between Duke Energy Ohio, [nc. and
The Bank of New York dated as of February 15, 1994 (filed with
Registration Statement of Duke Energy Ohio, Inc. (formerly The Cincinnati
(as & Electric Company) File No. 2-52335).

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

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

Thiy-ninth Supplementa! Indenture dated as of September 1, 2002,
between Duke Energy Chio, Inc. and The Bank of New York, as Trustee
(filed with Form 10-Q of Duke Energy Ohio, Inc. (formerly The Cincinnati
(as & Electric Company) for the quarter ended September 30, 2002, File
No. 1-1232).

Original Indenture (First Mortgage Bonds) dated September 1, 1939,
between PSI and The First Natioral Bank of Chicago, as Trustee, and
LaSaile National Bank, as Successor Trustee {filed as Exhibit A-Part 5 in File
No. 70-258 Supplemental Indenture dated March 30, 1984).

Forty-second Supplemental Indenture between PSi and LaSalle National
Bank dated August 1, 1988 (filed with Form 10-K of Duke Energy Indiana,
Inc. tformerly PSI Energy, Inc.) for the year ended December 31, 1988, File
No. 1-3543).
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Exhibit Duke Energy Duke Energy Duke Energy
Number Duke Energy Carolinas Ohio Indiana
422 Forty-fourth Supplemental Indenture between PSI and LaSalle National X

Bank dated March 15, 1990 (filed with Form 10-K of Duke Energy
Ingdiang, Inc. (formerly PS! Energy, Inc.) for the vear ended December 31,
1990, File No. 1-3543).

423 Forty-fifth Supplementat Indenture between PSI and LzSalle National Bank X
dated March 15, 1990 {filed with Form 10-K of Duke Energy indiana, [nc.
(formerly PSI Energy, Inc.) for the year ended December 31, 1990, File No.
1-3543).

4.2.4 Forty-sixth Supplemental Indenture betwaen PSI and LaSalle National Bank X
dated June 1, 1990 (filed with Form 10-K of Duke Energy Indiana, Inc.
{formerly PSI Energy, Inc.) for the year ended December 31, 1991, File No.
1-3543).

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

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

427 Forty-ninth Supplemental Indenture between PSI and LaSalie National Bank X
dated February 158, 1993 (filed with Form 10-K of Duke Energy Indiana,
Inc. {farmerly PSI Energy, Inc.) for the year ended December 31, 1992, File
No. 1-3543).

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

429 Fifty-first Supplernental Indenture between PS! and LaSalie National Bank X
dated February 1, 1994 (filed with Form 10-K of Duke Energy Indianz, Inc.
(formerly PS) Energy, Inc.) for the year ended December 31, 1993, File No.
1-3543),

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

4,2.11 Fifty-third Supplemental Indenture between PSI and LaSalle National Bank X
dated June 15, 2001 (filed with Form 10-Q of Duke Energy Indiana, nc.
(formeriy PSI Energy, Inc.) for the quarter ended June 30, 2001, File No.
1-3543).

4,212 Fifty-fourth Supplemental Indenture dated as of September 1, 2002, X
between PSI and LaSalle Bank National Association, as Trustee (filed with
Form 10-Q of Duke Energy Indiana, (nc. (formerly PSI Energy, Inc.) for the
quarter ended September 30, 2002, File No. 1-3543).

4.2.13 Fifty-fifth Supplemental Indenture between PSI and LaSalle National Bank X
dated February 15, 2003 {filed with Form 10-Q of Duke Energy Indiana,
Inc. {formerly PS1 Energy, inc.) for the quarter ended September 30, 2003,
File No. 1-3543).

4.2.14 Fifty-Sixth Supplemental Indenture dated as of December 1, 2004, between X
PS| and LaSalle Bank National Association, as Trustee (filed with Form
10-K of Duke Energy Indiana, Inc. {formerly PSI Energy, Inc.) for the year
ended Decernber 31, 2004, File No. 1-3543).
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Exhibit
Number

Duke Energy Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

43

4.4

4.4.1

442

443

4.4.4

445

4.456

4.47

448

4.5

4.6

4.6.1

Repayment Agreement between Duke Energy Ohio, Inc. and The Dayton X
Power ang Light Company dateg as of December 23, 1992 (filed with

Form 10-K of Duke Energy Ohio, Inc. {formerly The Cincinnati Gas &

Electric Company) for the year ended December 31, 1992, File No. 1-

1232).

Indenture dated November 15, 1996, between PSI and The Fifth Third
Bank, as Trustee (filed with Form 10-K of Duke Energy Indiana, inc.
(formerly PSI Energy, Inc.) for the year ended December 31, 1996, File No.
1-3543).

First Supplemental Indeniure dated Novernber 15, 1996, between PSI and
The Fifth Third Bank, as Trustee {filed with Form 10-K of Duke Energy
Indiana, Inc. (formerly PS! Energy, Inc.) for the year ended December 31,
1996, File No. 1-3543),

Third Supplemental Indenture dated as of March 15, 1998, between PSI
and The Fifth Third Bank, as Trusteg (filed with Form 10-K of Duke Energy
Indiana, Inc.. {formerly PSI Energy, Inc.) for the year ended December 31,
1997, File No. 1-3543).

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

Fifth Supplemental Indenture dated as of December 15, 1998, between
PSi and The Fifth Third Bank, as Trustee (filed with Form 10-K of Duke
Energy indiana, Inc. (farmerly PSI Energy, Inc.} for the year ended
December 31, 1998, File No. 1-3543).

Sixth Supplemental Indenture dated as of April 30, 1999, between PSI and
The Fifth Third Bank, as Trustee (filed with Form 10-Q of Duke Energy
Indiana, Inc. fformerly PSI Energy, Inc.)} for the quarter ended March 31,
1999, File No. 1-3543).

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

Eighth Supplemental Indenture dated as of September 23, 2003, between
PSt and The Fifth Third Bank, as Trustee (fited with Form 10-Q of Duke
Energy Indiana, Inc. (formerly PSI Energy, Inc.) for the quarter ended
September 30, 2003, File No. 1-3543).

Tenth Supplemental Indenture dated as of June 9, 2006, between PS
Energy, Inc. and The Bank of New York Trust Company, N.A. (successor
trustee to Fifth Third Bank}, as Trustee {filed with Form 8-K of Duke Energy
Indiana, Inc. (formerly PS! Energy, Inc.), filed on June 15, 2008, File No.
1-3543}.

Loar Agreement between Duke Energy Ohio, Inc. and the State of Chio Air X
Quality Development Authority dated as of September 13, 1995 (filed with

Form 10-Q of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas &

Electric Company?} for the quarter ended September 30, 1995, File No. 1-

1232).

Twenty-fitth Suppfemental indenture between PSI and The First National
Bank of Chicago dated September 1, 1978 (filed with the registration
statement of Duke Energy Indiana, Inc. {formerly PSI Energy, Inc.), File No.
2-62543),

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

Duke Energy

Duke Energy Duke Energy

Carolinas

Chio

Duke Energy
Indiana

4.7

4.8

4.9

4.9.1

4.8.2

4.9.3

494

485

4.9.6

49.7

4.10

4.11

4.12

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

indenture (Secured Medium-tarm Notes, Series A), dated July 15, 1991,
between PSI and LaSalle National Bank, as Trustes (filed with Form 10-K/A
No. 2 of Duke Energy Indiana, Inc. (formerly PSI Energy, Inc.) for the year
ended December 31, 1992, filed on July 15, 1993, File No. 1-3543).

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

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

Second Supplemental Indenture between Duke Energy Ohio, Inc. and The
Fifih Third Bark dated as of June 30, 1995 (filed with the registration
staternent on Form 8-A, filed on July 24, 1995, File No. 1-1232).

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

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

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

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

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

Indenture (Secured Medium-term Notes, Series B}, dated July 15, 1992,
hetween PSI and LaSalle National Bank, as Trustee (filed with Form 10-K/A
No. 2 of Duke Erergy Indiana, Inc. (formerty PSI Energy, Inc.) for the year
ended December 31, 1992, filed on July 15, 1993, File No. 1-3543).

Loan Agreement between Duke Energy Ohio, Inc. and the Chio Air Quality
Development Authority dated as of Septernber 1, 2002 (fifed with the Form
10-Q of Duke Energy Ohio, Inc. (formerly The Cincinnati Gas & Electric
Company) for the quarter ended Septernber 30, 2002, File No. 1-1232).

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

Duke Energy  Duke Energy
Duke Energy Carolinas Chio

Duke Energy
Indiana

413

4.14

4.15%

4.16

4.17

4.18

4.19

4.20

4.21

4.22

4.23

4.24

4.25

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

Loan Agreement between PSI and the City of Princeton, Indiana dated as of
February 1, 1997 {filed with Form 10-K of Duke Energy tndiana, Inc.
(formerly PS| Energy, Inc.} for the year ended December 31, 1996, File No.
1-3543).

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

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

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

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

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

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

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

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

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

Loan Agreement between PSt and the Indiana Development Finance
Authority dated as of December 1, 2004, relating to Series 20048 (filed
with Form 8-K of Duke Energy Indiana, Inc. (formerly PSI Energy, Inc.),
filed on December 9, 2004, File No. 1-3543}.

Loan Agreement between PS and the Indiana Development Finance
Authority dated as of Decernber 1, 2004, relating to Series 2004C {filed
withy Form 8-K of Duke Energy Indiana, Inc. (formerly PSI Energy, Inc.),
filed on Decernber 9, 2004, File No. 1-3543).
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Exhibit
Number

Duke Energy Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

4.26

4.27

4.28

4.29

10.1

16.11

10.2

10.2.1

10.3

10.4

10.5%*

10.5.1%*

Form of Sixth Supplemental Indenture, dated as of November 17, 2011, to X
the Indenture, dated as of June 3, 2008, between Duke Energy Corporation

and The Bank of New York Mellon Teust Company, N.A., as Trustee (filed

with Form 8-K of Duke Energy Corporation, November 17, 2011, File No.

1-32853, as Exhibit 4.1}.

Form of Fifth Supplemental Indenture, date¢ as of August 25, 2011, to the X
Indenture, dated as of June 3, 2008, between Duke Energy Corporation

and The Bank of New York Mellon Trust Company, N.A., as Trustee (fited

with Form 8-K of Duke Energy Corporation, August 25, 2011, File No.1-

32583, Exhibit 4.1).

Ninety-third Supplemental Indenture dated as of May 19, 2011 between X
the Company and The Bank of New York Mellon Trust Company, N.A., as

Trustee (filed with Form 8-K of Duke Energy Carolinas, May 19, 2011, File

No. 1-04928, as txhibit 4.1).

Ninety-fourth Supplernental Indenture dated as of December 8, 2011 X
between Duke Energy Carolinas, LLC and The Bank of New York Mellon

Trust Company, N.A., as Trustee (filed with Form 8-K of Duke Energy

Carolinas, December 8, 2011, File No. 1-04928, as Exhibit 4.1).

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

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

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

Amendment to Purchase and Sale Agreement, dated as of May 4, 2005, by X
ang among Duke Energy Americas, LLC, LS Power Generation, LLC

(formerty known as LSP Bay It Harbor Helding, LLC), LSP Gen Finance Co,

LLC, LSP South Bay Holdings, LLC, LSP Oakland Holdings, LLC, and LSP

Morro Bay Holdings, LLC (filed with the Form 10-Q of the registrant for the

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

Purchase and Sale Agreement dated as of January 8, 2006, by and among X
Puke Energy Americas, LLC, and LSP Bay !l Harbor Holding, LLC {filed

with Form 10-Q of Duke Energy Corporation (formerly known as Duke

Energy Holding Corp.) for the quarter ended March 31, 2006, File No. 1-

32853, as exhihit 10.2).

Amendment fo Purchase and Sale Agreement, dated as of May 4, 2006, by X
and among Duke Energy Americas, LLC, LS Power Generation, LLC

(formerly known as LSP Bay |} Harbor Holding, LLC), LSP Gen Finance Co,

L\ C, LSP South Bay Hoidings, LLC, LSP Oakland Holdings, LLC, and LSP

Morro Bay Holdings, LLC (filed with Farm 10-Q of Duke Energy Corporation

(formerty known as Duke Energy Holding Corp.) for the quanier ended

March 31, 20086, File No. 1-32853, as exhibit 10.2.1

Employment Agreement dated Februaty 4, 2004, among Cinergy Core., X
Duke Energy Ohio, Inc., and Duke Energy, Indiana, Inc., and James E.

Rogers (filed with Form 10-K of Duke Energy Ohio, Inc. {formerly The

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

2003, File No. 1-1232).

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

Directors” Charitable Giving Program (filed with Form 10-K of Duke Energy X
Carolinas, LLC for the year ended December 31, 1992, File No. 1-4928,
as Exhibit 10-P).

Amendment to Directors’ Charitable Giving Program dated June 18, 1997 X
(filed with Form 10-K of Duke Energy Carolinas, LLC for the year ended
December 31, 2003, File No. 1-4928, as Exhibit 10-1.1).
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Exhibit
Number

Duke Energy  Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

10.5.2%*

10.5.3%*

10.6

10.7

16.7.1

10.8

108.1

10.9%*

10.10

10.11

10.12

10.13**

Amendment t0 Directors' Charitable Giving Program dated July 28, 1997 X
{filed with Form 10-K of Duke Energy Carolinas, LLC for the year ended
December 31, 2003, File No, 1-4928, as Exhibit 10-1.2).

Amendment to Directors’ Charitabie Giving Program dated february 18, X
1998 (filed with Form 10-K of Duke Energy Carolinas, LLC for the year
ended December 31, 2003, File No. 1-4928, as Exhibit 10-1,3),

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

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

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

between Duke Power Company LLC (formerly Duke Energy Corporation)

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

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

Amended and Restated Employment Agreement dated October 11, 2002, X
among Cinergy Corp., Serviees, Duke Energy Ohio, Inc., and Duke Energy

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

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

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

Amended Employment Agreement effective Decernber 17, 2003 o X
Employment Agreement dated Cclober 11, 2002, among Cinergy Corp.,

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

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

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

2002, File No. 1-1232).

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

Amended Employment Agreement effective December 17, 2003 to X
Employment Agreement dated October 11, 2002, among Cinergy Corp.,

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

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

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

Duke Energy Corporation 1998 Long-Term Incentive Plan, as amended A
{filed as Exhibit 1 to Schedule 14A of Duke Energy Carolinas, LLC, March
28, 2003, File No, 1-4928).

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

Cormporation to provide wholesale electricity and related power scheduling

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

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

2008, as exhibit 10.15). ’

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

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

Energy Ohio, Inc. {formerly The Cincinnati Gas & Etectric Company) for the

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

Amended and Restated Employment Agreement dated Ocfober 1, 2002,
among Cinergy Corp., Services, CG&E, and PS8!, and Donald B. Ingle, Jr.
(filed with Form 10-Q of Duke Energy Indiana, Inc. (formerly PSI Energy,
Inc.) for the quarter ended September 30, 1996, File No. 1-3543).

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

Duke Energy Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

10.14

10.15

10.15.1

10.15.2

10.16

10.16.1

10.16.2

10.17%*

10.18

10.19

$2,650,000,000 Amended and Restated Credit Agreement, dated as of X
June 28, 2007, among Duke Energy Corporation, Duke Energy Carolinas,

LLC, Duke Energy Ghig, Inc., Duke Energy Indiana, nc. and Duke Energy

Kentucky, Inc., as Borrowers, the banks listed therein, Wachovia Bank,

Naticnal Asscciation, as Administrative Agent, JPMorgan Chase Bank,

Nationai Association, Barciays Bank PLC, Bank of America, N.A. and

Citibank, N.A., as Co-Syndication Agents and The Bank of Tokyo-

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

Documentation Agents {filed with the Form 8-K of the registrant, July 5,

2007, File No. 1-4928, as Exhibit 10.1).

Amended and Restated Employment Agreement dated Septerber 12, X
2002, among Cinergy Corp., Services, Duke Energy Chio, inc., and Duke

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

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

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

Amended Employment Agreement effective December 17, 2003 10 X
Employment Agreement dated September 12, 2002, among Cinergy

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

and Michael JJ. Cyrus (filed with Form 10-K cf Duke Energy Ohio, Inc.

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

December 31, 2003, File Ne. 1-1232).

Form of amendment to employment agreement, adopted and effective X
December 14, 2006, between Services and each of Michael J. Cyrus and

James L. Turner (filed with Form 10-K of Duke Energy Chio, Inc. (formerly

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

2002, Fila No. 1-1232}.

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

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

Forrn of amendment to employment agreement, adopted and effective
Decernber 14, 2005, between Services and each of Michael J. Cyrus and
James L. Turner (filed with Form 10-Q of Duke Energy Indiana, Inc.
{formeriy PS! Energy, Inc.) for the quarter ended September 30, 1996, File
No. 1-3543).

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

Asset Purchase Agreement by and Between Saiuda River Electric X
Cooperative, Inc., as Seller, and Ouke Energy Carolinas, LLC, as Purchaser,

dated Becemnber 20, 2006 (filed with the Form 8-K of the registrant, File

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

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

Energy Indiana, Ing., and James L. Turner (filed with Form 10-K of Duke

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

year ended December 31, 2003, File No. 1-1232).
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Exhibit
Number

Duke Energy  Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
{ndiana

10.19.1

10.20

10.20.1

10.21%*

10.22

10.23

10.23.1

10.24

10.24.1

10.25%*

Amended Employment Agreement effective December 17, 2003 to X
Employment Agreement dated September 24, 2002, amaong Cinergy

Carp., Services, Duke Energy Ohio, Inc., and Duke Energy indiana, Inc.,

and James 1., Turner (filed with Form 10-K of Duke Energy Chio, Inc.

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

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

Amended and Restated Employment Agresment dated September 24,
2002, among Cinergy Corp., Services, CG&E, and PSI, and James L.
Turner (filed with Form 10-Q of Duke Energy Indiana, Inc. (formerly PS!
Energy, inc.) for the quarter ended Septerber 30, 1996, File No. 1-
3543).

Amended Employment Agreement effective December 17, 2003 to
Employment Agreement dated September 24, 2002, among Cinergy
Corp., Services, CG&E, and PSI, and James L. Turner (filed with Form 10-
Q of Duke Energy Indiana, Inc. {formerly PS! Energy, Inc.} for the quarter
ended September 30, 1996, File No. 1-3543}.

Non-Qualified Option Agreement dated as of November 17, 2003 X
pursuant 1o Duke Energy Corporation 1398 Long-Term Incentive Plan, by

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

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

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

Settlemnent between Duke Energy Corporation, Duke Energy Carolinas, LLC X
and the .S, Department of Justice resolving Duke Energy's used nuclear

fuel titigation against the U.S. Department of Energy dated as of March 6,

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

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

Employment Agreement dated Novernber 15, 2002, among Cinergy Corp., X
Duke Ererggy Ohio, Inc., and Duke Energy Indiana, Inc. and Marc E. Manly

(fited with Form 10-K of Duke Energy Ohio, Inc. (formerly The Cincinnati

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

1-1232).

Amended Employment Agreement effective December 17, 2003 to X
Ermployment Agreement dated November 15, 2002, among Cinergy Corp.,

Duke Energy Ohio, Inc., and Duke Energy Indiana, Inc., and Marc E.

Manly (filed with Form 10-K of Ouke Energy Ohio, Inc. (formerly The

Cincinnati Gas & Electric Company) for the year ended 12/31/03, File No.

1-1232),

Ernployment Agreernent dated November 15, 2002, among Cinergy Corp.,
CG&E, and PSI and Marc E. Manly (filed with Form 10-Q of Duke Energy
Indiana, Inc. (formerly PSI Energy, Inc.) for the quarter ended

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

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

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

Form of Phantom Stock Award Agreement dated February 28, 2005, X
pursuant to Duke Energy Corporation1998 Long-Temn incentive Plan by

and between Duke Energy Corporation and each of Fred J. Fowler, David

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

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

Exhibit 10-2).
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Exhibit
Number

Duke Energy  Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

10.26

10.27

10.28

10.29%*

10.3¢

10.31

10.32

10.32.1

10.33**

10.34

10.35

Engineering, Procurement and Construction Agreement, dated July 11, X
2007, by and between Duke Energy Carolinas, LLC and Stone &Webster

National Engineering P.C. (fited with the Form 10-Q of the registrant,

November 13, 2007, File No. 1-4928, as Bxhibit 10.1). (Portions of the

exhibit have been omilted and filed separately with the Securities and

Exchange Commission pursuant (o a request for confidential treatment

pursuant to Rule 24b-2 under the Securities Exchange Act of 1934, as

amendeg.)

Deferred Compensation Agreement between Duke Energy Ohio, Inc. and X
Jackson H. Randolph dated January 1, 1992 (filed with Form 10-K of

Duke Energy Ohio, Inc. {formerly The Cincinnati Gas & Electric Company)

for the year ended December 31, 1992, File No, 1-1232).

Deferred Compensation Agreement, effective as of January 1, 1992,
hetween PSI and James E. Rogers {filed with Form 10-Q of Duke Energy
indiana, Inc. (formerly PSI Energy, Inc.) for the quarter ended
Septernber 30, 1996, File No. 1-3543).

Form of Phantormn Stock Award Agreement dated as of May 11, 2005, X
pursuant to Duke Energy Corporation 1998 Long-Term Incentive Plan by

and hetween Duke Energy Corporation and Jimmy W. Mogg. (filed with

Form 10-Q of Duke Energy Carolinas, LLC for the quarter ended June 30,

2005, File No. 1-4928, as Exhibit 10-6).

Amended and Restated Engineering, Procurement and Construction X
Agreement, dated February 20, 2008, by and between Duke Energy

Carolinas, LLC and Stone & Webster Nationa) Engineering P.C. (filed with

the Form 10-G of the registrant, May 14, 2008, File No. 1-4928, as

Exhibit 10.1). (Portions of the exhibit have been omitted and filed

separatety with the Securities and Exchange Commission pursuant to a

request for confidential treatment pursuant to Rule 24b-2 under the

Securities Exchange Act of 1934, as amended).

Split Dollar insurance Agreement, effective as of May 1, 1993, between X
Duke Energy Chio, Inc. and Jackson H, Randolph (filed with Form 10-K of

Duke Energy Chio, Inc. {(formerty The Cincinnati Gas & Electric Company)

for the year ended December 31, 1994, File No. 1-1232).

Split Dollar Life Insurance Agreement, effective as of January 1, 1992,
between PSI and James E. Rogers (filed with Form 10-Q of Duke Energy
tndiana, Inc. {formerly PSI Energy, Inc.) for the quarter ended
September 30, 1996, File No. 1-3543).

First Amendment fo Split Dollar Life Insurance Agreement between PSI and
James E. Rogers dated December 11, 1992 (fifed with form 10-Q of
Duke Energy Indiana, Inc. (formerly PS) Energy, inc.) for the quarter ended
September 30, 1996, File No. 1-3543),

Form of Phantom Stock Award Agreement dated as of May 12, 2005, X
pursuant to Duke Energy Corporation 1998 Long-Temn Incentive Plan by

and between Duke Energy Corporation and nonemployee directors (filed in

Form 8-K of Duke Energy Carolinas, LLC, May 17, 2005, File No.

1-4928, as Exhibit 10-1).

Amended No. 1 to the Amended and Restated Credit Agreement (filed on X
Form 8-K of the registrant, March 12, 2008, File No. 1-4928, as Exhibit
10.1).

Amended and Restated Supplemental Retirement Income Agreement X
between Duke Energy Ohio, Inc. and Jackson H. Randolph dated

January 1, 1995 (filed with Form 10-K of Duke Energy Ohio, Inc.

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

December 31, 1995, File No. 1-1232).
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Exhibit Duke Energy  Duke Energy
Number Duke Energy Carolinas Ohio

Duke Energy
Indiana

10.36 Asset Purchase Agreement by and among Cinergy Capitaf & Trading, inc.
(Capital & Trading), CinCap Madison, LLC and PSI dated as of February 5,
2003 ffiled with Form 10-Q of Duke Energy Indiana, nc. (formerly PSI
Energy, fnc.) for the quarter ended September 30, 1936, File No.
1-3543).

10.37 Form of Phantorn Stock Award Agreement (fited with Form 8-K of Duke X
Energy Corporation, File No. 1-32853, April 4, 2006, as Exhibit 10.1).

10.38 Amended and Restated Engineering and Construction Agreement, dated as X
of Decernber 21, 2009, by and between Duke Energy Carolinas, LLC and
Shaw North Carolina, Inc.

10.39 Amended and Restated Supplemental Executive Retiremant Income X
Agresment between Duke Energy Ohio, Inc. and certain executive officers
(filed with Form 10-K of Duke Energy Ghia, inc. (formerly The Cincinnati
Gas & Electric Company) for the year ended December 31, 1997, File No.
1-12323,

10.40 Asset Purchase Agreement by and among Capital & Trading., CinCap VI,
LLC and PSI cated as of February 5, 2003 {filed with Form 10-Q of Duke
Energy Indiana, inc. formerly PSI Energy, nc.) for the quarter ended
September 30, 1996, File No. 1-3543),

10.41 Form of Performance Share Award Agreement (filed with Form 8-K of Duke X
Energy Corporation, File No. 1-32853, April 4, 2006, as Exhibit 16.2).

10.42 Eighty-Eighth Supplemental Indenture dated as of November 17, 2008, X
between Duke Energy Carolinas, LLC and The Bank of New York Mellon
Trust Company, N.A., as Trustee (filed with the Form 8-K of the registrant,
Fite No. 1-4928, November 17, 2008, as item 4.1).

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

10.44 Asset Purchase Agreement by and among PS! and CG&E and Allegheny
Energy Supply Company, LLC, Allegheny Energy Supply Wheatland
Generating Facility, LLC and Lake Acquisition Company, L.L.C., dated as of
May 6, 2005 (fiied with Form 10-Q of Duke Energy naiana, {nc. (farmerly
PSI Energy, Inc.) for the quarter ended September 30, 1996, File No. 1-
3543).

10.45** Employment Agreement between Duke Energy Corporation and James E. X
Rogers, dated April 4, 2006 (filed with Form 8-K of Duke Energy
Corposation, File No, 1-32853, April 6, 2006, as Exhibit 16.1).

10.45.1**  Performance Award Agreement between Duke Energy Corporation and X
James E. Rogers, dated April 4, 2006 (filed with Form 8-K of Ouke Energy
Corporation, File No. 1-32853, April 6, 2006, as Exhibit 10.2).

10.45.2%*  Phantomn Stock Grarit Agreement between Duke Energy Corparation and X
James E. Rogers, dated April 4, 2006 (fited with Form 8- of Duke Energy
Corporation, File No. 1-32853, April 6, 2006, as Exhibit 10.3).

1046 Underwriting Agreement, dated &s of Novernber 12, 2008, with Barclays X
Capital Inc., Citigroup Global Markets Inc. and Credit Suisse Securities
{USAJ LLC, as representatives of the several underwsiters named thergin, i
connection with Buke Energy Carolinas, LLC's issuance and sale of
$400,000,000 aggregate principal amount of its First and Refunding
Mortgage Bonds, 5.75% Series C due 2013 and $500,006,000
aggregate principal amount of its First and Refunding Mortgage Bonds,
7.00% Series C due 2018 (filed with the Form 8-K of the registrant, File
No. 1-4928, November 17, 2008, as item 99.1).
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Exhibit
Numbet

Duke Energy

Duke Energy Duke Energy Duke Energy

Carolinas

Ohio

lndiﬂlﬂ_

10.47

10.47.1

10.48

10.49%*

10.50

10.51

10.51.1

10.51.2

10.52

10.53

$2,650,000,000 Amended and Restated Credit Agresment, dated as of
June 28, 2007, among Duke Energy Corporation, Duke Energy Carolinas,
LLC, Duke Energy Ohio, Inc., Duke Energy Indiara, Inc. and Duke Energy
Kentucky, Inc., as Borrowers, the banks listed therein, Wachovia Bank,
National Association, as Administrative Agent, JPMorgan Chase Bank,
National Association, Barclays Bank PLC, Bank of America, N.A. and
Citibank, N.A., as Co-Syndication Agents and The Bank of Tokyo-
Mitsubishi, Ltd., New York Branch and Credit Suisse, as
Co-Documentation Agents (filed in Form &-K of Duke Energy Ohio, Inc.,
July 5, 2007, File No. 1-1232, as Exhibit 10.1).

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

Underwriting Agreement in connection with PSI issuance and sale of
$350,000,000 aggregate principal amount of its 6.12% Debentures due
2035 (filed with Form 10-Q of Duke Energy Indiana, Inc. (formerly PSI
Energy, Inc.) for the quarter ended September 30, 1996, File No. 1-
3543).

Form Phantom Stock Award Agreement and Election to Defer {filed with
Form 8-K of Duke Energy Corporation, File No. 1-32853, May 16, 2008,
as Exhibit 10.1).

keepwell Agreement, dated April 10, 2006, between Duke Capital LLC

and Duke Energy Ohio, Inc. {filed with Form 10-K of Duke Energy Ohio,
Inc. (formerly The Cincinnati Gas & Electric Company), filed on April 14,
20086, File No. 1-1232).

$2,000,000,000 Amended and Restated Credit Agreement among the
registrant, such subsidiaries, the banks fisted therein, Barglays Bank PLC,
as Administrative Agent, and JPMorgan Chase Bank, N.A., as Syndication
Agent (fitled with Form 10-Q of Duke Energy Indiana, Inc. (formerly PSI
Energy, Inc.) for the quarter ended Septernber 30, 1936, File No. 1-
3543).

$2,650,000,000 Amended and Restated Credit Agreement, dated as of
June 28, 2007, among Duke Energy Corporation, Duke Energy Carolinas,
LLC, Duke Energy Ohio, Inc., Duke Energy Indiana, inc. and Duke Energy
Kentucky, Inc., as Borrowers, the banks listed therein, Wachovia Bank,
National Association, as Administrative Agent, JPMorgan Chase Bank,
Nationat Association, Barclays Bank PLC, Bank of America, N.A. and
Citibank, N.A., as Co-Syndication Agents and The Bank of Tokyo-
Mitsubishi, Ltd., New York Branch and Credit Suisse, as Co-
Bocumentation Agents (filed in Form 8-K of Duke Energy Indiana, Inc.,
July 5, 2007, File Mo, 1-3243, as Exhibit 1C.1).

Amendment No. 1 to the Amended and Restated Credit Agreement (filed in
Form 8-K of Duke Energy Indiang, Inc., March 12, 2008, File No. 1-
3543, as Exhibit 10.1).

Agreements with Piedmont Electric Membership Corporation, Rutherford
Electric Membership Corporation and Blue Ridge Electric Membership
Corporation to provide wholesale electricity and related power scheduling
services from Septernber 1, 2006 through December 31, 2021 (filed with
the Form 10-Q of Duke Energy Corporation for the quanter ended June 30,
2006, File No. 1-32853, as Exhibit 10.15).

Asset Purchase Agreement by and between Duke Energy Indiana, Inc., as
Seller, and Wabash Valley Power Association, inc., as Buyer, Dated as of
December 1, 2006 {filed with Form 10-Q of Duke Energy indiana, Inc.
{formerly PSI Enesgy, Inc.) for the quarter ended September 30, 1996, File
No. 1-3543).
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Exhibit
Number

Duke Energy  Duke Energy
Duke Energy Carolinas Qhio

Duke Energy
Indiana

10.54

10.55

10.56%*

10.57

10.58%*

10.59

10.60

10.60.1

10.61%*

10.62

10.63

10.63.1

Purchase and Sale Agreement by and among Cinergy Capital & X
Trading, inc., as Selier, and Fortis Bank, $.A/N.Y., as Buyer, dated as of

June 26, 2006 {filed with Form 8-K of Duke Energy Corporation, File No.

1-32853, June 30, 20086, as Exhibit 10.1).

$330,000,000 Letter of Credit Agreement dated as of September 19,
2008, among Duke Energy Indiana, Inc., Duke Energy Kentucky, Inc., the
banks listed therein, Bank of America, N.A., as Administrative Agent,
Banco Bilbao Vizcaya Argentaria, S.A.-New York Branch, as Syndication
Agent, and the Bank of Tokyo-Mitsubishi UFJ, Ltd., Intesa Sanpaolo
S.p.A., New York Branch, Mizuho Corporate Bank (USA), and Wells Fargo
Bank, National Association, as Co-Documentation Agents (filed with

Form 10-Q of Duke Energy Indiana, Inc. for the quarter ended

September 30, 2008, File No. 1-3543, as Exhibit 10.1).

Form of Amendment to Performance Award Agreement and Phantorn X
Stock Award Agreerment (filed with Form 8-K of Duke Energy Corporation,
File No. 1-32853, August 24, 2006, as Exhibit 10.1}.

Engineering, Procurement and Construction Management Agreement dated
December 15, 2008 between Duke Energy indiana, Inc. and Bechtel
Power Corporation (Portions of the exhibit have been omitted and filed
separately with the Securities and Exchange Commission pursuant to a
request for confidential treatment pursuant to Rule 24b-2 under the
Securities Exchange Act of 1934, as amended).

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

Formation and Sale Agreement by and among Duke Ventures, LLC, X
Crescent Resources, LLC, Morgan Stanley Real Estate Fund vV U.S. L.P,,

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

Real Estate Investors V U.S., L.P., MSP Real Estate Fund V, L.P., and

Morgan Stanley Strategic Investments, Inc., dated as of September 7,

2006 (filed with the Form 10-Q of Duke Energy Corporation for the

quarter ended September 30, 20086, Fite No. 1-32853, as Exhibit 10.3}.

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

Guaranty Trust Company of New York), as trustee {the "Trustee”),

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

between Duke Energy Carolinas, LLC (formerly Duke Energy Corparation)

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

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

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

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

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

Farm 8-K of Duke Energy Corporation, File No. 1-32853, December 15,

2006, as Exhibit 10.1).

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

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

2006, as Exhibit 10.2).

Amendment No. 1 to the Transition Services Agreement, dated as of

December 13, 2006, by and between Duke Energy Corporation and X
Spectra Energy Corp. (filed in Form 10-Q of Duke Energy Corporation for

the quarter ended March 31, 2007, File No. 1-32853, as Exhibit £10.4).
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Exhibit
Number

Duke Energy

Duke Energy Duke Energy Duke Energy

Carolinas

Chio

Indiana

10.63.2

10.63.3

10.63.4

10.64

10.65

10.66%*

10.67**

10.68%*

10.69

10.65.1

10.70**

10.71**

10.72

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

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

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

Employee Matters Agreement, dated as of December 13, 2006, by and
between Duke Erergy Corporation and Spectra Energy Corp. (filed with
Form 8-K of Duke Energy Corporation, File No. 1-32853, December 15,
2008, as Exhibit 10.3)

First Amendment to Employee Matters Agreement, dated as of
September 28, 2007 (filed in Form 10-Q of Duke Energy Corporation for
the quarter ended September 30, 2007, File No. 1-32853, as Exhibit
10.3).

Duke Energy Corporation Directors’ Savings Plan § & 11, as amended and
restated {filed with Form 8-K of Duke Energy Corporation, dated
Qctober 31, 2007, File No. 1-4298, as Exhibit 10.2).

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

Form of Performance Share Award Agreement (filed in Form 8-K of Duke
Energy Corporation, March 8, 2007, File No. 1-32853, as item 10.02}.

Separation and Distribution Agreement, dated as of December 13, 2006,
by and between Duke Energy Corporation and Spectra Energy Corp. (filed
in Form 8-K of Duke Energy Corporation,

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

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

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

Amendment to the Duke Erergy Corporation 2006 Long-Term incentive
Plan, effective as of February 27, 2007, by ang between Duke Energy
Corporation and Spectra Energy Corp. (filed in Form 10-G of Duke Energy
Corporation for the quarter ended March 31, 2007, File No. 1-32863, as
Exhibit 10.7).

$2,650,000,000 Amended and Restated Credit Agreement, dated as of
June 28, 2007, among Duke Energy Corporation, Duke Energy Carolinas,
LLC, Duke Energy Ohio, Inc., Duke Energy Indiana, Inc. and Duke Energy
Kentucky, Inc., as Borrowers, the banks listed therein, Wachovia Bank,
National Association, as Administrative Agent, JPMorgan Chase Bank,
National Association, Barclays Bank PLC, Bank of America, N.A. and
Citibank, N.A., as Co-Syndication Agents and The Bank of Tokyo-
Mitsubishi, Ltd., New York Branch and Credit Suisse, as
Co-Documentation Agents {filed in Form 8-K of Duke Energy Corporation,
July 5, 2007, File No. 1-32853, as Exhibit 10.1; the agreement was
executed June 28).
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Exhibit
Number

Puke Energy  Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

10.72.1

10.73

10.74**

10.75%*

10.76

10.77*

10.78**

10.79

10.80*%*

10.81

10.82

10.83

10.84%*

10.85**

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

Engineering, Procurement and Construction Agreernent, dated July 11, X
2007, by and between Duke Energy Carolinas, LLC and Stone & Webster

National Engineering P.C. (portions of the exhibit have been omitted and

filad separately with the Securities and Exchange Commission pursuant to

a request for confidential treatment pursuant to Rule 24b-2 under the

Securities Fxchange Act of 1934, as amended) (filed in Form 10-Q of

Duke Energy Corporation for the quarter ended September 30, 2007,

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

Change in Control Agreement by and between Duke Energy Corporation X
and James L. Turner, dated April 4, 2006 {filed with Form 10-K of Duke

Energy Corporation for the year ended December 31, 2007, File No. 1-

32853, as Exhibit 10.64.1).

Change in Control Agreement by and between Duke Energy Corporation X
ang Marc E. Manly, dated April 4, 2006 {filed with Form 10-K of Duke

Energy Corporation for the year ended December 31, 2007, File No. 1-

32853, as Exhibit 10.66.1).

Amended and Restated Engineering, Procurement and Construction X
Agreement, dated February 20, 2008, by and between Duke Energy

Carolinas, LLC and Stone & Webster National Engineering P.C. (portions of

the exhibit have been omitted and filed separately with the Securities and

Exchange Commission pursuant to a request for confidential treatment

pursuant to Rule 24h-2 under the Securities Exchange Act of 1934, as

amended) (filted in Form 10-Q of Duke Energy Corporation for the quarter

ended March 31, 2008, File No. 1-32853, as Exhibit 10.1).

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

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

Amendment No. 1 to the Amended and Restated Cregit Agreement (filed X
an Farm 8-K aof Duke Energy Corporation, March 12, 2008, File No. 1-
32853, as bxhibit 10.1).

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

Agresment and Plan of Merger by and among DEGS Wind |, LLC, DEGS X
Wind Vermont, Inc., Catamount Energy Corporation (fifed in Form 10-Q of

Duke Energy Corporation for the quarter ended June 30, 2008, File No. 1-

32853, as Exhibit 10.2).

Amended and Restated Engineering and Canstruction Agreement, dated as X
of December 21, 2009, by and between Duke Energy Carolinas, LLC and
Shaw North Carolina, Inc.

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

Amendment to Duke Energy Corporation Executive Savings Plan, effective X
as of August 26, 2008 (filed on Form 8-K of Duke Energy Corporation,
September 2, 2008, File No. 1-32583, as Exhibit 10.1).

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

Duke Energy  Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

10.86%*

10.87**

10.88**

10.89**

1C.90**

10.91**

10.92%*

10.93**

10.94

10.95

10.96

*10.97*%*

10.98**

10.99%*

10.100%*

Amendment to Employment Agreement with Jarmes E. Rogers, effective as
of August 26, 2008 (fited on Form 8-K of Duke Energy Corporation,
Septernber 2, 2008, File No. 1-32583 as Exhibit 10.3).

Form of Amended and Restated Change in Control Agreement, effective as
of August 26, 2008 (filed on Form 8-K of Duke Energy Corporation,
Septermber 2, 2008, File No. 1-32583 as Exhibit 10.4).

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

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

Amendment to Award Agreements pursuant to the Long-Term Incentive
Plans (Emplaoyees), effective as of August 26, 2008 {filed on Farm 8-K of
Duke Energy Corporation, September 2, 2008, File No. 1-32583, as
Exhibit 1C.7).

Amendment to Award Agreements pursuant to the Long-Term Incentive
Plans {Directors), effective as of August 26, 2008 (filed on Form 8-K of
Duke Energy Corporation, Septermber 2, 2008, File No. 1-32583, as
Exhibit 99.1).

Amengment to Duke Energy Corporation Directors’ Savings Pian, effective
as of August 26, 2008 (filed on Form 8-K of Duke Energy Corporation,
September 2, 2008, File No. 1-32583, as Exhibit 99.2).

Deferred Comgensation Agreernent dated December 16, 1992, between
PSI Energy, Inc. and James E. Rogers, Jr.

Engineering, Procurement and Construction Management Agreement dated
December 15, 2008 between Duke Energy Indianz, inc. and Bechtel
Power Corporation. (Portions of the exhibit have been omitted and filed
separately with the Securities and Exchange Comimission pursuant to a
request for confidential treatment pursuant o Rule 24b-2 under the
Securities Exchange Act of 1934, as amended).

Retirement Agreernent by and between Duke Energy Business Services LLC
and David L. Hauser, effective as of June 22, 2009 (filed onr Form 8-K of
Duke Energy Carparation, June 26, 2009, File No, 1-32853, as Extiibit
99.1).

Amended and Restated Enginesring and Construction Agreement, dated as
of March 8, 2010, by and between Duke Energy Carolinas, LLC and Shaw
North Garolina, Inc. {filed in Form 10-Q of Duke Energy Corporation for the
quarter ended March 31, 2010, File No. 1-32853, as Exhibit 10.1).

Retirement Agreement dated December 9, 2010 between James L. Tumer
and Duke Energy Business Services LLC (filed on Form 8-K of Duke Energy
Corporation, December 9, 2010, File No. 1-32583 as Exhibit 10.1).

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

Form of Phantom Stock Award of Duke Enesgy Corporation (filed on Form
8-K of Duke Energy Corporation, February 22, 2011, File No. 1-32583 as
Exhibit 10.2).

Farm of Performance Award Agreement by and between Duke Energy
Corporation and James E. Rogers {filed on Form 8-K of Duke Energy
Corporation, February 22, 2011, File No. 1-32583 as Exhibit 10.3).
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Exhibit
Number

Duke Energy Duke Energy
Duke Energy Carolinas Ohio

Duke Energy
Indiana

10.101

10.102

10.103

10.104

10.105

10.106

16.107#**

10.108**

10.109**

*12.1

*12.2

*12.3

*12.4

Duke Energy Gorporation Executive Severance Plan {filed on Form 8-K of
Duke Energy Corporation, January 10, 2011, File No. 1-32583 as Exhibit
10.1).

Form of Amendment to Change in Control Agreement by Duke Energy
Corporation.

$200,000,000 Credit Agreement dated as of April 7, 2010 among Duke
Energy Corporation and Duke Energy Carolinas, LLC, as Borrowers, the
banks listed thereir, Branch Banking and Trust Company, as Administrative
Agent, Regions Bank, as Syndication Agent and First Tennessee Bank N.A.
and RBC Bank (USA} as Co-Documentation Agents (filed on Form 8-X of
Duke Energy Corporation, Aprit 12, 2010, File No. 1-32583 as binioit
10.1).

Ninety-First Supplemental Indenture dated as of June 7, 2010 of Duke
Enesgy Carolinas, LLC to The Bank of New York Mellon Trust Company,
N.A., as Trustee {filed on Form 8-K of Duke Energy Carolinas, LLC, June 7,
2010, File No. 1-04928 as Exhibit 4.1).

Sixty-Second Supplementa! Indenture, dated as of July @, 2010, between
the Company and Deutsche Bank National Trust Company, as trustee,
providing for the issuance of the Bonds. (filed on Form 8-K of Duke Energy
Indiana, July 9, 2010, File No. 1-03543 as Exhibit 4.1).

$6,000,000,000 Five-Year Credit Agreement, dated as of November 18,
2011, among the Corporation, Duke Energy Carolinas, LLC, Duke Energy
Ohig, Inc., Duke Energy Indiana, Inc. and Duke Energy Kentucky, Inc., as
Borrowers, the lenders listed therein, Wells Farge Bank, National
Association, as Administrative Agent, Bank of America, N.A. and The Royal
Bank of Scotland pic, as Co-Syndication Agents and Bank of China, New
York Branch, Barclays Bank PLC, Citibank, N.A., Credit Suisse AG, Cayman
Islands Branch, Industrial and Cornmercial Bank of China Limited, New
York Branch, JPMorgan Chase Bank, N.A. and UBS Securities LLC, as
Co-Decumentation Agents. (filed on Form 8-K of Duke Energy Corporation,
Duke Energy Carolinas, LLC, Duke Energy Indiana, Inc. and Duke Energy
Ohic, Inc., November 25, 2011, File No. 1-01232, as Exhibit 10.1).

Form of Performance Award Agreement of Duke Energy Corparation under
the Duke Energy Corporation 2010 Long-Term Incentive Plan (filed on
Form 8-K of Duke Energy Corporation, February 22, 2011, File No. 1-
32853, as Exhibit 10.1).

Form of Phantom Stock Award Agreement of Duke Energy Corporation
under the Duke Energy Corporation 2010 Long-Term Incentive Plan {filed
on Form 8-K of Duke Energy Corporation, February 22, 2011, File Mo, 1-
32853, as Exhibit 10.2}.

Form of Performance Award Agreement Dy and between Duke Energy
Corporation and James E. Rogers under the Duke Energy Corporation 2010
Long-Term Incentive Pian (filed on Form 8-K of Duke Energy Corporation,
February 22, 2011, File No. 1-32853, as Exhibit 10.3).

Computation of Ratio ¢f Eamings to Fixed Charges — DUKE ENERGY
CCORPORATION

Computation of Ratio of Eamings 1o Fixed Charges — DUKE ENERGY
CARCLINAS

Computation of Ratio of Earnings to Fixed Charges — DUKE ENERGY OHIO

Computation of Ratio of Eamings to Fixed Charges — DUKE ENERGY
INDIANA
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Exhibit ' Duke Energy Duke Energy  Duke Energy
Number Duke Energy Carolinas Ohio Indiana
*21 List of Subsidiaries. X
*23.1.1 Consent of Independent Registered Public Accounting Firm. X
*23.1.2 Consent of Independent Registered Public Accounting Firm. X
*23.1.3 Consent of Independent Registered Public Accounting Firm. X
*23.1.4 Consent of Independent Registered Public Accounting Firm. X
*24.1 Power of aftorney authorizing Lynn J. Good and others to sign the annual X
report on behalf of the registrant and certain of its directors and officers.
*24.2 Certified copy of resolution of the Board of Directors of the registrant X
authorizing power of attorney.
*31.1.1 Certification of the Chief Executive Officer Pursuant o Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.1.2 Certification of the Chief Executive Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.1.3 Certification of the Chief Executive Officer Pursuant to Section 302 of the X
Sarbznes-Oxley Act of 2002.
*31.1.4 Certification of the Chief Executive Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002,
*31.2.1 Certification of the Chief Financial Officer Pursuant fo Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.2.2 Certification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes-Oxiey Act of 2002,
*31.2.3 Certification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.2.4 Certification of the Chief Financiat Officer Pursuant o Section 302 of the X
Sarbanes-Oxley Act of 2002.
*32.1.1 Certification Pursuant to 18 U.5.C. Section 1350, as Adopted Pursuant to X

Section 906 of the Sarbanes-Oxley Act of 2002.

*32.1.2 Centification Pursuant to 18 U.5.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.

*32.1.3 Certification Pursuant to 18 14.5.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.

*32.1.4 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.

*32.2.1 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002,

*32.2.2 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section $06 of the Sarbanes-Oxley Act of 2002.

*32.2.3 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002.

*32.2.4 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to X
Section S06 of the Sarbanes-Oxley Act of 2002,

*101 Financials in XBRL Format X X X X

The total amount of securities of the registrant or its subsidiaries authorized under any instrument with respect to long-term debt not filed as
an exhibit does not exceed 10% of the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees, upon
request of the Securities and Exchange Commission, to fumish copies of any or all of such instruments to it.
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OUR
MISSION

At Duke Energy, we make people’s
lives better by providing gas and
electric services in a sustainable way
— affordable, reliable and clean. This
requires us to constantly look for ways
to improve, to grow and to reduce

our impact on the environment.

OUR
VALUES

Safety: We put safety first in all we do.

Caring: We look out for each other.
We strive to make the environment
and communities around us better
places to live.

Integrity: We do the right thing.
We honor our commitments.
We admit when we're wrong.

Openness: We're open to change and to
new ideas from our co-workers, customers
and other stakeholders. We explore ways
to grow our business and make it better.

Passion: We're passionate about what
we do. We strive for excellence. We take
personal accountability for our actions.

Respect: We value diverse talents,
perspectives and experiences. We treat
others the way we want to be treated.
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INVESTOR INFORMATION

Annual Meeting
The 2012 Annual Meeting of Duke Energy Shareholders
will be:

Date:
Time:

Thursday, May 3, 2012
10 a.m.

0.J. Miller Auditorium
Energy Center

526 South Church Street
Charlotte, NC 28202

Place:

Shareholder Services

Shareholders may call 800-488-3853 or 704-382-3853
with guestions about their stock accounts, legal transfer
requirements, address changes, replacement dividend
checks, replacement of lost certificates or other

services. Additionally, registered shareholders can view
their account online through DUK-Online, available at
www.duke-energy.com. Send written requests to:

Investor Relations

Duke Energy

P.0. Box 1005

Charlotte, NC 28201-1005

For electronic correspondence, visit
www.duke-energy.com/investors/contactIR.

Stock Exchange Listing

Duke Energy's common stock is listed on the New York
Stock Exchange. The company's common stock trading
symbol is DUK.

Website Addresses
Corporate home page: www.duke-energy.com

Investor Relations: www.duke-energy.com/investors

InvestorDirect Choice Plan

The InvestorDirect Choice Plan provides a simple and
convenient way to purchase common stock directly
through the company, without incurring brokerage fees.
Purchases may be made weekly. Bank drafts for monthly
purchases, as well as a safekeeping option for depositing
certificates into the plan, are available.

The plan also provides for full reinvestment, direct
deposit or cash payment of a portion of the dividends.
Additionally, participants may register for DUK-Online,
our online account management service.

Financial Publications

Duke Energy's annual report and related financial
publications can be found on our website at
www.duke-energy.com/investors. Printed copies
are also available free of charge upon request.

Duplicate Mailings

If your shares are registered in different accounts,
you may receive duplicate mailings of annual reports,
proxy statements and other shareholder information.
Call Investor Relations for instructions on eliminating
duplications or combining your accounts.

Transfer Agent and Registrar

Duke Energy maintains shareholder records and

acts as transfer agent and registrar for the company’s
common stock.

Dividend Payment :
Duke Energy has paid quarterly cash dividends on
its common stock for 85 consecutive years. For the
remainder of 2012, dividends on common stock are
expected to be paid, subject to declaration by the
Board of Directors, on March 16, June 18, Sept. 17
and Dec. 17.

Bond Trustee
If you have questions regarding your bond account,
call 800-254-2826, or write to:

The Bank of New York Mellon
Global Trust Services

101 Barclay Street — 21st Floor
New York, NY 10286

Send Us Feedback

We welcome your opinion on this annual report. Please
visit www.duke-energy.com/investors, where you can
view and provide feedback on both the print and online
versions of this report. Or contact Investor Relations
directly. Duke Energy is an equal opportunity employer.
This report is published solely to inform shareholders
and is not to be considered an offer, or the solicitation
of an offer, to buy or sell securities.

°©
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Introducing the new Duke Energy. For more than a century, Duke Energy has been a leader of innovation and adaptation.
Today, as the nation’s largest regulated electric utility, we're even stronger and better able to deliver for our investors, communities and the
7 milion customers in six states who depend on us each day. Learn more about the ongoing evolution of Duke Energy at duke-energy.com.


http://duke-energy.com

Chairman’s Letter
to Stakeholders

Dear fellow customers, investors, employees and all others who have a vested interest in our success
including our partners, suppliers, policymakers, regulators and communities:

For Duke Energy, 2012 was a year of
perseverance and transformation. After wrapping
up a challenging merger journey, we're now
moving forward as a stronger company that’s
better prepared for a new energy landscape.

We completed the merger of Duke Energy and Progress Energy on July 2, 2012,
overcoming two federal regulatory setbacks. Late in the year, we resolved an issue
with North Carolina regulators regarding the post-merger change in CEO.

I'm grateful for our employees’ resilience. They turned 2012, a year of extraordinary
uncertainty, into a year of great accomplishment in meeting our operational and
financial objectives. They also achieved the best employee safety record in our
company'’s history. The way they have pulled together bodes well for our future.

Our new logo on this annual report cover is symbolic of this new beginning in our first
full year since becoming the largest electric utility in the United States. What matters

most is what we do now, and how we do it. Despite complex issues still in front of us,

we're on our way to demonstrating the tremendous potential of Duke Energy.

o~



Financial Highlights*®

(I mulfians. except per-share amounts 2nd ratins) 2012 2011 2010
Operating Results
Total operating revenues $19,624 $14,529 $14,272
Net income $1,782 $1,714 $1,323
Net income atiributable to Duke Energy Corporation $1,768 $1,706 $1,320
Ratio of Earnings to Fixed Charges 25 3.2 30
Common Stock Data
Shares of common stock outstanding
Year-end 104 445 443
Weighted average — basic 514 444 439
Weighted average — diluted 515 4 440
Reported diluted earnings per share $3.07 $3.83 $3.00
Adijusted diluted earnings per share $4.32 $4.38 $4.29
Dividends per share $3.03 $2.97 $291
Balance Sheet Data
Total assets $113,856 $62,526 $59,090
Long-term debt including capital leases, variable interest entities
and redeemable preferred steck of subsidiaries, Jess current maturities $36,244 $18,679 $17 935
Total Duke Energy Corporation shareholders’ equity $40,863 $22,772 $22,522

*Significant transactions reflected in the results above include: 2012 costs 10 ackieve the merger with Progress Energy (see Nete 2 to the Consolidated Financial Statements,
“Aequisitions, Dispositions and Sales of Other Assets”) and 2012, 2011 and 2010 impairments of goodwill and other assets (see Notes 4 and 12 to the Consolidated Financial
Statements, “Regulatory Matters,” and “Goodwil, Intangible Assets and Impaitments”).

50n July 2, 2012, immediately prior to the merger with Progress Energy, Duke Energy executed a one-for-three reverse stock split. All share and eamings per share amounts are
presented as if the one-for-three reverse stock split had been effective at the heginning of the earfiest period presented.

Earnings Per Share Dividends Per Share (Capital and Investment
{m dollars) (in dollars) Expenditures
{doltars in ballions)
432 291 297
' 45
2ﬁ10 2011 . 2012 2010 2011 2012 2010 2011 2012

.. Reported Dilted  m Adjusted Diluted



What matters most is what
we do now — and how we do it.

A stakeholder approach

Duke Energy is focused on those who have a major
stake in how we perform today and how we prepare
for the future:

& Qur customers and communities, who
depend on us 24/7 for 2 vital service,
canstructive partnership and responsible
stewardship

& Our investors, who choose us for a reliable
dividend and earnings growth potential
backed by our primarily regulated-utility
business mix and a strong balance sheet

® Our employees, who seek to make a
difference in a mission that matters,
white advancing in a performance culture
guided by the right values.

Our diverse stakeholders often have competing
priorities. We aim for the right long-term balance that
strengthens trust and confidence in our company.

For customers

Delivering cost savings and cther benefits to

our customers was a driving force behind the
combination of Duke Energy and Progress Energy.
It's particularly imporfant given the need to mitigate
the rising costs in today’s electric utility industry.

Our core mission is to provide affordable, reliable,
increasingly clean energy — in safe and sustainable
ways — to our customers 24/7. Today's Duke Energy
serves 7.2 million retail electricity customers in six
staies in the Southeast and the Midwest. We also
serve 500,000 natural gas customers in Ohio and
Kentucky. Our commercial husinesses supply power
to communities across the United States and in
seven Latin American countries.

Thanks to the merger, our customers are benefiting
from the efficiency and flexibility of operating our
power plants in the Carolinas as one integrated fleet.
We also are unlocking coal-blending efficiencies and
leveraging our size in fuel procurement.

We achieved about $52 million in fuel and
joint-dispatch savings in the first six months

as a combined company, outpacing our initial
expectations. And we are on track fo meet the
$687 million merger-related savings commitment
to our Carclinas customers as the savings
opportunities ramp up over the next five years,

Qur storm-respaonse capahility is one example of our
new strengths. As a result of our size, we're now
able to mobilize more crews and equipment more
effectively. This was evident when Superstorm

&



Customers and communities

$687m
$3 55
217

Sandy ripped through the northern and mid-
Atlantic states last fall, leaving millions in the dark.
We were able to send nearly 3,000 employees

On track to deliver
$687 miltion in merger-
related savings

Attracted more than
$3.5 hillion ir investments
to local econemies

Decreased CO, emissions
by 21% since 2005

and contractors to help other utilities restore power
in eight states.

Duke Energy empioyees were heroes to the
customers they helped. One morning in Dover, N.J.,
our crews found sticky notes attached to 50 Duke
Energy trucks in a staging area. The notes had
handwritten messages such as “Thanks for the help!
Love, Jersey.” Imagine what that gesture meant to
our crews warking long hours far from home.

For communities

Our mission goes beyond providing an essential
service to customers. We also promote the vitality
and success of the communities where our
employees live and wark, Duke Energy benefits
when our communities prosper.

The employees of this company are actively
involved in helping their cormmunities, on and off
the job. Each year we make significant contributions

& 4

through the philanthropy of The Duke Energy
Foundation, and the volunteerism and civic
leadership of our employees and retirees.

Cur company also plays an instrumental role in
fostering job creation in our communities. In 2012
Duke Energy, along with what Progress Energy
accompiished earlier in the year, helped to attract
more than $3.5 billion in investment in new

and expanded businesses in our service areas,
representing approximately 13,000 jobs.

For a record 14th year, Site Selection magazine

in 2012 recognized Duke Energy as being among
the nation’s 10 best utility companies in promoting
economic development. With the merger, we are
even better positioned 1o recruit new businesses to
our communities.

The same magazine ranked all six retail-custormer
states Duke Energy serves in the top 12 states in
the nation for business climate.

Along with other community partners, we announced
last year an initiative o expand the successful
Charlotte energy hub (more than 20,000 energy-
related jobs) into a broader regional energy cluster
called E4 Carolinas. This collaborative effort aims

to stimulate growth in the Carclinas in energy
manufacturing, engineering, research and innovation.

For investors

Another major driving force far the merger was to
increase the investment value for our shareholders.
It's working.

From merger anniouncement in Janyary 2011
through the end of 2012, Duke Energy’s total



shareholder return was approximately 32 percent,
significantly outperforming the 17 percent return
of the S&P 500 and the Philadeiphia Utility Index
(UTY), a compasite of 20 U.S. utilities.

In 2012, we delivered adjusted diluted earnings per
share of $4.32, near the top end of our target range
of $4.20 to $4.35 for the year. Since 2009, we have
consistently targeted a compound annual growth rate
of 4 {0 & percent in our adjusted dituted earmings
per share. Through the end of 2012, we have met
this abjeclive, as we achieved a compound annual
growth rate of approximately & percent since 2009.

Total shareholder return”

Duke Energy Cosporation

= 14%

S&P 500 Index

Philadelphia Utility Index

16.0% -0.6%
Duke Energy Corporation
Three o]
tears 13 14

S&P 500 Index

10.9%

Phifadelphia Utility Index

7.8%

Duke Energy Corparation

Five O
Years : 6 7 %)

S&P 500 Index

1.7%

Philadelphia Utility Index

0.1%

* For the pencds ended Dec. 31, 2012

Our dividend is an important part of the value
proposition we offer shareholders. In 2012, we
raised our quarterly cash dividend to shareholders
by approximately 2 percent. Not only are we
consistently growing the dividend, but also 2013
is our 871h consecutive year of paying a quarterly
cash dividend on our common stock. Based on the
current dividend, we are paying more than $2.1
billion in dividends annually.

Duke Energy has a proven track record of delivering
consistent financial results. From 2013 through
2015, our objectives are to contirue growing annual
adjusted diluted earnings per share by an average
of 4 to 6 percent, to continug growing the dividend
within a 65 to 70 percent target payout ratio, and to
maintain strong, investment-grade credit ratings.

For employees

i was impressed by our employees’ clear focus and
quiet strength throughout 2012, despite the merger-
related uncertainty and organizational ¢hange. Their
commitment to our raission and to finding better
ways [ carry it out has been exemplary.

Our empioyees’ 2012 safety performance was a
testament to their focus. We finished the year with the
lowest Total Incident Case Rate in our history, though,
tragically, an employes died after being rear-ended by
a vehicle, and a contractor was fatally injured. We take
our commitment to safety very seriously and atways
strive for zero injuries and fatalities.

Along with other executives, | devoted considerable
time last year to engaging with employees across
the company: small-group dialogue sessions, farge
open-forum meetings and informal visits to our

&
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Employees

21730
0.69

work sites. We listered and invariably came away

Qur year-end 2012 number
of employees in the United
States and Latin America

Rate of work-related injuries/
illnesses per 100 employees —
our best safely year on record

inspired by our workforce.

More than 1,100 employees have left, or are in
the process of feaving, the company through the
Voluntary Severance Program as we have begun
to achieve efficiencies with the merger.

Going forward, we continue to strengthen our
performance culture. It is guided by our values: safety,
integrity, accountability, respect, communication,
inclusion and teamwork, The true test is how our
behaviors demonstrate these values every day.

Now that Duke Energy is the largest U.S. electric
ufility, we're able to offer even broader career
opportunities. We are attracting the next generation
of talented, diverse employees. Our employees

will help us improve, adapt and innovate for the
chatlenges of the future.

Delivering performance and value

Today's Duke Energy has a unigue blend of strengths.

Our pest-merger company has greater scale
efficiencies and geographic diversity as well as a
more halanced, diversified power generation portfolio
that continues fo get cleaner and more efficient.

The recent merger shifted Duke Energy’s business
mix toward a lower-risk regulated utility focus. We
now have six regulated electric utilities and two
regulated natural gas utilities.

Combined, our regulated utility operations represent
85 to 90 percent of our total business. The six
states we serve — North Carolina, South Carolina,
Florida, Indiana, Ohio and Kentucky - have
attractive economic-development prospects.

We have a balanced, diversified mix of fual sources.
In 2012, 44 percent of our combined regulated
generation came from ccal, 34 percent from
nuclear, 21 percent from natural gas (and some oil)
and 1 percent from hydro. That means 35 percent
of our power came from carbon-free sources.

As part of a $9 billion generation fleet modernization
program, we brought three state-of-the-art power
plants (two fueled by natural gas; one by coal) into
service in late 2012. Two more new plants (one
hatural gas; one coal) come on line in 2013, By
the end of this year, we will have retired 3,800
megawatts of older cgal- and large cil-fired units,
and that number will grow to approximately 6,800
megawatts over the next few years.

Also, Duke Energy and Progress Energy have
invested approximately $7.5 billiort in air emissions
controls on existing plants since 1999. By 2015, we
expect the regulated fleet's emissions of sulfur dioxide
and nitrogen oxides o be reduced by approximately
90 and 80 percent, respectively, from 2005 levels.

Beyond the regulated utility sector, our commercial
and international energy businesses remain an



important part of the Duke Energy portfolio. They
provide us with diversity in revenue streams, geography
and fuel mix. Our Latin American operations provide
valuable exposure to higher-growth markets. We're
also gaining substantial experience with renewable

energy, which is becoming increasingly important.

Duke Energy International (DEI) owns, operates

or has substantial interests in almost 4,600
megawatts of highly contracted generation in Latin
America, with self-funding cash flows. About two
thirds of DEl's capacity is hydroelectric. During
2012, we entered Chile, which has a favorable

political and economic climate.

We have about 7,000 megawatts of Midwest

commercial electric-generating capacity. These

power plants, fueled by coal, natural gas and ail,
are well-positioned to meet new environmental
regulations. The financial returns of the plants are
challenged by the currently low capacity prices and

energy margins in the PJM markets.

That's why we have filed with Ohio regulators for
the ability to earn appropriate cost-based capacity
payments. The outcome of this regulatory filing will

inform our strategic decisions about these plants.

Our nonregulated renewable energy business
continues to grow. During 2012, we completed
five new wind farms and three new solar farms
Our growing wind and solar portfolio includes

more than 1,700 megawatts of electric-

generating capacity




Resolving near-term issues

Since mid-2012, our senior management has
been focused on five near-term priority issues.
We're successfully working through these complex
challenges. Below is a brief summary of where we
stand. You'll find more information in the attached
10-K annuat report and on cur website.

Crystal River 3 This 860-megawatt nuclear
plant in Florida, which began operating in 1977,
has been safely shut down and off line since

late 2009 because of the reactor's damaged
containment structure, In February 2013, after
extensive analysis, we decided to retire the plant
rather than attempt a repair with too much risk.
This decision, although difficult, is the right plan for
our custormers in Florida, our shareholders and qur
company. We are evaluating the potential to build a
new natural gas-fueled power plant in Florida.

Nuclear performance Achieving excellence
consistently across the nuclear fleet is an ongoing
high priority. In 2012, the combined nuclear
capacity factor, excluding Crystal River, was 90.4
percent. This was the 14th consecutive year

that Duke Energy nuclear plants have topped 20
percent — an outstanding record,

We are adopting best practices across our 11
operating nuclear reactors, taking advantage of
their geographic proximity in the Carolinas. The
merger has created opporfunities to make targeted
investments to achieve greater reliability, fficiency
and scale benefits.

Edwardsport project Qur 618-megawatt
Edwardsport coal-gasification power plant in

&H g

Indiana has been a challenging but important
construction project. This advanced, cleaner-
coal plant is now fully constructed and in the
final stages of testing and startup. We expect

it to be in commercial operation by mid-2013,
In late 2012, Indiana regulators approved, with
some modifications, a settiement agreement that
caps the construction costs that Indiana retail
customers will pay at $2.595 billicn. Edwardsport
will help us meet stricter environmental
regulations while using loca! Indiana coal, an
abundant resource.

Rate cases Another priority is to achieve
constructive outcomes in our various rate case
proceedings. Although no one likes to pay maore
for anything, we need to recover the billions

of dollars in approved capital investments we
have made to upgrade the power system for our
customers and comply with new envirgnmental
rules. In 2013 we have rate cases in North
Carolina and South Carolina, as well as electric
and gas distribution rate cases in Ohic. We will
continue to offer competitive rates — in some
cases, well below the national average.

Merger efficiencies We are aggressively
controlling our own ¢osts Dy integrating our
post-merger organizations, consolidating systems
and adopting best practices. As mentioned, we
are on track to deliver $687 million of savings
to our Carolinas' custormers in the first five years
after the merger. We're also on track to achieve
approximately 5 to 7 percent savings in non-fuel
operating and maintenance costs.



More balanced fuel mix

Actual 2005 Projected 2015

5% | 36%

Readiness for the road ahead

The history of Duke Energy includes mare than
a century of resilience and adaptation — through
national economic booms and busts, energy
crises, technological innovations, volatile fuel
prices and a shifting landscape of government
policies and regulations.

Greater transformation lies ahead for our company
and our industry. Current drivers of change include
the shale gas revolution, emerging technologies
and anemic growth in energy usage. Also, our
naticn needs to address global climate change in
a more comprehensive way.

Our company must anticipate and adapt to this fluid
business contexi. We have 10 change our cost structure
and our regulatory model to reflect the new energy
realities. It won't be easy. But our scale, diversity

and flexibility will help us shape the way forward.

Qur sustainability journey at Duke Energy is a
critical part of this readiness for the future. We're
doing business in a way that's good for people,

Qur fuel mix is becoming much more balanced. By 2015,
we anticipate a regulated fleet using much less coal and
much mere cleaner-burning natural gas. And this doesn't
even count the growing portfotio of wind and solar generation
in our commercial businesses.

®Coal  ®Nuclear © NaturaiGas w{il

- Hydro

2005 dzta as ;7 Duke Freigy sntd Progress Energy weie alveady meiged. 2015 oate
assume Crystat Rves 1-2 rebrement {00 defindtive detision yetl: no replacerment poveer

the planet and profits. In 2012, Duke Energy was
named to the Dow Jones Sustainability Index for
North America for the seventh consecutive year.
You can read about our sustainability initiatives in
our 2012 Sustainability Report, avaitable in April at
duke-energy.com.

As part of creating a more sustainable future, we
are pursuing innovative ways to promote energy
efficiency. One example is Envision Charlotte — a
public/private partnership to reduce energy usage,
water and waste in Charlotte's urban core by 20
percent in five years.

We are also evaluating advanced technologies from
energy storage for wind farms 1o solar charging
stations for electric vehicles.

In December 2012 we completed North America’s
largest battery storage project at a wind farm. This
36-megawatt system in Texas wilt help us assess
the potential for broader use of energy storage,
which couid be an industry game changer.

&
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A personal jou

As announced, | will retire from Duke Energy by
the end of 2013. So this is my last year at the
company — and my 25th as a CEQ in this industry.
This makes me even more focused on putiing
Duke Energy in the strongest position for the future
and ensuring a smooth transition for the next CEOQ.

Naturaily, I've also reflected on my own journey in
this business, dating back to 1988 at PS| Energy
{now Duke Energy Indiana) based in Plainfield, Ind.
It was a small utility, with mostly coal-fired plants,
serving 500,000 customers in one state.

in contrast, today’s Duke Energy is the fargest
electric utility in the U.S., with more than $100
billion in assets. We serve more than 7 million retail
customers in six states with a diversified generation
portfolic. And we have a commercial presence in
internaticnal markets and in renewable energy that
| couldn’t envision in 1988.

I'm grateful far the support of exceptional leaders,
board members and employees throughout my
careet. Thay've been generous with their advice
(quite pointed at times) and hard work.

& 1

Such collaboration enabled us to accomplish many
things over my 25 years. We've delivered total
shareholder returns at an average rate above 12
percent per year.

We also dramatically reduced our environmental
footprint. | supported the 1990 federal acid-rain
legislation and have been advocating for our nation
to take stronger action on climate change. This
advocacy has sometimes raised hackles within the
industry, even as some critics pressed hard for us to
do more, faster.

Throughout my career, |'ve tried to anticipate what's
coming and what's possible, never taking success
for granted. That's often caused me to challenge
conventional wisdorn. ['ve also tearned o listen

for what's really on people’s minds — and to foster
a performance cufture that empowers people and
drives results through collaboration.

I've long focused on developing strong leaders, and
arn proud of the growing number of highly effective
women leaders in our organization. Today, Duke Energy
has an experienced senior leadership team, arguabty
the most diverse, talented team in the business.

A decade from now, we will look back on 2012-
2013 as a great new beginning for this company
and the people who count on us.

ot & fope

James E. Rogers
Chairman, President and Chief Executive Officer
March 8, 2013



Duke Energy At A Glance

U.S. Franchised Electric and Gas

Generation Diversity ipercent owned capacity)

39% Coal
37% Natural Gas/Fuel Oil
17% Muclear

7% Hydro

Generated (et output gigawatt-hours (WA

44% Coal

340/0 Nuclear

21% Natural Gas/euel i
10/0 Hydro

Customer Diversity (in billed G#h sales)

33% Residential
32°/o Commercial
22% Industrial

13% wholssaleother

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

Duke Energy's regulated generation, electric and gas
transmission and distribution systems. USFE&G's generation
portfolio is a halanced mix of energy resources having different
operating characteristics and fuel sources designed o provide
energy at the lowest possible cost.

Electric Operations

® Owns approximately 49,700 megawatts (MW) of
generating capacity

& Service area covers about 104,000 square mites with
an estimated population of 22 million

w Service to approximately 7.2 million residential,
commercial and industrial customers

= Qver 289,900 miles of distribution lines and a
32,200-mile transmission system

Gas Qperations

» Regulated natural gas transmission and distribution services
to approximately 500,000 customers in southwestern Ohio
and northern Kentucky

Commercial Power

Generation Diversity (percent owned capacity)

42‘% Natural Gas
42% coal
16% renewaie

Commercial Power awns, operates and manages power plants,
primarily located in the Midwest, and a renewable energy portfolic.
Commerciaf Power's subsidiary, Duke Energy Retail, serves retail
electric customers primarily in Ohio with generation and other energy
services at competitive rates. Through Duke Energy Generation
Services, Inc,, Commercial Power engages in the development,
construction and operation of renewable energy projects.

& (Qwns and operates a halanced generation portfalia of
approximately 6,800 net MW of power generation (excluding
wind and solar generation assets)

® Duke Energy Renewables currently has more than 1,700 MW
of wind and solar energy in operation (pie chart excludes 440
MW, which are from equity investments), and has a significant
pipeling of development projects

Deke Energy International

Generation Diversity (percent owned capacity)

66% Hydro

22% Fuel 0i

10% waturat Gas
2% Coal

Duke Energy International {DEI} operates and manages power
generation facilities and engages in sales and marketing of
electric power and natural gas outside the U.S. DEI's activities
target power generation in Latin America. DE! also has an
equity investment in National Methanol Co., a Saudi Arabian
regional producer of MTBE, a gasoline additive.

® Owns, operates or has substantial interests in approximately
4,600 net MW of generation facilities

~ Nearly two-thirds of DEI's generating capacity is hydroelectric

&
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Board of Directors

William (Bill) Barnet 11l

Chairman, President and Chief Executive
Officer — Barnet Development Corporation
Member, Finance and Risk Management Committee,
Regulatory Policy and Operations Committee

Director of Duke Energy or its predecessor companies
since 2005

G. Alex Bernhardt Sr.
Chairman — Bernhardt Furniture Company

Member, Audit Commuttee, Nuclear Oversight Committee
Director of Duke Energy or ifs predecessor companies
since 1991

Michael G. Browning
Chairman and President -
Browning Investments Inc.

Member, Audit Committee

Corporate Governance Committee, Finance and Risk
Management Committee

Director of Duke Energy or its predecessor companies
since 1990

Harris E. DeLoach Jr.

Chairman and Chief Executive Officer —

Sonoco Products Company

Member, Corporate Governance Commitlee,

Nuclear Oversight Committee

Director of Duke Energy or its predecessor companies
since 2006

Daniel R. (Dan) DiMicco

Retired Chairman, President and Chief
Executive Officer — Nucor Corporation
Member, Compensation Committee, Corporate
Governance Committee

Director of Duke Energy or ils predecessor companies
since 2007

John H. Forsgren
Retired Vice Chairman, Executive Vice President
and Chief Financial Officer — Northeast Utilities

Member, Audit Committee, Finance and Risk
Management Commuttee

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 Jr.
Retired Vice Chairman and Chief Financial
Officer — Bank of America qu_puralion

Chair, Finance and Risk Management Committee
Member, Compensation Committee

Director of Duke Energy or its predecessor companies
since 2005

John T. Herron
President, CEO and Chief Nuclear Officer -
Entergy Nuclear

Member, Nuclear Oversight Committee

Director of Duke Energy or its predecessor companies
since March 1, 2013

James B. Hyler Jr.

Managing Director —

Investors Management Corporation
Member, Audit Commuttee, Finance and Risk
Management Committee

Director of Duke Energy or its predecessor companies
since 2008

E. Marie McKee
President — Corning Museum of Glass

Chair, Compensation Committee
Member, Corporate Governance Committee

Director of Duke Energy or its predecessor companies
since 1999

E. James (Jim) Reinsch

Retired Senior Vice President and Partner
Bechtel Group

Member, Nuclear Oversight Committee, Regulatory
Policy and Operations Committee

Director of Duke Energy or its predecessor companies
since 2009

James T (Jim) Rhodes
Retired Chairman, President and Chief Executive
Officer — Institute of Nuclear Power Operations

Chair, Nuclear Oversight Committee
Member, Audit Committee

Director of Duke Energy or its predecessor companies
since 2001

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

Director of Duke Energy or its predecessor companies
since 1988

Carlos A. Saladrigas
Chairman and Chief Executive Officer —
Regis HR Group

Chair, Audit Committee
Member, Regulatory Policy and Operations Committee

Director of Duke Energy or its predecessor companies
since 2001

Philip R. (Phil) Sharp
President — Resources for the Future

Chair, Regulatory Policy and Operations Committee
Member, Nuclear Oversight Committee

Director of Duke Energy since 2007 and its predecessor
companies from 1995-2006




Cautionary Statement Regarding Forward-Looking Information

This document includes forward-looking statements within the
meaning of Section 274 of the Securities Act of 1933 and Section
21E of the Securities Exchange Act of 1934, Forward-looking
statements arg based on management’s beliefs and assumptions,
These forward-locking 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,” “outlook,”
“suidance,” and similar expressions. Forward-looking statements
involve risks and uncertainties that may cause actual results to
be materially dffferent from the results predicted. Factors that
could cause actual results to differ materially from those
indicated in any forward-looking statement include, but are not
limited to: state, federal and foreign legislative and regulatory
initiatives, including costs of compliance with existing and future
environmenta! requirements, as well as rulings that affect cost
and investment recovery or have an impact on rate structures;
the ability to recover eligible costs and earn an adequate return
on investment through the regulatory process; the cost of retiring
Progress Energy Florida’s Crystal River Unit 3 could prove to be
more extensive than is currently identified, all costs associated
with the retirement of Crystal River Unit 3, including replacement
power, may not be fully recoverable through the regulatory
process; the ability to maintain relationships with customers,
employees or suppliers post-merger; the ability to successfully
integrate the Progress Energy businesses and realize cost
savings and any other synergies expected from the merger;

the risk that the credit ratings of the combined company or its
subsidiaries may be different from what the companies expect;
the impact of compliance with material restrictions of conditions
telated to the Progress Engrgy merger imposed by reguiators
could exceed our expectations; costs and effects of legal and
administrative proceedings, settlements, investigations and
claims; industrial, commercial and residential growth or decline
in the service territories of Duke Energy’s subsidiaries, custormer
base or customer usage patterns; additional competition in
glectric markets and continued industry conselidation; political
and regulatory uncertainty in other countries in which Duke
Energy conducts business; the influence of weather and other
natural phenomena on the operations of Duke Energy’s
subsidiaries, including the economic, operational and other
effects of storms, hurricanes, droughts and tornadoes; the ability
to successfully operate elactric-generating facilities and deliver
electricity to customers; the ability to recover, in a timely manner,
if at all, costs associated with future significant weather events
through the regulatory process; the impact on Duke Energy's
facilities and business from a terrorist attack, cyber security

threats and other catastrophic events; the inherent risks
associated with the operation and petential construction of
nuclear facilities, including environmental, health, safety,
regulatory and financial risks; the timing and extent of changes
in commodity prices, interest rates and foreign currency exchange
rates and the ability to recover such costs through the repulatory
process, where appropriate; unscheduled generation outages,
unuswal maintenance or repairs and electric transmission system
constraints; the performance of electric generation facilities and
of projects undertaken by Duke Energy’s nonregulated
businesses; the results of financing efforts, including the ability
of Duke Energy and its subsidiaries to obtain financing on
favorable terms, which can be affected by various factors,
including Duke Energy’s credit ratings and general economic
conditions; declines in the market prices of equity securities and
resuttant cash funding requirements for Duke Enerpy’s defined
benefit pension plans and nuclear decommissioning trust funds;
the level of creditworthiness of counterparties to the transactions
of Duke Energy and its subsidiaries; employee workforce factors,
including the potential inability to attract and retain key
personnel; growth in epportunities for Duke Energy’s 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 investmant projects of Duke Energy's
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 performance standards,
as well as the ability to recover costs, from ratepayers in a timely
manner or at ali; the ability of Buke Energy’s subsidiaries to pay
dividends or distributions to Duke Energy Corporation holding
company (the Parent); the effect of accounting pronouncements
issued periodically by accounting standard-setting bodies; the
impact of potential goodwill impairments; the ability to reinvest
retained earnings of foreign subsidiaries or repatriate such
earnings on a tax-free basis; and the ability to successfully
compiete future merger, acquisition or divestiture plans.
Additional risks and uncertainties are identified and discussed
in Duke Energy’s reports filed with the SEC and available at the
SEC’s website at sec.gov. In light of these risks, uncertainties
and assumptions, the events described in the forward-looking
statements might not occur or might occur to a different extent
or at a different ime than Duke Energy has described. Duke Energy
undertakes no obligation to publicly update or revise any forward-
looking statements, whether as a result of new information,
future events or otherwise.

&
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Non-GAAP Financial Measures

Adjusted Earnings and Adjusted DHuted Earnings
per Share (“EPS”)

Duke Energy's 2012 Annual Report references 2012 adjusted
garnings of $2,483 million and adjusted diluted EPS of $4.32.
Adjusted earnings and adjusted diluted EPS is a non-GAAP
{generally accepted accounting principles) financial measure as

it represents income from continuing operations after deducting
income attributable to noncontrelling interests, adjusted for the
dollar and per share impact of speciai items and the mark-to-market
impacts of economic hedges in the Commercial Power segment.
Special items represent certain charges and credits which
management befieves 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 eamings
immediately as such derivative contracts do not qualify for hedge
accounting or regulatory accounting, used in Duke Energy’s hedging
of a portion of the econamic value of certain of its generation assets
in the Commercial Power segment. The economic value of the
generation assets is subject to fluctuations in the fair value due to
market price volatility of the input and output commodities (e.g.,

coal, power} and, as such, the economic hedging invalves both
purchase 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 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. Management believes that the presentation of
atjusted eanings and adjusted diluted EPS provides an additional
relevant comparison of the company's performance across
periods. Adjusted earnings and adjusted diluted EPS is also used
as a basis for employee incentive bonuses.

The mast directly comparable GAAP measure for adjusted earnings
and adjusted diluted EPS is net income and diluted EPS attributable
to Duke Energy Corporation common shareholders, which includes
the dollar and per share impact of special items, the mark-to-market
impacts of economic hedges in the Commercial Power segment and
discontinued operations, The following is a reconciliation of net
income and diluted EPS to adjusted earnings and adjusted diluted
EPS for 2012, 2011 and 2010:

Year Ended December 31 2012 2011 2010
Per Per Per

. Diluted Diluted Diluted
{In anillions, except per-share amounts) Amount Share Amount  Share Amount  Share
Adjusted earnings $2483 $4.32 $1,943 $4.38 $1,882 $4.29
Edwardsport charges 402) (0.70) (135) 0.30) — —
Costs to achieve mergers and acquisitions 397) ©.70) (61) ©.12) (1 004
Mark-to-market impact of economic hedges {6} (0.01) 1} ©.on 21 004
Democratic National Convention Host Committee support B .o - — — -
Employee severance and office consolidation 60 011 - - (105) (.24
Emission allowance impairment —_ - {81y 0.1 —_ =
Goodwill and other asset impairments —_— = — - {602) (1.37)
Littgation reserves SR — S — 16 (.09
Assets sales — - —_ - 154  0.35
Income from discontinued operations 3% $0.06 1 — 3 001
Net income attributable to Duke Energy $1,768 $3.07 $1.706 $3.83 $1,320 $3.00

Duke Energy’s 2012 Annual Report also references Duke Energy's
forecasted 2013 adjusted dilnted EPS outlook range of $4.20 1o $4.45
per share, which is consistent with the 2013 employee incentive eamings
target. The materials also reference the long-term targeted range of
growth of 4 percent to 6 percent in adjusted diluted EPS (on a compound

annual growth rate (“CAGR”) basis). 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 to future periods,



Adjusted Segment Income

Duke Energy's 2012 Annual Report includes a discussion of adjusted
segment income far the years ended December 31, 2012, 2011 and 2010,
The primary performance measure used by management to evaluate
segment performance is segment income. Segment income is defined
as income from continuing operations net of income attributable to
nonconirolling interests. fn addition, direct interest expense and
income taxes are included in segment income and certain governance
costs are allocated to each of the segments. Management believes
segment income, which is a GAAP measure used to report segment
results, is a good indicator or each segment’s operafing performance as it
represents the approximate net income contribution of Duke Energy’s
business segments by incorporating the direct financing methods or
capital structures of the business segments as well as the income
tax attributes of the husinesses and regions in which they operate.

Management also uses adjusted segment income as a measure of
historical and anticipated future segment performance, Adjusted
segment income i a non-GAAP financial measure, as it is based
upon segment income adjusted for special items and the mark-to-
market impact of economic hedges in the Commercial Power segment.
Management believes that the presentation of adjusted segment
income provides usefut information to investors, as it provides them
with an additional reevant comparison of a segment’s performance
across periads.

The most directly comparahle GAAP measure for adjusted segment
income is reported segment income, which represents segment
income from continuing operations, including any special items and
the mark-to-market impact of economic hedges in the Commercial
Power segment. The following is a reconciliation of adjusted segment
income to segment income for 2012, 2011 and 2010:

Year Ended December 31, 2012

Total

Commercial Internatioral  Reportable Duke
{Ir milkiens, except per-share amounts) USFE&G Power Energy  Segments  Other Energy
Adjusted segment income $2,086 393 $439 $2,618  $(135) $2,483
Edwardsport impairment and other charges {402) — — {402} — 402)
Costs to achieve mergers and acquisitions — — — — (39 (39
Mark-to-market impact of economic hedges — {6 — (6} — (6
Democratic Natioral Convention Host Committee support — — — — (6 (6)
Employee severance and office consolidation 80 — — 60 — 60
Segment income $1,744 $97 $439 $2,270  $(538) $1,732
Income from discontinued operations $ 3
Net income attributable to Duke Energy $1,768
Year Ended December 31, 2011

Total

Commercial International  Reportable Duke
{In millions, except per-share amounts) USFE&G Power Energy Sepments  Other  Energy
Adjusted segment income $1,316 $186 $466 $1968  $(25) $1943
Edwardsport impairment and other charges (135) — — (13%) — (135)
Emission aliowance impairment — (31) — {b1) — {1}
Costs to achieve mergers and acquisitions — — — — (5D (51)
Mark-to-market impact of economic hedpes — (1} — 0 - 4]
Segment income $1,181 $134 $466 $1,781 $(76) $1,705
incame from discontinued operations $ 1
Net income attributable to Duke Energy $1,706




Adjusted Segment Income (continued)

Year Ended December 31, 2010

Total

Commercial International  Reportable Duke
{In milfians, except per-share amounts) USFE&G Power Energy  Segments  Other Energy
Adjusted segment income $1,380 $ 254 $305 $1939  $(57 $1.882
Goodwill and other asset impairments — 602 — (602) — 602)
Employee severance and office consolidation — — — — (105) (105)
Costs fo achieve mergers and acquisitions — — —_ — (17 {17)
Litigation reserves — — — — (16) {16)
Mark-to-market impact of economic hedges — 21 — 21 — 21
Assets sales — — — — 154 154
Segment income $1,380 $(327) $305 $1,358  $(4) $1317
Income from discontinued operations $§ 3
Net income attributable to Duke Energy $1,320
Dividend Payout Ratio Total Available Liquidity

Duke Energy's 2012 Annual Report includes a discussion of
Duke Energy's anticipated long-term dividend payout ratio of 65

to 70 percent hased upon adjusted diluted EPS. This payout ratio

is a non-GAAP financial measure as it is based upon forecasted
diluted EPS attributable to Duke Energy Corporation comman
shareholders, adjusted for the per-share impact of special items,
the mark-to-market impacts of economic hedges in the
Commercial Power segment and discontinued operations, as
discussed above under “Adjusted Earnings and Adjusted Diluted
Earnings per Share ("EPS")." The most directly comparable GAAP
measure for adjusted earnings and adjusted diluted EPS is net
income and diluted EPS attributable to Duke Energy Corporate
common shareholders, which includes the dollar and per share
impact of special items, mark-to-market impacts of ecenomic
hedges in the Commercial Power segment and discontinued
operations. Due to the forward-looking nature of this non-GAAP
financial measure for future periods, information to reconcile it
to the most directly comparable GAAP financial measure is not
available at this time, as management is unable to project
special items or mark-to-market adjustments for future periods.

Duke Energy’s 2012 Annual Report includes a discussion of fotal
available liquidity. Total available liquidity is a non-GAAP financial
measure as it represents cash and cash equivalents and short-term
investments (excluding amounts held in foreign jurisdictins) and
remaining availability under the master credit and regional bank
facilities. The most directly comparable GAAP financial measure for
available liquidity is cash and cash equivalents. The following is a
reconciliation of tetal available liquidity as of December 31, 2012 and
December 31, 2011, to the most directly comparable GAAP measure:

As of As of
December 31, December 31,

{In millions} 2012 2011
Cash and cash equivalenis $1,424 $2.110
Short-term investments 333 190
Less: Amounts held in

foreign jurisdictions (1,104 {1,037)

§53 1,263

Plus: Remaining availability

under master credit and

regional bank credit facilities® 4,900 3,255
Total available liquidity $5,553 $4,518

*The regional bank credit facility was terminated at December 31, 2012.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

This document includes forward-looking statements within the meaning of Section 274
of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
Forward-looking statements are based on management’s beliefs and assumptions,

These ferward-laoking statements, 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,” “should,” “could,” “may,” “plan,” “project,”
“predict,” “will,” “potential,” “forecast,” “target,” “guidance,” “outlook,” ard similar expressions.
Forward-lovking statements invoive risks and uncenainties that may cause actual 1esults 1o be
materially different front the results predicted. Factors that could cause achual resalts to differ
materially rom those indicated in any torward-looking statement include, but are rot limited to:

* State, federal and foraign legislative and reguiatory initiatives, including costs of
compliance with existing and future environmental requirements, as well as sulings that
affect cost and investment recovery or have an impact on rate structures;

« The ability to recover e¥gibie costs and eam an adequate retura on investment through
the regulatory process;

» The costs of retirmg Progress Erergy Florida’s Crystat River Unit 3 couid prove to be
more extensive thian is currently identified. Al costs associated with the retirement
Crystal River Unit 3 asset, including replacerment power may not be fully recoverable
through the regulatory process;

« The ability to maintain selatianships with customers, employees or suppliers post-merger;

* The ability to successfully integrate the Progress Energy businessas and realize cost
savings and 2ny other synergies expected from the merger;

« The rigk that the credit ratings of the combined company or its subsidiaries may be
different from what the companies expect;

 The impact of compliance with material restrictions or conditions related to the Progress
Energy merger imposed by regulatars could excead ur expectations:

* Costs and effects of legal and administrative proceedings, seftiements, investigations
and claims;

* indusinial, commencial and Tesidential growth or decline in ihe respective Duke Ensrgy
Registrants' service tesritories, customer base or customer usage pattems;

* Additional competition ir electric markets and continued industry consolidation;

» Political and reguiatory uncertainty in other couniries in which Duke Energy sonducts
business;

* The influence of weather ang other natural phenomena on each of the Duke Energy
Registrants" operations, including the economic, operational and other effects of starms,
hurricanes, droughts and tornadoes;

+ The ability to successfully operate electric generating facilities and deliver electricity to
customers;

« The shility to recover, in a timely manner, if at all, costs associated with future
significant weather events through the regulatory process;

+ The impact on the Duke Erergy Registrants' facilities ang business from a terrorist
attack, cyber security threats and ather catastrophic events;

» The inhierent risks assaciated with the operation and potential censtrution of nuclear
facilities, including environmental, health, safety, regulatory and financial risks;

= The iming and extent of changes in commaodity prices, interest rates and foreign
currency exchange rates and the abifiy to recover such costs through the regulatory
process, where appropriate;

* Unscheduled generation outages, unusual maintenance or repairs and efeciric
transmission system tansteainty;

+ The performance of electric generation facilifies and of projects undertaken by Duke
Energy's nonregulated businesses;

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

« Decfines in the market prices of equity securities and resultant cash funding
requirements for Duke Energy's defined benefit pension plans and nuclear
decommissioning trust funds;

+ The level of creditworthiness of counterparties to Cuke Energy Registrants’ transactions;

* Emplayee warkforce factars, including the potential inability to attract 2nd retain key
personiel;

* Growth in apportunities for the respective Duke Enecgy Registrants’ business units,
including the timing and success of efforts to develop domestic and international power
ang 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 to recover costs from
ratepayers in 4 timely manner or at all;

* The Subsidiary Registranis ability to pay dividends or distributions to Duke Enargy
Corporation holding company (the Parent);

« The effect of accounting pronouncements issued periodicably by accounting standard-
setting bodies;

* The impact of patential goodwill impairments;

« The ability to reinvest retained eamings of foreign subsidiaries or repatriate such
earnings on a tax free basis; and

* The ability to successfully somplete future merger, acquisition or divestiture plans.

In light of these risks, uncertainties and assumptions, the events described in the
forward-leoking statements might not occur or might oceur to a ditferent extent or at a different
time than Duke Energy has described. The Duke Energy Registrants undertahe no abligation fo
publicly update or revise any forward-looking statements, whether as a result of new information,
future events or ctherwise.

X



Glossary of Terms

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

Term or Acronym Definition Term or Acronym Definition
the 2006 Plan ............... Duke Energy’s 2006 Long-Term Incentive Plan ~ DENR..................... Department of Environment and Natural
2010 Tax Relief Act .. .......... Tax Relief, Unemployment Insurance Resources
Reauthorization, and Job Creation Act of 2010 DERF.... .o Duke Energy Receivables Finance Company, LLC
the 2010Plan ... .. .. R Duke Energy’s 2010 Long-Term Incentive Plan  Duke Energy Retail. ............ Duke Energy Retail Sales, LLG
ADER ... Age Discrimination in Employment Act DETM ... ...l Duke Energy Trading and Marketing, LLC
AFUDC ... Mlowance for Funds Used During Construstion [1]0] LS. Department of Energy
Aguavtia .................... Aguaytia Integrated Energy Project DO ..o U.S. Department of Justice
ANEEL...................... Brazilian Electricity Regulatory Agency DRIP ... Dividend Reinvestment Plan
ACH ... Accumulated Other Comprehensive Income DSM ... Demand Side Management
ASC. . Accounting Standards Codification Duke Emergy. . ........ocooit. Duke Energy Corparation {collectively with
AU Accounting Standards Update its subsidiaries)
BIRA . o American Taxpayer Relief Act of 2012 Duke Energy Carolinas............ Ouke Energy Carolinas, LLC
MK Attiki Gas Supply SA. Duke Energy Indiana ........... Duke Energy Indiana, Inc.
BCA. . o Budget Control Act of 2011 Duke Energy Kentucky . ......... Duke Energy Kentucky, Inc.
BISON. ..o Bison Insurance Company Limited Duke Energy Ohio ... Duke Energy Ohio, Inc. .
[ e Bulk Power Marketing Duke Energy Registrants ... E:JOEEES"S‘*E%V&';;’"‘;&S& Eﬁg‘r’g‘gm”nasl
Brunswick................... Brunswick Nuclear Station Progress Energy Florida, Duke Energy Ohio,
CAM Clean Air Act and Duke Energy Indiana
BAC. .., Citizens Action Coalition of Indiana, Ing. DukeNet ..........oooeinns Dukehet Communications, LLC
CAR ..o ee, Clean Air Interstate Rule DukeSolutions . ............... DukeSolutions, Inc.
Catamount. ... .............. Catamount Energy Corporation EP Progress Energy’s Equity Incentive Plan
Catawba ... .. .. o Catawba Nuclear Station BPA ... U.S. Environmental Protection Agency
CC. Combined Cycle EPC.. ... Engineering, Procurement and Construction
COR. .o Coal Combustion Residuals EFS o Earnings Per Share
CCS. . Carbon Capture and Storage ERISA .. .o Empioyee Refirement Income Security Act
CGEE ............. e The Cincinnati Gas & Electric Company P Electric Security Plan
CRC.....veeiieeeeeee Cinergy Receivabies Company, LEC ER .. Effective tax rate
Clifside URit 6. ............... Unit 6 of the Cliffside Facility in North FASB. ..o Financiaf Accounting Standards Board
Carolina FCC..ovene. .. e Federal Communications Commission
oo Combustion Turbine FERG . ..ol Federal Energy Regulatory Commission
Cinergy ... Cinergy Corp. {collectively with its subsidiaries) FDEP. ..o, Florida Department of Environmental Protection
L Carbon Dioxide Florida Progress .............. Florida Progress Corporation
COL....ooooii Gombined Construction and Operating FPSC . e e Flarida Public Service Commission
L|ce_n.se i ) ) FundingCorp................. Florida Progress Funding Corporation
CPON ... Certificate of Public Convenience and Necessity OGP Generally Accepted Accounting Principles in
CRES....................... Competitive Retail Electric Supplier the United States
Crescent .................... Crescent boint Venture (1) BHG Greenhouse Gas
Crystal RiverUnit3............ Crystal River Nuclear Station — Unit 3 Global ... U.S. Global, LLC
CSAPR. ...t Cross-State Air Poliution Rule GWh Gigawatt-hours
0 N Progress Energy’s contingent value obligation HAP. . Hazardous Air Pollutant
CWIP....o e, Construction Work in Progress Harris .........ovieenn. Shearon Harris Nuclgar Station
DAQ. ... Diviion of Air Quality AP s State Envirenmental Agency of Parana
DB Defined Benefit (Pension Plan) BAMA. ..o Brazil Institute of Enviranment and Renew-
DECAM ... . ........... Duke Energy Commercial Asset Management able Natural Resources
BEGS. ..o Duke Energy Generation Services, Inc. BNR ... Incurred but not yet reported
DEl . Duke Energy International, LLC RS .ot . International Financial Reporting Standards
DEIGP ...l Duke Energy International Geracao

Paranapenema S.A.



Tarm or Actorym Definition Term ot Acronym Definition

IGCC ... Integrated Gasification Combined Cycle ProgressEnergy. ... ........... Progress Energy, Inc.
MPA ... Indiana Municipal Power Agency Progress Energy Carofinas. ... ... Caralina Power & Light Company d/b/a Progress
RS oot Internal Revenue Service Energy Carolinas, Inc.
m. Investment Tax Credit Progress Energy Flerida. .. ...... Elr?:rg; E&v:;g; Corporation d/b/a Progress
WRC Indiana Utihty.Regulatory Commission Progress Energy Registrants . .. .. Progress Energy, Progress Energy Carclinas and
KPSC. oo Kentucky Public Service Commission Progress Energy Florida
RV Kitovolt Prosperity ... . e, Prosperity Mine, 11C
WWh L Kilowatt-hour PSCSC. ..o, Public Service Commission of South Carolina
leyy ..ot e Progress Energy Florida’s proposed nuclear PO e U Prevention of Significant Deterioration
‘ plant in Lewy Gounty,Fl. PUC. . oo Public Utilties Commissian of Ohio
Legacy Duke Directors.......... megitr!;irti r('}sf the pre-merger Duke Energy Board QComm .o 0-Comm Corporation
UBDR ..ot Landon Interbank Offered Rate QF. e Qualified Facilties
MATS. ..o, Mercury and Air Toxics Standards (previously OSPE........con e Qualifying Special Purpose Entiky
referred to as the Utility MACT Rule} Relative TSR ................. TSR of Duke Energy stock relative to a
Mef ., Thousand cubic feet pre-defined peer group N
MeGuire .. ....o..oen el McGuire Nuclsar Station | REPS.....oonnn REEREEEE ggr[;?(:}ﬂzbé?a%earrgg and Energy Efficienty
Merger Agreement. .. .......... Eﬁ;?;;n?:: and Plan of Merger with Progress Robinson . Robinson Nuclear Station
MergerSub.................. Diamond A¢quisition Corporation RSP e Rate Stabilization Plan
MGP . Manufactured gas plant RIO. . Regional Transmission Qrganization
MidwestISO ................. Midwest Independent Transmission System Saluda......... RREEEEEEREEE Saluda River Electric Cooperative, nc.'s
Operator, Inc. SB3 .. Norih Carolina General Assembfy Senate Bill 3
MMBlY ... Million British Thermal Unit SB221 ....... e Dhio Senate Bill 221
Moody's ..o Moody’s Investor Services SCEUC ... South Carolina Energy Users Committee
MRO ... Market Rate Offer SEC.......... e Securities and Exchange Commissien
MIBE ...................... Methyl tertiary buyl ether SegmentIncome .............. Income from continuing operations net of
MW Megawatt income attributable to noncontrelling interests
WP Mult Value Projects SHGP............ e, South Houston Green Power, LP
NWh . o Megawatt-hour SO, o Sulfur dioxide
NCUC ..o, Narth Carolina Utilties Commission Spectra Energy ............... Specira Energy Corp.
NDTF. .. et Nuclear decommissioning trust funds Spectra Capital ... s ggefgla LEer'Srgy Capital, LLC tormerly Duke
NEIL ... oo Nucllear Electric Insurance Limited P o S tapn dard & Poor’s
NMG .. National Methanol Company SO Standard Service Offer
NOL. o Net operating loss Stimulus Bill ................. The American Recovery and Reinvestment
NOX. ... oo Nitrogen oxide Act of 2009
Nom-GHG .............ooo, Non Greenfiouse Gas Subordinated Notes............ 7.109% Junior Subordinated Deferrable Interest
NPNS. .. oo Normal purchase/normat sale Notes due 2039 issued by Funding Corp.
NRC .. U.S. Nuclear Regulatory Commission Subsidiary Registrants. ... .. .... Duke Energy Carofinas, Progress Energy,
Progress Energy Carolinas, Progress Energy
NSPS... ... - New Source Performance Standard Florida, Duke Energy Ohio and Duke Energy
NSR. .o New Source Review Indiana
1 I Dther comprehensive income TSR Tota) shareholder return
Oconee ...l Oconee Nuclear Station Us.......... T United States
OhioT&D.................... Ohio Transmission and Distribution USFEBG................. ... U.S. Franchised Electric and Gas
ORS. ..o South Carolina Office of Regulatory Staff Veckren ...l Vectren Energy Delivery of Indiana
UCC .. e Indiana Office of Utility Consumer Counselor Vermillign ................... Vermillion Generating Station
OVEC. ... oo, {ihio Valley Electric Corporation VIE......oooin e Variable Interest Entity
PIM. e PIM Interconnection, 1LC VP Voluntary Severance Program
Preferred Securities. ... ........ 7.10% Cumulative Quarterly Income WACC ..o Weighted Average Cost of Capital
E’eé‘;féegasﬁt‘“;r‘iﬁes due 2039, Series A issued Windstream. .. ............... Windstream Corp.
Y i WWPA. ... Wabash Valley Power Association, Inc.

Preferred Securities Guarantee ... Florida Progress’ guarantee of all distributions
related to the Preferred Securities



PART |

ITEM 1. BUSINESS

DUKE ENERGY

General.

Duke Energy Corporation (collectively with its subsidiaries, Duke Energy}
is an energy company headquartered in Charlotte, North Carolina. Duke Energy
operates in the U.S, primarily through its diract and indirect wholly owned
subsidiaries, Duke Energy Carolinas, LLC (Duke Energy Carolinas), Carolina
Power & Light Company d/b/a Progress Energy Carolinas, Inc. (Progress
Energy Carolinas), Florida Power Corporation d/b/a Progress Energy Florida,

In¢. {Progress Energy Floriday, Duke Energy Ohio, Inc. {Duke Energy Dhio), and
Duke Energy Indiana, Inc. (Duke Energy Indiana), as well as in Latin America
through Duke Energy International, LLC (DEI). When discussing Duke Energy's
consolidated financial information, it necessarily includes the results of its

six separate subsidiary registrants, Duke Energy Carolinas, Progress Energy, Inc.
(Progress Energy), Progress Enargy Carolinas, Progress Energy Florida, Duke
Energy Ohio, and Duke Energy Indiana (collectively referred to as the Subsidiary
Registrants), which, atong with Duke Energy, are collectively referred to as the
Duke Energy Registranis. The financial information for Progress Energy, Progress
Energy Carolinas and Progress Energy Florida includes results after July 2, 2012,

Duke Energy is a Defaware corporation. Its principal executive offices
are located at 550 South Tryon Street, Charlotte, North Carolina 28202-1803.
Duke Energy Carolinas is a North Carolina fimited lability company. Its principal
executive offices are located at 526 South Church Street, Charlotte, North
Carclina 28202-1803. Progress Energy and Progress Energy Carolinas are
North Caralina corporations. Their principal executive offices are located at
410 South Wilmington Street, Raleigh, North Carolina 27601-1748. Progress
Energy Florida is a Florida corporation. Its principal executive offices are located
at 299 First Avenue North, St. Petersburg, Florida 33701. Duke Energy Ohio is an
Chio cerporation. Its principal executive offices are located at 139 East Fourth
Street, Cincinnati, Ohio 45202. Duke Energy Indiana is an Indiana corporatian.

Its principal executive offices are located at 1000 East Main Street, Plainfield,
[ndiana 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 annuat reparts on Form 10-K, quarterly
reports an 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 statements, and other information regarding issuers that
file electronically with the SEC at http.//www.sec.gov. Additionally, information
ahout the Duke Energy Registrants, including its reports filed with the SEC, is
available through Duke Energy's website at http://www.duke-energy.com. Such
reports are accessible at no charge through Duke Energy's website and are
made available as so0n as reasonably practicable after such material is filed
with or furnished to the SEC.

Merger with Progress Energy.

On July 2, 2012, Duke Energy completed the merger contemplated by
the Agreement and Plan of Merger (Merger Agreement), among Duke Energy,
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 engaged in the regulated utility
business of generation, transmission and distribution and sale of electricity in
portions of North Carlina, South Carolina and Florida. As a result of the merger,
Merger Sub was merged into Progress Energy and Progress Energy became a
wholly owned subsidiary of Duke Energy.

The merger between Duke Energy and Pragress Energy provides increased
scale and diversity with potentially enhanced access to capital aver the long
term and a greater ability to undertake the significant construction programs
necessary to respond to increasing envirenmental regulation, plant retirements
and customer demand growth, Duke Energy's business risk profile is expected
to improve aver time due to the increased propartion of the business that is
regulated. Additionally, cost savings, efficiencies and other benefits are expected
from the combined operations.

immediately precading the merger, Duke Energy completed a one-for-three
reverse stock split with respect to the issued and outstanding shares of Duke
Energy common stock. The shareholders of Duke Energy approved the reverse
stock split at Duke Energy’s special meeting of shareholders held on August 23,
2011. All share and per share amounts presented within the Form 10-% redlect
the impact of the one-for-three reverse stock split.

Progress Energy's shareholders received 0.87083 shares of Duke Energy
common stock in exchange for each share of Progress Energy common stock
outstanding as of July 2, 2012. Generally, all outstanding Progress Energy
equity-based compensation awards were converted into Duke Energy equity-
based compensation awards using the same ratio. The merger was structured
as a tax-free exchange of shares.

For additional information on the details of this transaction including
regulatory conditions and accounting implications, see Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations™ and
Note 2 to the Consolidated Financial Statements, “Acquisitions and Dispositions
of Businesses and Sales of Other Assets.”

Duke Energy Business Segments.

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

The following sections describe the business and operations of each
of Duke Energy's reportable business segments, as well as Other. {For
more information on the operating outlook of Duke Energy and its reportable
segments, see “Management's Discussion and Analysis of Financial Condition
and Results of Operations, Introduction — Executive Qverview and Economic
Factors for Duke Energy's Business.”

U.S. FRANCHISED ELECTRIC AND GAS

US. Franchised Electric and Gas (USFEZG) generates, transmits, distributes
and sells electricity in most portions of North Carolina, northern South Carolina,
central, north central and southern Indiana, west central Florida, and northern
Kertucky. USFERG also transmits, distributes and sells electricity in southwestern
Ohio. Additionally, USFE&G transports and sells natural gas in southwestern Ghio
and northern Kentucky. it conducts operations primarily through Duke Energy
Carolinas, Progress Energy Carolinas, Progress Energy Florida, Duke Energy
Indiana, and the regulated transmission and distribution operations of Duke
Energy Ohio {Duke Energy Indiana ang Duke Energy Ohio are collectively referred
10 as Duke Energy Midwest). These electric and gas operations are subject to the
rules and regulations af the Federal Energy Regulatory Commission (FERC), the
North Carolina Utilities Commission (NCUC), the Public Service Commission of
South Carelina (PSCSC), the Florida Public Service Commission {FPSC), the Public
Utilities Commission of Ohio (PUCQ), the Indiana Utility Regulatory Commission
{IURC), and the Kentucky Public Service Commission (KPSC}. The substantial
majority of USFE&G's operations are regulated and, accordingly, these operations
quafify for regulatory accounting treatment.


http://www.sec.gov
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USFE&G supplies electric serviee to 7.2 million residential, general service and
industrial customers. Ifs service area cavers approximately 104,000 square miles
with an estimated population of 22 miflion. USFE&S provides regufated transatission
and distribution services for natural gas to 500,000 customers in southwestern
Ohio and northem Kentucky. Electricity is also sold wholesale to incorporated
municipalities, electric cooperative ublities and other Yoad serving entities.

Duke Energy Carolinas’ and Progress Energy Carolinas’ service areas
share a diversified economy that is driven by service, manufacturing and
government related output and jobs. Sales to general service customers, which
include both service and govemment sectors, represent approximately one
third of total retail sales and the main segments include health care, education,
financial services, information technology and military buildings. Sales to
industrial customers represent a little less than one third of total retail sales and
key sectors are textiles, chemicals, rubber and plastics, paper, food & beverage
and auto manufacturing.

Progress Energy Florida's service area has a strong base of residential
customers and fower percentages of general service and industrial customers
refative to the other Duke Enerpy utilities’ states. Sales to general service
customers, which include both service and government sectors, represent
approximately 40% of total retail sates; the Jargest service segments include
tourism, heath care and agriculture. Sales to industrial customers represent
only around 109 of total retail sales and main sectors include phosphate rock
mining and processing, electronics design and manufacturing, and citrus and
other food processing.

Duke Energy Indiana's service area is characterized by a strong presence
of manufacturing activity, Safes to industrial customers represent around 40%
of total retail volumes; the larger segments within the industrial class include
primary metals, transpertation equipment, building materials, food & beverage
and chemicals. Sales to general service customers represent approximately
30% of total retail and the largest contributors fo general service sales include
retail, financial, heaith care and education services.

Duke Energy Ohio's service area has a diversified economy that is
driven by primarity by the services sector. The contribution of manufacturing
to the regional economy is lower refative to Indiana and the Carolinas’ service
temitories. Sales to general service customers, which include both service and
government sectors, represent approximately 40% of total retail sales and the
main segments include healthcare, education, real estate and rental leasing,
financial & insurance services and wholesale trade services. Sales to industrial
customers represent approximately one fourth of total retail saies and key
indusries are aerospace, primary metals, chemicals and food.

The number of residential, general service and industrial customers within
the USFE&G service territory, as well as sales 1o these customers, is expected
1o increase over time. However, growth in the near-term is being hampered
by the current economic conditions. While total industria! sales increased in
2612 when compared to 2011, the growth rate was modest when compared to
historical periods.

Seasonality and the impact of Weather

USFE&G's costs and revenues are influenced by seasonal patterns. Peak
sales of eleckricity occur during the summer and winter months, resulting in
higher revenue and cash flows during those periods. By contrast, fewer safes
of electricity occur during the spring and fall, allowing for scheduled plant
maintenance during those periods. Peak gas sales ocour during the winter
manths. Residential and general service customers are most impacted by
weather. Industrial customers are less weather sensitive. Estimated weather
impacts are based on actuat current period weather compared to normal
weather conditions, with normal weather conditions defined as the long-term
average of actuaf historical weather conditions.

The estimated impact of weather on earnings is based on the number
of customers, temperature variances from a normal condition and customers’
historic usage levels and patterns, The methodology used to estimate the impact
of weather does not and cannot censider all variables that may impact customer
response to weather conditions such as humidiy and relative temperature

changes. The precision of this estimate may also be impacted by applying long-
term weather trends to shorter term periods.

Degree-day data are used to estimate the energy required fo maintain
comfortable indoor temperatures based on each day’s average temperature.
Heating-degree days measure the variation in the weather based on the extent
to which the average daily temperature falls below a base temperature, and
cooling-degree days measure the variation in weather based on the extent to
which the average daily temperature rises above the base temperature, Each
degree of temperature below the base temperature counts as one heating-
degree day and each degree of temperature above the tiase temperature counts
as one cooling-degree day.

Competition

Retail.

USFE&G's regulated ulility businesses operate as the sole supplier of
etectricity within their service territories. USFESG owns and operates all of the
businesses and faciiities necessary to generafe, fransmit ang distribute electricity.
Services are priced by state commission approved rates designed to include the
costs of providing these services and a reasonable return en invested capital. This
regulatory policy is intended to provide safe and reliable electricity at fair prices.
USFE&G's competition in the regulated electric distribufion business is primarily
from the on-site generation of industrial customers.

USFE&G is not aware of any enacted or proposed legislation in North
Carolina, South Carofina, Florida, Kentucky or indiana that wouid give is retail
customers the right to chaose their electricity provider or otherwise restructure
or deregulate the electric industry, However, USFE&G competes with suppliers of
other forms of energy in connection with their retai! customers.

Although there is no pending legisiation at this time, if the retail
jurisdictions served by USFE&G become subject to deregulation, the recovery
of “stranded costs” could become a significant consideration. Stranded costs
primarity include the generation assets of USFE&G's regulated wtilities whose
value in a competitive marketplace would be less than their current book value,
as well as above-market purchased power commitments to qualified facilities
{QFs). QFs are typically small power production facilities that generate power
within a utility company's service territory for which the utility companies
are legally obligated 1o puschase the energy of these facilities at an avoided
cost rate. Thus far, all states that have passed restructuring fegislation have
provided for the apporiunity to recover a substantial portion of stranded costs.

USFE&G's largest stranded cost expasure is primarily related to Progress
Energy Florida's purchased power commitments with QFs, under which it has
future minimum expected capacity payments through 2025 of $3.8 billion,
Progress Energy Florida was obligated to enter into these contracts under
provisions of the Public Utilities Regulatory Policies Act of 1978, Progress Energy
Florida continues to seek ways to address the impact of escalating payments
under these contracts. However, the FPSC allaws full recovery of the retail
portion of the cost of power purchased from QFs. See Note 5 to the Consolidated
Financial Statemants, “Commitments and Contingencies” for additional
information related these purchased power commitments.

Wholesale.

USFE&G competes with other utilities and merchant generators for bulk
power sales and for sales to municipalities and cooperatives, USFE&G also
competes with other utifities 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.

Increased competition in the wholesale electric utility industry and the
availability of transmission access could affect USFE&G's lpad forecasts, plans
for power supply and wholesale energy sales and related revenues. Wholesale
energy sales will be impacted by the extent to which additianal generation is
available to sell to the wholesale market and the ability of USFE&G to attract
new wholesale customers and to retain current wholesale customers.
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Energy Capacity and Resources

USFE&G owns over 50,000 megawatts of generation capacity. For
additional informatien on USFE&G's generation facilities, see "UL.S. Franchised
Electric and Gas” in ltem 2."Properties.”

Energy and capacity are also supplied through contracts with other
generaters and purchased on the open market. Factors that could cause
USFE&G to purchase power for its customers inglude 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 powar supply.

USFE&G's generation portfolio is a balanced mix of energy resources
having different operating characteristics and fuel sousces designed to provide
energy at the lowest possible cost to meet its obligation to serve native-load
customers. All options, including owned generation resources ang 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 maijority of Duke Energy Caralinas, Progress Energy Carolinas,
and Duke Energy Indiana’s customer energy needs have historically been met
by large, low-energy-production-cost coal-fired and nuclear generating units
that operated almost continuously (or at baseload levels). However, recent
commodity pricing trends have resulted in more combined cycle gas-fired
generation. The vast majority of Progress Energy Florida’s customer energy
needs have historically been met by large, low-energy-production-cost nuclear,
fossil steam and combined cycle gas-fired generation. However, due to the
extended outage of the Crystal River Nuclear Station Unit 3 {Crystal River Unit 3)
ruclear plant a portion of customer needs have been served with purchased
power for the past 3 years.

CT's and CC's are less expensive to build and maintain than either nuclear
or ¢coal, and can be rapidly started or stopped as needed to meet changing
customer loads or operated as base load units depending on commodity prices.
Hydroelectric units praduce low-cost energy, but their operations are limited by
the availability of water flow.

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

Recently Completed Generation Projects.

During 2012 and 2011, USFE&G completed construction of and placed
into service a total of 3,585 megawatts (MW} of new generation capacity
ingluding Cliffside Unit 6 and the Buck, Dan River, Lee and Smith combined
cycle natural gas facilities. The total capital cost of this new generation capacity
was $4.8 billion.

Generation Projects Currently Under Construction.

The follewing information relates to generation projects currently under
construction by USFE&G.

Edwardsport Integrated Gasifivation Combined Cycle (16CC) Plant,

Duke Energy Indiana has completed the construction and is conducting
testing of a 618 MW integrated Gasification Combined Cycle {IGCC) power plant
ak its existing Edwardsport Generating Station in Knox County, Indiana.

On December 27, 2012, the IURC approved the settlement agreement
finalized in Aprif 2012 between Duke Energy Indiana, the Office of Utility
Consumer Counselor (OUCC), the Duke Energy Indiana Industrial Group
and Nucor Steel Indiana, on the cost increase for the construction of the
Edwardsport IGCC plant. The settlement agreement, as approved, caps costs to
be reflected in customer rates at $2.595 billion, including estimated allowance

for funds used during construction (AFUDC) through June 30, 2012. Duke Energy
Indiana was allowed to recover AFUDC after June 30, 2012 until customer rates
are revised, with such recovery decreasing to 85% on AFUDC accrued after
November 30, 2012.

Duke Energy Indiana’s current cost estimate for the Edwardsport 1GCC
plant is approximately $3.154 billion, excluding financing costs. Through
Cecember 31, 2012, Duke Energy indiana has recorded total pre-tax impairment
and other charges of $897 million related to the Edwardsport 1GCC plant. If cost
estimates for the plant increase, additional charges to expense, which could be
material, could occur. The Edwardsport IGCC plant is expected to be in service
by mid-2013. See Note 4 to the Cansolidated Financial Statements, “Regulatory
Matters” for further information.

LV Sutton Combined Cycle Facility.

Progress Energy Carolinas is in the process of constructing an
approximately 625 MW natural gas-fired generating facility at its existing
L.V. Sutton Steam Station {Sutton} in New Hanover County, Nerth Carolina. The
Sutton project has an expected in-service date of December 2013. Based on
updated cost estimates, total costs (including AFUDC) for the Sutton project is
estimated to be approximately $500 millian.

Potential New Construction.

The following information relates to major generation projects currently
being evaluated for consiruction by USFESG.

Shearon Harris Nuclear Station Expansion.

tn 2006, Progress Energy Carolinas selected a site at its existing
Shearon Harris Nuclear Station (Harris) to evaluate for possible future nuclear
expansion. On February 19, 2008, Progress Energy Carelinas filed its combined
Construction and Operating License (COL} application with the Nuclear
Regulatory Commission (NRC) for two Westinghouse Electric Advanced Passive
(AP} 1000 reactors at Harris, which the NRC docksted on April 17, 2008. No
petitions to intervene have been admitted in the Harris COL application.

Levy Nuclear Station.

On July 30, 2008, Progress Energy Florida filed its COL application with
the NRC for two Westinghouse AP1000 reactors at its proposed Levy Nuclear
Station {Levy}, which the NRC docketed on October 6, 2008. Various parties
filed a joint petition to intervene in the Levy COL application. On October 31,
2012 and November 1, 2012, the Atomic Safety and Licensing Board held
an evidentiary hearing on portions of the intervention petitions, A decision is
expected in March 2013. In 2008, the FPSC granted Progress Energy Florida’s
petition for an affirmative Determination of Need and related orders requesting
cost recovery under Florida’s nuclear cost-recovery rule for Levy, together with
the associated facilities, including transmission lines and substation facilities.

On April 30, 2012, as part of its annual nuglear cost recovery filing,
Progress Energy Florida updated the tevy project schedule ang cost. Due to
lower-than-projected customer demand, the lingering economic slowdown,
uncertainty regarding potential carbon regulation and cursent low natural gas
prices, Progress Energy Florida has shifted the in-service date for the first
Levy unit to 2024, with the second unit following 18 months later. The revised
schedule is consistent with the recovery approach included in the 2012 FPSC
Settlement Agreement. Although the scope and overnight cost far Lewy, including
land acquisition, related transmission work and other required investments,
remain essentially unchanged, the shift in schedule will increase escalation and
carrying costs and raise the total estimated project cost to between $19 billion
and $24 hillion.

Along with the FPSC's annual prudence reviews, Progress Energy Florida
will cantinue to evaluate the project on an ongoing basis based on certain
criteria, including, but not limited to, cost; potential carbon regulation; fossil
fuel prices; the benefits of fuel diversification; public, regulatory and political
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support; adequate financial cost-recovery mechanisms; appropriate levels of
joint gwner participation; custemer rate impacts; project feasibility; demand
side management (DSM) and energy efficiency (EE) programs; and availability
and terms of capital financing. Taking into account these criteria, Levy is
considered to be Progress Energy Florida's preferred baseload generation
option.

Under the terms of the 2012 FSPC Settlement Agreement, Progress
Energy Florida began residential cost-recovery of its proposed Levy Nuclear
Station effective in the first billing cycle of January 2013 at the fixed rates
centained in the settiement and continuing for a five-year period, with true-up
of any actual costs not recovered during the five year period occurring in the
final year. Progress Energy Florida will not file for recovery of any new Levy
costs that were not addressed in the 2012 FSPC Settlement Agreement before
March 1, 2017 and will not begin recovering those costs from customers
before the first billing cycle of January, 2018, unless otherwise agreed to by
the parties to the agreement. This amount is intended to recover the estimated
retail project costs to date plus costs necessary to obtain the COL and any
engineering, procurement and construction canceliation costs, if Progress
Energy Florida ultimately chooses to cancel that contract, In additien, the
consumer parties witl not oppose Progress Energy Florida continuing to pursue a
COL for Levy. The 2012 FSPC Seftlement Agreernent also provides that Progress
Energy Florida will treat the allocated wholesale cost of Levy (appraximately
$68 million) as a retail regulatory asset and include this asset as a component
of rate base and amortization expense for regulatory reporting. Progress Energy
Florida will have the discretion to accelerate and/or suspend such amortization
infull or in part provided that it amertizes all of the regulatory asset by
December 31, 20186,

Fuel Supply

William States Lee Ilf Nuclear Station.

In December 2007, Duke Enargy Caralinas filed an application with
the NRC, which has been docketed for review, for a combined COL for two
Westinghouse AP1000 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 Carolinas to build nuclear units. Through several
separate orders, the NCUC and PSCSC have concurred with the prudency of
Duke Energy incurring project development and pre-construction costs,

Potential Plant Retirements.

The Subsidiary Registrants periodically fite Integrated Resource Plans (IRF)
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 the Subsidiary Registrants in 2012 and
2011 included pianning assumptions to potentially retire by 2015, certain coal-
fired generating facilities in North Carolina, South Carolina, Indiana and Ohio
that do not have the requisite emission control equipment, primarily to meet
Environmental Protection Agency (EPA) regulations that are not yet effective.
Additionally, management is considering the impact pending environmental
regulations might have on certain coal-fired generating facilities in Florida. These
facilities total approximately 3,954 MW at eight sites. Duke Energy continues to
evaluate the potential need to retire these coal-fired generating facilities earlier
than the current estimated useful lives, and ptans to seek regulatory recovery
for amounts that would not be otherwise recovered when any assets are retired.
For additional information related to potential plant retirements see Note 4 to the
Consolidated Financial Statements, “Regulatory Matters.”

USFESG relies principally on coal, natural gas and nuclear fuel for its generation of electric eneray, The following table lists USFE&G’s sources of power and fuel

costs for the three years ended December 31, 2012,

Generation by Source® Cost of Delivered Fuel per Net
Percent Kilowatt-hour Generated {Gents)*!

2012 2011 2010 2012 2011 2010
Coal® 46.2 60.0 6l.5 3.55 7 3.04
Nuclear® 364 176 363 0.62 0.55 0.52
0il and gas® 1656 14 09 403 5489 617
All fuels (cost-based on weighted average)®™ 932 99.0 98.7 2.55 2.21 2.15
Hydroelectric® 0.8 1.0 13

Total generation®

100.0 100.0 100.0

(a) Statistics begin July 2, 2012 for Progress Energy Carglinas and Progress Energy Florida.

(b) Statistics related to coal generation and all fuels reflect USFERG's ownership interest in jointly owned generation facilities.
(c) Statistics refated to nuclear generation and all fuels reflect USFERG's ownership interest in jointly owned generation facilities. (Crystal River Unit 3 has been in an outage since September 2009)
(d) Statistics refated to oit and gas generation and all fusls reflect USFERG's awnership interest in jointly owned generation facilities. Cost statistics include amounts for light-off fuel at USFEAG's coal-fired stations and combined

cycle (gas only).

(e) Generating figures are net of output required to replenish pumped storage facilities during off-peak periods.

(t  In addition, USFERG produced approximately 10,500 megawstt-hours (MWh) in solar generation for 2012, and 5,800 MWh in 2011 and 2010: no fuel costs are attributed tothis genaration.

Coal.

USFE&G meets its coal demand through a pertfolio 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 adjustment provigions
and market re-openers, range from 2013 to 2018 for the Carolinas, 2013 to
2016 for Florida, and 2013 to 2018 for Indiana. USFE&G expects to renew
these contracts or enter into similar contracts with other suppliers for the
quantities and quality of coal required as existing contracts expire, though

prices will fluctuate over time as coal markets change. The coal purchased for
the Carolinas is primarily produced from mines in Central Appalachia, Northern
Appalachia and the lllinois Basin. The coal purchased for Florida is primarily
produced from mines in Central Appalachia and the Nlinois Basin. The ceal
purchased for Indiana is primarily produced in Indiana and lllinois. USFE&G has
an adequate supply of coal under contract to fuel its projected 2013 operations
and a significant portion of supply to fuel its projected 2014 operations. Coal
inventory levels have increased during the past year due to the impact of mild
winter weather and the economy on 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.
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The current average suifur content of coal purchased by USFE&G is
hetween 1% and 2% for the Carolinas; between 1% and 2% for Florida, and
between 2% and 3% for Indiana, USFE&G's scrubbers, in combination with
the use of sulfur dioxide (S0,) emission aftowances, enable USFE&G to satisfy
current 30, emission limitations for its existing facilities.

Nucleas.

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

USFE&G has contracted for uranium materials and services fo fuel its
nuclear reactors in the Carolinas and Florida. Uranium concentrates, conversion
services and enrichment services are primarily met through a diversified
portfolio of fong-term supply contracts. The contracts are diversified by
supplier, country of origin and pricing. USFE&G staggers its contracting so that
its portfolio of long-term contracts covers the majority of its fuel requirements
in the near-term and decreasing portions of its fuel requirements over time
thereafter. Near-tarm requirements 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,
USFE&G generally sources these services to a single domestic supplier on a
plant-by-plant basis using multi-year contracts.

USFE&G has entered into fuel contracts that, based on its current need
projections, caver 100% of its uranium concentrates, conversion services,
and enrichment services requirements through at least 2013 and cover
fabrication services requirements for these plants through at least 2018, The
cost of termination of nuclear fuel procurement contracts that Progress Energy
Florida has related to Crystal River Unit 3 are not expected to be material. For
subsequent years, a portion of its fuel requirements are covered by long-
term contracts. For future requirements not already covered under long-term
contracts, USFE&G believes it will be able to renew contracts as they expire, or
enter into similar confractual arrangements with other suppliers of nuctear fuel
materials and services.

Gas.

Qil and natural gas supply for USFE&G's generation fleet is purchased
under term and spot contracts from various suppliers. Duke Energy Carolinas
and Progress Energy Carolina's use derivative instruments to limit their
exposure to price fluctuations for natural gas. Progress Energy Florida uses
derivative instruments to limit its exposure to price fluctuations for natural gas,
fuel oil and surcharges embedded in ¢oal transportation agreements. USFE&G
has dual-fuel generating facilities that can operate with both fuel oil and
natural gas. The cost of USFE&G's oil and natural gas is either at a fixed price
or determtined by market prices as reported in certain industry publications.
USFE&G believes that it has access to an adequate supply of il and gas for
the reasonably foreseeable future. USFE&G's natural gas transpartation for
its gas generation is purchased under term firm transportation contracts with
interstate and infrastate pipelines. USFE&G may also purchase additional
shorter-term transportation for its load requirements during peak periods. Many
of the natural gas plants can be served by several supply zones and multiple
pipelines.

Purchased Power.

USFE&G purchased approximately 19.8 million MWh, 19.0 million
MWh and 18.3 million MWh of its system energy requirements during 2012,
2011, and 2010, respectively, under purchase obligations and leases and
had 4,500 MW of firm purchased capacity under contract during 2012. These
amounts include MWh for Progress Energy Carolinas and Progress Energy
Florida for all periods presented. These agreements include approximately
682 MW of firm capacity under contract by Progress Energy Florida with certain

QFs. USFE&G may need to acquire additional purchased power capacity in the
future to accommodate a portion of its system load needs. USFE&G believes
that it can obtain adequate purchased power to meet these needs. However,
during periods of high demand, the price and availability of purchased power
may be significantly affected.

Gas for Retail Distribution.

USFE&G is responsible for the purchase and the subsequent delivery of
natural gas to native load customers in its Ohio and Kentucky service territories.
USFE&G's natural gas procurement strategy is to buy firm natural gas
supplies (natural gas intended to be available at all times} and firm interstate
pipeline transportation capacity during the winter season (November through
March) and during the non-heating season {April through October) through a
combination of firm supply and transportation capacity along with spot supply
and interruptible transportation capacity. This strategy allows USFE&G to assure
reliable natural gas supply for its high priority (non-curtailable) firm customers
during peak winter conditions and provides USFE&G the flexibility to reduce its
contract commitrents if firm customers choose alternate gas suppliers under
UUSFE&G customer choice/gas transportation programs. In 2012, firm supply
purchase commitment agreements provided approximately 100% of the natural
gas supply. These firm supply agreements feature two levels of gas supply,
specifically (i} base load, which is a continuous supply o meet normal demand
requirements, and {ii} swing load, which is gas available cn a daily basis to
accommodate changes in demand due primarily to changing weather conditions.

USFE&G also owns two underground caverns with a total storage capacity
of 16 million gallons of liquid propane. In addition, USFE&G has access to
5.5 million gallons of liquid propane storage and product toan through a
commercial services agreement with a third party. This liquid propane is used
in the three propane/air peak shaving plants located in Ohio and Kentucky.
Propane/air peak shaving plants vaporize the prapane and mix it with natura
gas to supplement the natural gas supply during peak demand periods.

Duke Energy Chio maintains naturat gas procurement-price volatility
mitigation programs, These programs pre-arrange percentages of Duke Energy
Ohio's seasonal gas requirements. Duke Energy Ohio uses primarily fixed-price
forward contracts and contracts with a ceiling and fioor on the price. As of
December 31, 2012, Duke Energy Ohio had locked in pricing for 22% of its
remaining estimated winter 2012/2013 system load requirements.

Inventory

Generation of electricity is capital-intensive. USFE&G must maintain an
adequate stock of fuel, materials and supplies in order to ensure continuous
operation of generating facilities and reliable delivery to customers. As of
December 31, 2012, the inventory balance for USFE&G was $2,987 million.
See Note 1 to the Consolidated Financial Statements, “Summary of Significant
Accounting Policies,” for additional infermation.

Nuclear Insurance and Decommissioning

USFE&G owns (wholly or partially) 12 nuclear reactors located at seven
stations. Nuclear insurance includes: nuckear liability coverage; property,
decontamination and premature decommissioning coverage; and replacement
power expense coverage. The other jeint owners of the jointly owned nuclear
reactors reimburse USFE&G for certain expenses associated with nuclear
ingurangce per the joint owner agreements. The Price-Andersen Act requires
nuclear plant owners to provide for public nuclear liabilily claims resulting
from nuclear incidents to the maximum total financial protection liabifity, which
currently is $12.6 billion. See Note 5 to the Consolidated Financial Statements,
“Commitments and Contingencies — Nuclear Insurance,” for more infermation.

USFE&G has a significant future financial commitment to dispose of
spent nuclear fuel and decommission and decortaminate each plant safely. The
NCUC, FPSC and the PSCSC require USFE&G regulated utilities to update their
cost estimates for decommissioning their nuclear plants every five years.
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Duke Energy Carolinas’ most recent site-specific nuclear
decommissioning cost studies were completed in 2009 and showed total
estimated nuclear decommissioning costs, including the ¢ost to decommission
plant components not subject to radieactive contamination, of $3 billion in 2008
dollars. This estimate includes Duke Energy Carolinas' ownership interest in
the jointly owned nuclear reactors. The other joint owners of the jointly owned
nuclear reactors are responsible for decommissioning costs related to their
ownership interests in the station. The balance of Duke Energy Carolinas’
external Nuclear Decommissioning Trust Funds (NDTF} was $2,354 million as of
December 31, 2012 and $2,060 million as of December 31, 2011.

Progress Energy Carolinas’ most recent site-specific nuclear
decommissioning cost studies were completed in 2009 and showed total
estimated nuclear decommissioning costs, in¢luding the cost to decommission
plant components not subject to radioactive contamination of $3.0 billion in
2009 dollars. This estimate includes Progress Energy Carolinas’ ownership
interest in the jointly owned nuclear reactors. The other joint owners of the
jointly owned nuclear reactors are responsible for decommissioning costs
related to their ownership interests in the station. The balance of Progress
Energy Carolinas’ external NDTF was $1,258 million as of December 31, 2012
and $1,088 million as of December 31, 2011.

Progress Energy Florida's most recent site-specific nuclear
decommissioning cost studies were completed in 2008, In the Pragress
Energy Florida 2009 rate case, the FPSC deferred review of the 2008 nuclear
decommissioning study until 2010. While Progress Energy Florida was
not required to prepare a new site-specific nuclear decommissioning cost
study, it was required to update its 2008 study by incorporating the most
cuirently-available escalation rates. This update was filed with the FPSC
in December 2010. The FPSC approved this study an April 30, 2012 and
showed fotal estimated nuclear decommissioning costs based on prompt
dismantlement at the end of Crystal River Unit 3's useful life, including the cost
to decommission plant components not subject to radioactive contamination of
$751 million in 2008 dollars. This estimate includes Progress Energy Florida's
ownership interest in the jointly owned nuclear reactor. The other joint owners
of the jointly owned nuclear reactor are responsible for decommissioning
costs related to their ownership interests in the station. With the decision in
early 2013 to retire Crystal River Unit 3, as discussed below, it is anticipated
that a delayed dismantlement approach to decommissioning, referred to as
SAFSTOR, will be submitted to the NRC for approval. This decommissioning
approach is currently utilized at a number of retired domestic nuclear power
plants and is one of three generally accepted approaches to decommissioning
required by the NRC. Once an updated site specific decommissioning study is
completed it will be filed with the FPSC. As part of the evaluation of repairing
Crystal River Unit 3, initial estimates of the cost to decommission the plant
under the SAFSTOR option were developed, including components not subject to
radioactive contamination, of $989 million in 2011 dollars. The balance of the
external NDTF was $629 million as of Decerber 31, 2012 and $559 million as
of December 31, 2011.

The NCUC, FPSC and the PSCSC have allowed USFE&G's regulated
utilities to recover estimated decommissioning costs through retail rates over
the expected remaining service periods of their nuclear stations. USFE&G
believes that the decommissioning costs being recovered through rates, when
coupled with the existing fund balance and expected fund eamings, will be
sufficient to provide for the cost of future decommissioning. See Note 9 o the
Consolidated Financial Statements, “Asset Retirement Obligations,” for more
information.

The Nuclear Waste Policy Act of 1982 {as amended) provides the
framework far development by the federal government of interim storage and
permanent dispasal facilities for high-level radioactive waste materials. The
Nuclear Waste Policy Act of 1982 promotes increased usage of interim storage
of spent nuclear fuel at existing nuclear plants. USFE&G will continue to
maximize the use of spent fuel storage capability within its own facilities for as
long as feasible.

Under federal law, the U.S. Department of Energy (DOE) is responsible for
the selection and construction of a facility for the permanent disposal of spent
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nuclear fuel and high-level radioactive waste. Progress Energy Carolinas and
Progress Energy Florida have contracts with the DOE for the future storage and
disposal of gur spent nuclear fuel. Delays have occurred in the DOE's proposed
permanent repository to be located at Yucca Mountain, Nevada. See Note 5 to
the Consolidated Financial Statements, “Commitments and Contingencies,” for
information about complaints filed by Progress Energy Carolinas and Progress
Energy Florida in the United States Court of Federal Claims against the DOE for
its failure to fulfill its contractual obligation to receiva spent fuel fram nuclear
plants. Failure to open Yucca Mountain or another facility would leave the DOE
open to further claims by utilities.

Until the DOE begins to accept the spent nuclear fuel, Progress Energy
Carolinas and Progress Energy Florida will continue to safely manage their spent
nuclear fuel. With certain modifications and additional approvals by the NRC,
including the installation and/or expansion of on-site dry cask storage facilities
at Robinson Nuclear Station (Robinson}, Brunswick Nuclear Station (Brunswick)
and Crystal River Unit 3, the Progress Energy Carofinas and Progress Energy
Florida's spent nuclear fuel storage facilities will be sufficient to provide
storage space for spent fuel generated by their respective systems through the
expiration of the operating licenses, including any license renewals, for their
nuclear generating units. Harris has sufficient storage capacity in its spent fuel
pools through the expiration of its renewed operating license.

Regulation

State

The NCUC, the PSCSC, the FPSC, the PUCO, the IURC and the KPSC
(callectively, the state utility commissions) approve rates far refail electric
service within their respective states. In addition, the PUCD and the KPSC
approve rates for retail pas distribution service within their respective states.
The state utility commissions, except for the PUCO, alse have autharity over
the construction and operation of USFE&G's generating facilities. Certificates
of Public Convenience and Necessity (CPCN) issued by the state utility
commissiens, as applicable, authorize USFE&G to construct and operate its
electric facilities, and to sell electricity to retail and wholesale customers, Prior
approval from the relevant state utility commission is required for USFE&G's
regulated operating companies to issue securities. The underlying concept
of utifity ratemaking is to set rates at a level that allows the utility to collect
revenues equal to its cost of providing service plus earn 4 reasonable rate of
return on its invested capital, including equity.

Each of the state utility commissions allows recovery of certain costs
through varigus cost-recovery clauses, to the extent the respective commission
determines in periodic hearings that such costs, including any past over or under-
recovered costs, are prudent. The clauses are in addition to approved base rates.
USFE&G's regulated utilities generally do not earn a return on the recovery of
eligible operating expenses under such clauses; however, in certain jurisdictions,
they may earn a return on under-recovered costs. Additionally, the commissions
may authorize a return for specified investments for energy efficiency and
conservation, capacity coste, environmental compliance and utility plant.

Fuel, fuel-related costs and certain purchased power costs are eligible for
recovery by USFE&G's regulated utflities. USFE&G uses coal, ail, hydroelectric,
naturai gas and nuclear power to generate electricity, theréby maintaining a
diverse fuel mix that helps mitigate the impact of cost increases in any one
fuel. Due to the associated regulatory treatment and the method allowed for
recovery, changes in fuel costs from year to year have no material impact on
operating resuits of USFERD, unlass a cormission finds a portion of such costs
to have been imprudent. However, delays between the expenditure for fuel costs
and recovery from ratepayers can adversely impact the iming of cash flow of
USFE&G. Progress Energy Florida is obligated to notify the FPSC and permitted
ta file for a midcourse change to the fuel factor between annual fuel hearings in
the event its estimated over- or under-recovery of fuet costs meets or exceeds a
threshold of ten percent of estimated total retail fuef revenues and, accordingly,
has the ahility to mitigate the cash flow impacts due to the timing of recovery of
fuel and purchased power costs.
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The folfawing is a summaiy of pending retail base rate case progeedings
for each of USFE&G's regulated utilities.

Duke Energy Carolinas 2013 North Carolina Rate Case.

On February 4, 2013, Duke Energy Carglinas filed an application with the
NGUC for an increase in base rates of approximately $446 million, or an average
9.7% increase in revenues. The request for increase is based upon an 11.25%
refurn on equity and a capital structure of 53% equity and 47% long-term
debt. The rate increase is designed primarily to recover the cost of plant
modernization, envirenmental compliance and the capital additions.

Duke Energy Carolinas expects revised rates, if approved, to go into effect
iate third guarter of 201 3.

Progress Energy Carolinas 2012 North Carolina Rate Case.

On October 12, 2012, Progress Energy Carolinas filed an application with
the NCUC for an intrease in base rates of approximately $387 million, or an
average 12% increase in revenues. The request for increase is based upon
an 11.25% return on eouify and a capital structure of 55% equity and 45%
long-term debt. The rate increase is designed primarily to recover the cost of
plant modernization and other capital investments in generation, transmission
and distribution systems, as well as increased expenditures for nuclear plants
and personnel, vegetation management and other operating cosis. The rate
case includes a corresponding decrease in Progress Energy Carolinas' energy
efficiency and demand side management rider, fesulting in a net requested
increase of $359 millian, or 11% increase in retail revenues.

On Febiuary 25, 2013, the North Casolina Public Staft filed with the
NCUC & Notice of Settlement in Frincipie (Settlement Notice). Pursuant to the
Settlement Notice between Progress Energy Carelinas and the Public Staff,
the parties have agreed to a two year step-in to a total agreed upon net rate
increase, with the first year providing for a $151 million, or 4.7% average
increase in rates, and the second year providing for rates to be increased by
an additional $31 million, or 1.0% average inciease in rates, This second year
increase is a result of Progress Energy Carolinas agreeing to delay collection of
financing costs on the construction wark in progress for the Sutton combined
cycle natural gas plant for one year. The Settlement Notice is based upon a
return on equity of 10.2% and a 53% equity component of the capital structure.

Once filed, the actual settlement agreement will be subject to approval by
the NCUC. Progress Energy Carolinas expects revised rates, if approved, to go
into effect June 1, 2013,

Duke Energy Ohip 2012 Flectric Rate Case.

On July 9, 2812, Duke Energy Ohio filed an application with the PUCD
for an increase in electric distribution rates of approximately $87 million. On
average, total electric rates would increase approximately 5.1% under the filing.
The rate increase is designed to recover the cost of investments in projects
10 improve reliability for customers and upgrades to the distribution system.
Pursuant to & stipulation in another ¢ase, Duke Energy Ohio will continee
recovering its costs associated with grid modernization in a separate rider.

Duke Energy Qhio expects revised rates, if approved, to go into effect in
the first haif of 2013.

Duke Energy Ohio 2012 Natural Gas Rale Case.

On Juily 9, 2012, Duke Energy Ohio filed an application with the PUCD
for an increase in natural gas distribution rates of approximately $45 million,
On average, total natural gas rates would increase approximately 6.6% under
the filing, The rate increase is designed to recover the cost of upgrades to
the distribution system, as well as environmental cleanup of manutactured
gas plant sites. In addition to the recovery of costs associated with the
manufactured gas plants, the rate request includes a proposat for an
accelerated service fine replacement program and a new rider o recover the
associated incremental cost. The filing also requests that the PUCD renew the
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rider recovery of Duke Energy Ohio's accelerated main replacement program and
grid modernization program.

O January 4, 2013, the PUCO Staff filed a staff report recommending that
Duke Energy Ohig only be allowed to recover costs related to manufactured gas
plant (MGP) sites which ara currently used and useful in the provision of natural
gas distribution service. Duke Energy Ohio filed its abjection fo the staff report
an February 4, 2013,

Duke Energy Ohio expects revised rates, if approved, to go into effect in
the first half of 2013.

The following is a surmmary of recently resolved or settied retail base rate
case proceadings for each of USFE&G's regulated utilities.

Progress Energy Florida 2012 FPSC Settlement.

On February 22, 2012, the FPSC approved a comprehensive seftlement
agreement amang Progress Energy Florida, the Fiorida Office of Public Counse!
and other consumer advocates. The 2012 FPSC Settiement Agreement will
continue through the last billing cycle of December 2016. The agraement
addresses three principat matters: (i) Progress Energy Flovida's propesed Levy
Nuclear Project cost recavery, (ii) the Crystal River Unit 3 delamination prudence
review then pending before the FPSC, and (i) certain customer rate matters. See
Note 4 to the Consolidated Financial Statements, “Regulatory Matters — Rate
Related Information,” for additional provisions of the 2012 seftlement agreement.

Duke Energy Carolinas 2011 North Carofina Rafe Case.

On January 27, 2012, the NCUG approved a settlement agreement
between Duke Energy Carolinas and the North Caralina Utilities Public Staff
{Public Staff}, The terms of the agreement include an average 7.2% increase in
retail revenues, or approximately $309 million annually baginning in February
2012. The agreement includes a 10.5% return on equity and a capital structure
of 53% equity and 47% long-term debt.

On March 28, 2012, the North Carolina Attorney General filed a notice of
appeal with the NCUC challenging the rate of reiun approved in the agreement.
On April 17, 2012, the NCUC denied Duke Energy Caralinas' request to dismiss
the notice of appeal. Briefs were filed on August 22, 2012 by the North Carolina
Attorniey General and the American Association of Retired Persons (AARP) with
the North Carofina Supreme Courf, which is hearing the appeal. Duke Energy
Carolinas filed a motion to dismiss the appeal on August 31, 2012 and the North
Carolina Attorey General filed a response to that motion on September 13, 2012,
Briefs by the appellees, Duke Energy Carolinas and the Public Staff, were filed
on September 21, 2012. The North Caroling Supreme Court deniad Duke Energy
Carolinas’ motion to dismiss on procedural grounds and set the matter for oral
arguments on November 13, 2012. Duke Erergy Carolinas is awaiting an order.

Duke Energy Carolinas 2011 South Carolina Rate Case.

On January 25, 2012, the PSCSC approved a setflement agreement
between Duke Energy Carolinas and the ORS, Wal-Mart Stores East, LP, and
Sam'’s East, Inc. The Commission of Public Works for the city of Spartanburg,
South Carolina and the Spartanburg Sanitary Sewer District were not parties
0 the agreement; however, they did not object to the agreement. The terms of
the agreement include an average 5.98% increase in retail and commercial
TEVENRUES, OT approximately $93 million annuaily beginning Febraay 6, 2012,
The agreement includes a 10.5% return on equity, & capital structure of 53%
equity and 47% long-term debt.

Duke Energy Ohip Standard Service Offer {S50).

The PUCO approved Duke Energy Ohio's curcent Electric Security Plan (ESP)
on November 22, 2011. The ESP effectively separates the generation of electricity
from Duke Energy Ohio's retail ioad obligation and requires Duke Energy Ohio to
transfer its generation assets to a nonregulated affiliate on or before December 31,
2014 The ESP includes competitive auctiens for electricity supply whereby the
energy price is recovered from retail customers. As a result, Duke Energy Ohio now
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earns retail margin on the transmission and distribution of electricity only and not
o0 the cost of the underlying energy. New rates for Duke Energy Ohio went into
effect for SSO customers on January 1, 2012. The ESP also includes & provisian
for a non-bypassable stability charge of $110 million per year to be collected from
January 1, 2012 through December 31, 2014.

{On January 18, 2012, the PUCO denied a request for rehearing of its
decision on Duke Energy Dhio's ESP filed by Columbus Southern Power and Ohie
Power Company.

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

Federal

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

Regional Transmission Qrganizations (RT0).

PIM Interconnection, LLC (PJM} and Midwest Independent Transmission
System Operator, Inc. (MIS0) are the Independent System Operators (150)
and the FERC-approved RTOs for the regions in which Duke Energy Ohio and
Duke Energy Indiana operate. PIM is the transmission provider under, and the
administrator of, the PIM Open Access Transmission Tanff (PIM Tariff), operates
the PIM energy, capacity and other markets, and, through central dispatch,
controls the day-to-day operations of the bulk power system for the PIM region.
MISQ is the transmission provider under, and the administrator of, the MISO
(Open Access Transmission Tariff (MISO Tariff), operates the MISO energy,
capacity and other markets, and, through central dispatch, confrols the
day-to-day operations of the bulk power system for the MISO region. Duke
Energy Ohig is 8 member of PAM and provides regional transmission service
pursuant to the PIM Tariff. Duke Energy Ohio and the other transmission owners
in PJM have turned over control of their transmission facilities to PJM, and their
transmission systems are curvently under the dispatch control of PIM. Under the
PIM Tariff, transmission service is provided on a region-wide, open-access basis
using the transmissian facilities of the PIM members at rates basad on the tosts
of transmission service. Duke Energy Indiana is 2 member of MISO and provides
regional transmission service pursuant fo the MISO Tariff. Duke Energy Indiana
and the ather transmission owners in MISO have turned over control of their
transmission facilities to MISQ, and their transmission systems are currently
under the dispatch control of MISO, Under the MISO Tariff, transmission service
is provided on a region-wide, open-access basis using the transmission facilities
of the MISO members at rates based on the costs of transmission service,

Prior to January 1, 2012, Duke Energy Dhio was a member of MISD. See
Note 4 to the Consolidated Financiat Statements, Regulatory Matters, for additional
information related to Duke Energy Oftio’s RTO reatignment fram MISO ta PIM.

Other

Nuclear Matters,

The nuclear power industry faces uncertainties with respect fo the cost
and long-term availability of disposal sites for spent nuclear fuel and other
radioactive waste, compliance with changing regulatory requirements, ¢apital
outlays for modifications and new plant construction, the technological and
financial aspects of decommissioning plants at the end of their licensed lives,
and requirements relating to nuclear insurance. Nuclear units are periodically
removed from service to accommodate normal refueling and maintenance
outages, repairs, uprates and certain other modifications.

USFE&G is subject to the jurisdiction of the NRC for the design,
construction and operation of its nuclear generating facilities. In 2000, the NRC
renewed the operating license for Duke Energy Carolinas’ three Ogonee nuclear
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units through 2033 for Units 1 and 2 and theaugh 2034 for Unit 3. In 2003,
the NRC renewed the operating licenses for all units at Duke Energy Carolinas'
#eGuire Nuclear Station (MeGuire) and Catawba Nuclear Station (Catawba),
The two McGuire units are licensed through 2041 and 2043, respectively,
while the two Catawba units are licensed through 2043. The NRG has renewed
the operating Yicenses for all of Progress Energy Carolinas’ nuclear plants.

The renewed oparating licenses for Brunswick Unit 1 and Unit 2, Harrs and
Robinson expire in 2036, 2034, 2046 and 2030, respectively.

The NRC issues orders with regard to security at nuclear plants in
response to new ¢r smerging threats. The most recent orders include additional
restrictions an nuclear plant access, increased security measures at nuclear
facilities and closer coordination with cur partners in intelligence, military, law
enforcement and emergency response at the federal, state and Jocal levels.
USFE&G is in compliance with the requirements outlined in the orders through
the use of additional security measures until permanent construction projects
are completed in 2013. As the NRC, other governmental entities and the
industry continue to consider security issues, it is possible that more extensive
security plans could be required.

Crystal River Unit 3.

In September 2009, Crystal River Unit 3 began an eutage for normal
refueling and maintenance as well as an uprake project to increase its generating
capability and to replace two steam generators. During preparations io replace
the steam generators, workers discovered a delamination {or separation) within
the concrete at the periphery 6f the contaimment building, which resulted in
an extension of the outage, After analysis, it was determined that the concrete
defamination at Crystal River Unit 3 was caused by redisfributien of sfresses in the
containment wall that occurred when an opening was created to accommodate
the replacement of the unit’s steam generators. In March 2011, the wark to retum
the plant o service was suspended after monitoring equipment identified a new
delamination that accurred in a different section of the outer wail after the repair
wark was completed and during the late stages of retensioning the containment
building, Crystal River Unit 3 has remained out of sarvice while Progress Energy
Florida conducted an engineering anafysis and review of the new delamination and
evaluated possible repair options.

Subsequent to March 2011, monitoring equipment has detected additional
changes and further damage in the partially tensioned containment building and
additional cracking or delaminations could occur.

Progress Energy Florida developad a repair plan, which wauld entail
systematically removing and replacing concrete in substantial portions of
the containment structure wails, which had a prefiminary cost estimate of
$900 miltion to $1.3 billion.

In March 2012, Duke Energy commissioned an independent review
team Jed by Zapata Incorporated (Zapata) fo review and assess the Progress
Energy Florida Crystal River Unit 3 repair plan, including the repair scope,
risks, costs and schedule. In its final report in late September, Zapata found
that the proposed repair scope appears to be technically feasible, but there
were significant risks that need to be addressed regarding the approach,
construction methodology, scheduling and licensing. Zapata performed four
separate analyses of the estimated project cost and schedule to repair Crystal
River Unit 3, including; (i} an independent review of the proposed repair scope
{without existing assumptions or data), of which Zapata estimated costs of
$1.49 billion with a project duratien of 35 manths; (i) a review of Progress
Energy Florida's previous bid information, which included cost estimate data
from Progress Energy Florida, of which Zapata estimated costs of $1.55 billion
with a project duration of 31 months; (iii) an expanded scope of wark scenario,
that included the Prograss Energy Florida scope plus the replacement of the
containment building dome and the removal and replacement of concrete in
the lower building elevatians, of which Zapata estimated costs of approximately
$2.42 billion with a project duration of 50 months, and; {iv) a "worst case”
scenario, assuming Progress Energy Florida performed the more limited scope
of work, and at the conclusion of that work, additional damage occurred in
the dome and in the lower elevations, which forced replacement of each,
of which Zapata estimated costs of $3.43 hilfion with a project duration



PART |

of 96 months. The principal differance between Zapata’s estimate and Progress
Energy Florida's previgus estimate appears fo be due to the respective levels
of contingencies included by each party, including higher project risk and

longer project duration. Progress Energy Florida has filed a copy of the Zapata
report with the FPSC and with the NRC. The FPSC held a status conference on
October 30, 2012 to discuss Duke Energy’s analysis of the Zapata report.

On February 5, 2013, following the completion of a comprehensive
analysis, Duke Energy announced its intention to retire Crystal River Unit 3.
Duke Energy concluded that it did not have a high degree of confidence
that repair could be successfully completed and licensed within estimated
costs and schedule, and that it was in the best interests of Progress Energy
Florida's tustomers and joint owners and Duke Energy's investors to retire
the unit. Progress Energy Florida developed initial estimates of the cost to
decommission the plant during its analysis of whether to repair o retire
Crystal River Unit 3. With the final decision to retire, Progress Energy Florida is
working to develop a comprehensive decommissioning plan, which will evaluate
various decommissioning options and costs associated with each option. The
plan will determine resource needs as well as the scope, schedule and other
elements of decommissioning. Progress Energy Florida intends to use a safe
storage (SAFSTOR) option for decommissioning. Generally, SAFSTOR involves
placing the facility into a safe storage configuration, requiring limited staffing to
monitor plant conditions, untit the eventual dismantling and decontamination
activities occur, usually in 40 to 60 years. This decommissioning approach is
currently utilized at a number of retired domestic nuclear power plants and is
ona of three generally accepted approaches to decommissioning required by
the NRC. Once an updated site specific decommissioning study is completed
it will be filed with the FPSC. As part of the evaluatien of repairing Crystal
River Unit 3, initial estimates of the cost to decommission the plant under the
SAFSTOR option were developed which resulted in an estimate in 2011 doliars
of $989 million. See Note 9 for additional information, Additional specifics about
the decommissioning plan are being developed,

Progress Energy Florida maintains insurance coverage against
incremental costs of replacement pewer resulting from prolonged accidental
outages at Crystal River Unit 3 through NEIL. NEIL provides insurance coverage
for repair costs for covered events, as well as the cost of replacement power of
up to $490 million per event when the unit is out of service as a result of these
events. Actual replacement power costs have exceeded the insurance coverage.
Progress Energy Florida also maintains insurance coverage through NEIL's
accidental property damage program, which provides insurance coverage up to
$2.25 billion with a $10 millien deductible per claim.

Throughout the duration of the Crystal River Unit 3 outage, Progress
Energy Florida worked with NEIL for recovery of applicable repair costs and
associated replacement power costs. NEIL has made payments on the first
delamination; however, NEIL has withheld payment of approximately $70 milion
of replacemant power cost claims and repair cost claims related to the first
deiamination event. NEIL had nof provided a written coverage decision for either
delamination and no payments were made on the second delamination and no
replacement power reimbursements were made by NEIL since May 2011. These
considerations led Progress Energy Florida to conclude, in the second quarter of
2012, that it was not probable that NEIL would voluntarily pay the full coverage
amounts that Progress Energy Florida believes them ta owe under the applicable
insurance policies. Consistent with the terms and procedures under the
insurance coverage with NEIL, Progress Energy Florida agreed to non-binding
mediation prior to commencing any formal dispute resolution. On February 5,
2013, Progress Energy Flosida annaunced it and NEIL had accepted the
mediator's propasal wherehy NEIL will pay Prograss Energy Florida an additional
$530 million. Along with the $305 million which NEIL previously paid, Progress
Energy Florida will receive a total of $835 million in insurance proceeds.

As a result of the 2012 FPSC Settlement Agreement, Progress Energy
Florida will be permitted to recover prudently incurred fuel and purchased
power costs through its fuel clawse without regard far the absence of Crystal
River Unit 3 for the periad from the beginning of the Crystal River Unit 3 outage
through December 31, 2016,
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In accordance with the terms of the 2012 FPSC Settlement Agreement,
with consumer representatives and approved by the FPSC, Progress
Energy Florida retained the sole discretion to retire Crystal River Unit 3.
Progress Energy Florida expects that the FPSC will review the prudence of
the retirement decision in Phase 2 of the Crystal River Unit 3 delamination
regulatory docket. Progress Energy Florida has also asked the FPSC to review
the mediated resolution of insurance claims with NEIL as part of Phase 3 of
this regulatory docket. Phase 2 and Phase 3 hearings have been tentatively
scheduled to begin on June 19, 2013.

Progress Energy Florida did not begin the repair of Crystal River Unit 3
prior to December 31, 2012. Consistent with the 2012 FPSC Settlement
Agreement regarding the timing of commencement of repairs, Progress Energy
Florida recorded a Regutatory liability of $100 million in the third quarter of 2012
refated to replacement power obligations. This amount is included within fuel
used in electric generation and purchased power in Progress Energy Florida's
and Progress Energy's Statements of Operations and Comprehensive Income
for the year ended December 31, 2012. Progress Energy Florida will refund this
replacement power liability en a pro rata hasis based on the in-service date of
up to $40 million in 2015 and $60 million in 2016. This amaunt is reflected as
part of the purchase price allocation of the merger with Progress Energy in Duke
Energy’s Consolidated Financial Statements.

Progress Energy Florida alse retained sole discretion to retire the unit
without challenge from the parties to the agreement. As a result, Progress
Energy Florida will be allowed to recover all remaining Crystal River Unit 3
investments and to earn a return on the Crystal River Unit 3 investments set
at its current avthorized overall cost of capital, adjusted to reflect a return on
equity set at 70 percent of the current FPSC authorized retusn on equity, no
earlier than the first billing cycle of January 2017.

In conjunction with the decision to retire Crystal River Unit 3, Progress
Energy Florida reclassified all Crystai River Unit 3 investments, including
property, plant and equipment; nuclear fuel; inventory; and deferred assets to
a regulatory asset account. At December 31, 2012, Progress Energy Florida had
$1,637 million of net investment in Crystal River Unit 3 recorded in Regulatory
assets on its Consolidated Balance Sheets. Progress Energy Florida recorded
$192 miltion of impairment and other charges related to the wholesale portion
of Crystal River Unit 3 investments, which are not covered by the 2012 FSPC
Settlement Agreement, and other provisions. The significant majority of this
amount is recorded in Impairment charges on Progress Energy Flarida's an¢
Progress Energy’s Conselidated Statements of Operations and Comprehensive
Income for the year ended December 31, 2012. This amount is reflected as part
of the purchase price allocation of the merger with Progress Energy in Duke
Energy’s Consolidated Financial Statements.

In accordance with the 2012 FPSC Settlement Agreement, NEIL praceeds
received allocable to retail customers will be applied first to replacement
power costs incurred after December 31, 2012 through December 31, 2016,
with the remainder used to write down the remaining Crystal River Unit 3
investments.

Progress Energy Florida believes the decision to retire Crystal River Unit 3,
the actions taken and costs incurred in response to the Crystal River Unit 3
delamination have been prudent and, accordingly, considers replacement power
and capital costs not recoverable through insurance to be recoverable through
its fuel cost-recovery clause or base rates. Additional replacement power costs
and exit cost to wind down the operations at the plant and decommission
Crystal River Unit 3 could be material. Retirement of the plant could impact
funding obligations associated with Progress Energy Florida’s nuclear
decommissioning trust fund.

Progress Energy Florida is a party to a master participation agreement
and other related agreements with the joint owners of Crystal River Unit 3 which
convey certain rights and obligations on Progress Energy Florida and the joint
owners. In December 2012, Progress Energy Florida reached an agreement with
one group of joint owners related to all Crystal River Unit 3 matters.

Progress Energy Florida cannot predict the outcome of matters
described above.
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Hydroelectric Generating Facilities.

Al but one of USFE&G's hydroelectric generating facilities are licensed
by the FERC under Part 1 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 reficensing 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 by mid-
2013. Relicensing is now under way for twa hydroelectric stations comprising
the Keowee-Toxaway Project. The current Keowee-Toxaway Project license daes
not expire until 2016 and the project will continue to operate under the current
license until the new license is issued. The Bad Creek Project license will expire
in 2028, the Gaston Shoals Project and Ninety Nine Islands Project licenses will
expire in 2036 and the Queens Creek Project which will expire in 2023. All other
hydroelectric stations are operating under current operating licenses, including
ten hydroelectric stations in the East Fork, West Fork, Nantahala, Bryson,
Mission, Franklin projects, and the Markland Project (in indiana) for which
new licenses were issued in 2010 through 2012. Duke Energy requested and
the FERC approved a license surrender for the Dillsboro project. Duke Energy
Carolinas has removed the Dillshoro Project dam and powerhouse as part of
multi-project 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.

Progress Energy Carolinas has three hydroelectric generating plants
licensed by the FERC: Walters, Tillery and Blewett. Progress Energy Carolinas
also owns the Marshall Plant, which has a license exemption. The total summer
generating capacity for all four units is 225 MW. Progress Energy Carolinas
subnitted an application to relicense its TiMery and Blewett plants for 50 years
and anticipates a decision by the FERG in 2013. The Walters Plant license will
expire in 2034.

(ther Matters.

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

See “Other Issues” section of Management's Discussion and Analysis of
Financiat Condition and Results of Operations for a discussion about potential
Global Climate Change tegistation and other EPA regulations under development
and the potential impacts such legislation and regulation could have on Duke
Energy's operations. ’

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 peneration assets, consist primarily of ¢oal-fired and gas-fired
nonregulated generation assets which are dispatched into wholesale markets,
These assets are comprised of 6,825 net MW of power generation primarily
located in the Midwestern U.S. The asset portfolio hias a diversified fuel mix with
baseload and mid-merit coal-fired units as well as combined cycle and peaking
natural gas-fired units. The coal-fired generation assets were dedicated under
the Duke Energy Ohio Electric Security Plan (ESP) through December 31, 2011.
As discussed in the USFE&G section above, the new ESP effectively separates
the generation of electricity from Duke Energy Ohio’s retail load obligation as of
January 1, 2012. As a result, As a result, the energy from Duke Energy Ohio’s
coat-fired generation assets no longer serve retail load customers or raceive
negotiated pricing under the ESP. Effective January 1, 2012, Duke Energy Ohio
completed its Regional Transmission Organization (RT0) realignment to PIM and
operates as a Fixed Resource Requirement (FRR} entity through May 31, 2015.
As an FRR entity, Duke Energy Ohio is obligated to self supply capacity for
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the Duke Energy Ohio load zone. The generation assets began selling all of

their electricity into wholesale markets in January 2012 and cusently receive
wholesale energy margins and capacity revenues from PIM at market rates.
Commercial Power has economically hedged its forecasted coal-fired generation
and a significant portion of its forecasted gas-fired generation for 2013.
Capacity revenues are 100% contracted in PIM through May 2018,

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

Commercial Power atso has a retail sales subsidiary, Duke Energy Retail
Sales, LLC (Duke Energy Retail), which is certified by the PUCO as a Competitive
Retail Electric Supptier (CRES) provider in Ghio. Duke Energy Retail serves retail
electric and gas customers in southwest, west central and narthern Ohio with
energy and other energy services at competitive rates.

Through Duke Energy Generation Services, Inc. (DEGS), Commercial
Power engages in the development, construction and operation of renewable
energy projects. In addition, DEGS develaps commercial transmission projects.
Currently, DEGS has approximately 1,269 net MW of renewable generating
capacity in operation as of December 31, 2012.

Rates and Regulation

Duke Energy Ohio Capacity Rider Filing,

On August 29, 2012, Duke Energy Ohio filed an application with the
PUCO for the establishment of a charge, pursuant to Ohio’s state compensation
mechanism, fer capacity provided consistent with its obligations as an FRR
entity. The application included a request for deferral autherity and for a new
tariff to implement the charge. The deferral being sought is the difference
between its costs and market-based prices for capacity. The requested
tariff would implement a charge to be collected via a rider through which
such deferred balances will subsequently be recoverad. 24 parties moved to
intervene. Hearings have been set for April 2, 2013. Duke Energy Ohio expects
an arder in 2013.

Other Matters.

As discussed in the USFE&G section above, the PUCO approved Duke
Energy Ohio’s new ESP in November 2011. In November 2011, as & result
of changes resulting from the PUCO's approval of the new ESF, Commercial
Pawer ceased applying regulatory accounting treatment to its Ghio operations.
Currently, no portion of Commercial Power applies regulatory accounting.

Commercial Power’s Ohio retail load operations’ rates were subject to
approval by the PUCO through December 2011, and thus these aperations,
through December 31, 2011, are referred to herein as Commercial Power's
regulated operations.

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

Commercial Power is subject to regulation at the federal level, primarily
from the FERC. Regulations of the FERC govern access to regulated electric
customer and other data by nonregulated entities, and services provided
between regulated and nonregulated energy affiliates. These reguiations 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 “Other Issues” section of Management’s Discussion and Analysis of
Financial Condition and Results of Operations for a discussion about potential
Global Climate Change legistation and the potential impacts such legisiation
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
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of commodities and services, along with the quality and reliability of services
provided, drive competition in the energy marketing business. Commercial
Power's main competitors include other nonregulated generators in the
Midwestern LS., wholesale power providers, coal and natural gas suppliers,
and renewable energy,

Fuel Supply

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

Coal.

Commercial Power meets its coal demand through a portfolio of puichase
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
¢oal requirements not met by supply contracts. Expiration dates for its supply
contracts, which have various price adjustment provisions and market
re-openers, 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 witl
fluctuate over time as coaf markets change. Tie majority of Commerciai Power's
coal is sourced from mines in the Naorthern Appalachian and Winais basins.
Commercial Power has an adequate supply of coal to fuel its projected 2013
operations. The majority of Commercial Power's coal-fired generation is equipped
with flue gas desulfurization equipment, As 2 result, Commarcial Power is able to
satisfy the current emission limitations for SO, for existing facilities.

Gas.

Commercial Power is responsible for the purchase and the subsequent
delivery of natural gas to its gas turbine generators. fn 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

international Energy principally gperates and manages power generation
facilities and engages in sales and marketing of electric power, natural gas, and
natural gas liquids outside the U.S. It conducts operations through DEI and its
affiliates and its activities principally target power generation in Latin America.
Additionally, International Energy owns a 25% interest in National Methanol
Company (NMC), a large regional producer of methanol and methy! tertiary butyl
ether (MTBE) Jocated in Saudi Arabia. The investment in NMC is accounted for
under the equity method of accounting. In the first quarter of 2012, Duke Energy
completed the sale of International Energy’s indirect 25% ownership interest in
Attiki Gas Supply, S.A (Attiki), a Greek corporation, to an existing equity owner
in a series of transactions that resulted in the full discharge of the related debt
obligation. See Note 13 to the Consolidated Financial Statements, “Investments
in Unconsolidated Affiliates” for additional information. In 2012, International
Energy acquired a 240 MW thermal piant in southern Chile. in addition,
International acquired lberoamericana de Energia thener S.A., which owns and
operates a 140 MW hydro complex. See Note 2 to the Consolidated Finangial
Statements, “Acquisitions and Dispositions of Businesses and Sales of Other
Assets,” for additional information.

International Energy’s customers inciude retail distributors, electric
utilities, independent power producers, marketers and industrial/commercial
companies. International Energy’s current strategy is focused on optimizing the
value of its current Latin American portfolio and expanding the portfolio through
investment in generation apportunities in Latin America.

Intemational Energy owns, operates or has substantial interests in
approximately 4,900 gross MW of generation facilities, For infarmation on Intemational
Energy's generation facilities, see “International Energy” in ltem 2, “Properties.”
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Competition and Regulation

International Energy’s sales and marketing of eleciric power and natural
gas competes directly with other generators and marketers serving its market
areas. Competitors are couniry and region-specific but include government-
owned electric generating companies, local distribution companies with
seli-generation capability and other privately owned efectric generating and
marketing companies. The principal elements of competition are priee and
availabliity, terms of service, fiexibility and reliability of service.

A high percentage of Intermational Energy’s portfelio cansists of baseload
hydroelectric generation facilities which compete with other forms of electric
generation available fo international Energy's custemers and end-users,
including natural gas and fuel oils. Economic activity, conservation, legislation,
governmental reguiations, weather, additional generation capacities and other
factors affect the supply and demand for electricity in the regions served by
international Energy.

Recent legislation in Brazil allowed the renewal of certain concessions
that were granted prior to 1995 and due to expire in 2015 to 2017, if, among
other things, the concession holders dedicated their generation capacity to the
regulated market. International Energy's concessions, which were granted after
1995, were not affected by this legislation. The change in market prices, if any,
from this legislation is not expected to have a significant impact on fnternational
Energy’s earnings and cash flows because its generatien capacity is highly
contracted through 2016,

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 Other. While
itis not an operating segment, Other primarily includes unatlocated corporate
interast expense, certain unallocated corporate costs, Bison Insurance Company
Limited (Bisen), 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's effective 60% interestin Duke Energy Trading
and Marketing, LLC (DETM), which management is currently in the process of
winding down.

Bison's principal activities as & capiive insurance enfity include the
indemnification of various business risks and losses, such as property, business
interruption, workers' compensation and generai liability of subsidiaries and
affifiates of Duke Energy. DukeNet develops, owns and operates a fiber oplic
communications network, primarily in the southeast U.S., serving wireless, local
and long-distance communications companies, Internet service providers and
other businesses and organizations.

Regulation

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

GEOGRAPHIC REGIONS

For a discussion of Duke Energy's foreign operations see “Management's
Discussion and Analysis of Results of Operations” and Note 3 to the
Consolidated Financial Statements, “Business Segments.”

EMPLOYEES

0On December 31, 2012, Duke Energy had 27,885 employess. A total of
5,784 operating and maintenance employees were represented by unions.
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EXECUTIVE OFFICERS OF DUKE ENERGY

Lynn J. Good 53 Executive Vice President and Chief Financial Officer. Ms. Good assumed her current position in July 2009, in November 2007, Ms. Good
began serving as President, Commercial Businesses. Prior to that, she served as Senior Vice President and Treasurer since December 2006;
prior o that she served as Treasurer and Vice President, Financial Planning since October 2006; and prior to that she served as Vice President
and Treaswrer 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, Finance and Controller of Cinergy from
November 2003 fo August 2005.

Dhiaa M. Jamil 5 Executive Vice President and Chief Nuclear Officer. Mr. Jamil assumed his position as Chief Nuclear Officer in February 2008. He also served
as Chief Generation Officer for Duke Erergy from July 2009 to June 2012. Prior to that hie served as Senior Vice President, Nuclear Support, Duke
Energy Carolinas, LLC since Januasy 2007; and prior to that ke served as Vice President, Catawba Nuclear Station, since July 2003,

Julia $. Janson 48 Executive Vice President, Chief Legal Officer and Corporate Secretary. Ms. Janson assumed her position as Executive Vice President,
Chief Legal Oficer and Corporate Secretary in December 2012. Prior to that she had held the position of President of Duke Energy Ohio and Duke
Energy Kentucky since 2008. She also held the position of Senior Vice President of Ethics and Compliance and Corporate Secretary for Duke
Energy after its merger with Cinergy. Ms. Janson served as Chief Compliance Officer and Corporate Secretary for Ginergy since 2000,

Marc E. Manly 60  Executive Vice President and President, Commercial Businesses. Mr. Manly assumed the position of Executive Vice President and
President, Commercial Businesses in Becember 2012. Prior to that he had held the positions of Chief Legal Officer since Aprit 2006, upon the
merger of Dike Energy ard Cinergy. He also held the position of Corporate Secretary from December 2008 until June 2032, Until the merger of
Duke Energy and Cinergy, Mr. Manly served as Executive Vice President and Chief Legal Officer of Cinergy since November 2002,

James E. Rogers 65 Chairman, President and Chief Executive Officer. Mr. Rogers assumed the role of Chief Executive Officer and President in April 2006, upon
the mexger of Duke Energy and Cirergy 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 53 Executive Vice President and Chicf Operating Officer, Regufated Utifities. Mr. Trent assumed his current position in December 2012. He
previously held the position of Executive Vice President, Regulated Utilities upon the merger with Progress Energy in July 2012 and prior to that,
President, Commercial Businesses from July 2009 until July 2012, Prior to that he served as Group Executive and Chief Strategy, Policy and
Regulatary Officer since May 2007. Prior to that he served as Group Executive and Chief Strategy and Pelicy Officer since Gctober 2006 and prior
to that he served as Group Executive and Chief Development Officer 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 and Secretary of Duke Energy since March
2005. Prior to that he served as General Counsel, Litigation of Duke Energy from May 2002 to March 2005.

Jennifer L. Weber 46 Executive Vice President and Chief Human Resources Officer. Ms. Weber assumed her current pasition in January 2611. Prior to that she
served as Serior Vice President and Chief Human Resources Officer since November 2008, Prior to that she served as Senior Vice President of
Human Resources at Scripps Networks Interactive from 2005 to 2008.

Lloyd M. Yates 52 Executive Vice President, Regulated Utilities. M. Yates assumed his position as Executive Vice President, Regulated Utilities in November
2012. Prior to that, he was named Executive Vice President, Customer Operations in July 2012, upon the merger of Duke Energy and Progress
Energy. Mr. Yates served as Chief Executive Officer, Progress Energy Carolinas, tnc. fram July 2007 until June 2012.

Steven K, Young 54 Vice President, Chisf Accounting Officer and Controlffer. M. Young assumed the role of Chief Accounting Officer in July 2012. He assumed
the role of Controtler in December 2006. Prior to that he served as Vice President and Controller singe 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 Coniroller of Duke Energy since fune 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 or appointed.

There are no family relationships between any of the executive officers, nor any arrangement or understanding between any executive officer and any other
persan involved in officer selection.
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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 Crergy Registrants
include, but are not imited to:

« The Clean Air Act (CAA), as well as state faws and regulations impacting
air emissions, incfuding State Implementation Plans related fo existing
and new national ambient air quality standards for ozone and particutate
matter. Owners and/or operators of air emission sources are responsible
for obtaining permits and for annual compliance and reporting.

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

The Comprehensive Enviranmental Response, Compensation and
Liahility Act, which can require any individual or entity that currently
owns or in the past may have owned or operated a disposal site, as
weil as transporters or generators of hazardous substances senttoa
disposal site, to share in remediation costs.

The Solid Waste Disposal Act, as amended by the Resource
Censervation 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 potential
Global Climate Change legislation and the potential impacts such legistation
could have on the Duke Energy Registranis’ operations. Additionally, other
recently passed and potential future environmenta! laws and regulations could
have a significant impact en the Duke Energy Registrants’ results of operations,
cash flows or financial position. Howevey, if and when such laws and regulations
become effective, the Duke Energy Registrants will seek appropriate regulatory
recovery of costs to comply within its regulated operations.

For more informatign on environmentaf matters involving the Duke
Energy Registrants, including possible liability and capital costs, see Notes 4
and 5 to the Consolidated Financiai 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 Statements,
“Commitments and Contingencies,” compliance with current international,
federal, state and local provisions regulating the discharge of materials into the
environment, or otherwise protecting the envirenment, is incorporated into the
routine cost structure of our various business segments and is not expected fo
have a material adverse effect on the competitive position, consolidated results
of operations, cash flows or financial position of the Duke Energy Registrants.

Duke Energy Subsidiary Registrants

Duke Energy Carolinas

Duke Energy Carglinas generates, transmits, distributes and sells
electricity in central and western North Carolina and western South Carolina.
Duke Energy Carolinas is subject to the regutatory 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 efectricity. Substantially all of Franchised Electric operations are
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repulated and qualify for regulatory accounting treatment. For additional
information regarding this business segment, including financial infermation,
see Note 3 to the Consolidated Financial Statements, “Business Segments.”

Duke Energy Carolinas” service area covers approximately 24,000 square
miles and supplies electric service to 2.4 million resicential, commercial and
industrial customers. See Item 2. “Properties” for further discussion of Duke
Energy Carolinas' generating facilities, transmission and distribution,

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

Progress Energy

Progress Energy, Inc. is a public utility holding company primarily engaged
in the regulated electric utility business. Headquartered in Raleigh, North
Carolina, it owns, directly or indirectly, all of the outstanding common stock of
its utifity subsidiaries, Progress Energy Carolinas and Progress Energy Florida.
When discussing Progress Energy's financial information, it necessarily includes
the results of Progress Energy Carolinas and Progress Energy Florida.

Progress Energy is subject to the regulatory provisions of the NCUC, the
PSCSC, the FPSC, the NRC and the FERC, Progress Energy operaies in one
reportable segment, Franchised Electric, which generates, transmits, distributes
and sells electricity in portions of North Carolina, South Carolina and Florida.
Substantially alt of Franchised Electric operations are regulated and qualify
for regulatory accounting treatment. For additional information regarding
this business segment, including financial information, see Note 3 to the
Consclidated Financial Statements, “Business Segments.”

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

Progress Energy Carolinas

Progress Energy Carolinas is a regulated public utility founded in North
Carolina in 1908 and is primarily engaged in the generation, transmission,
distribution and sale of electricity in portions of North and South Caralina.
For information about Progress Energy Carolinas’ generating plants, see
Item 2, “Properties.” Progress Energy Carolinas is subject to the regulatory
provisions of the NCUC, the PSCSC, the NRC and FERC. Progress Energy
Carolinas operates one reportable business segment, Franchised Electric,
which generates, transmits, distributes and sells electricity. Substantially
all of Franchised Electric operations are regulated and qualify for regulatory
accounting treatment. For additional information regarding this business
segment, including financial information, see Note 3 to the Consolidated
Financial Statements, “Business Segmenis.”

Progress Energy Garalinas’ service area covers approximately
34,000 square miles, including a substantial portion of the coastal plain of
North Carolina extending from the Piedmont to the Atlantic coast between
the Pamlico River and the South Carolina border, the lower Piedmant section
of North Carolina, an area in western North Carolina in and around the city
of Asheville and an area in the northeastem portion of South Carolina. At
December 31, 2012, Progress Energy Carolinas was providing electric services
to approximately 1.5 million residential, commercial and industrial customers.

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

Progress Energy Florida

Progress Energy Florida is a regulated public utility founded in Florida in
1899 and is primarily engaged in the generation, transmission, distribution and
sale of electricity in partions of Florida. For information about Progress Energy
Florida's generating plants, see ltem 2, "Properties.” Progress Energy Florida is
subject to the regulatory provisions of the FPSC, the NRC and FERC. Progress
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Energy Florida operates one reportable business segment, Franchised Electric,
which generates, transmits, distributes and sells electricity. Substantially
alk of Franchised Electric operations are regulated and qualify for regulatory
accounting treatment. For additional information regarding this business
segment, including financial information, see Note 3 to the Consolidated
Financial Statements, “Business Segments.”

Progress Energy Florida's service area covers approximately 20,000
square miles in west-central Florida, and includes the densely populated
areas around Orlando, as well as the cities of St. Petersburg and Clearwater.
Progress Energy Florida is interconnected with 22 municipal and 9 rural electric
tooperative systems. At December 31, 2012, Progress Energy Forida was
providing electric services to approximatety 1.7 million residential, commercial
and industrial customers.

The remainder of Progress Energy Florida's aperations is presented
as Other. Although it is not considered a busingss segment, Other primarily
includes certain governance costs allocated by its ultimate parent, Duke Energy.

Duke Energy Ohio

Duke Energy Ohio is a wholly ewned subsidiary of Cinergy, which is a
wholly owned subsidiary of Duke Energy. Duke Energy Ohio is a combination
electric and gas public utility that provides service in southwestern Ohio and
northern Kentucky through its wholly owned subsidiary Duke Energy Kentucky,
as well as electric generation in parts of Ohio, lilinois, and Pennsylvania. Duke
Energy Ohio's principal lines of business include generation, transmission and
distribution of electricity, the sale of and/or transportation of natural gas, and
energy marketing. Duke Energy Kentucky's principal lines of business include
generation, transmission and distribution of electricity, as well as the sale of
and/or transportation of natural gas. References herein to Duke Energy Dhio
include Duke Energy Ohio and its subsidiaries. Duke Energy Ohio is subject to
the regulatory provisions of the PUCG, the KPSC and FERC.

Duke Energy Ohio Business Segments. At December 31, 2012, Duke
Energy Ohio operated two business segments, both of which are considered
reportable segments under the applicable accounting rules: Franchised
Electric and Gas and Commergial Power. For additional information on each
of these business segments, inciuding financial information, see Note 3 to the
Consolidated Financial Statements, “Business Segments.”

The following is a brief description of the nature of operations of each of
Duke Engrgy 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 located in Ohio and Kentucky, including its regulated electric
generation in Kentucky. Franchised Electric and Gas ptans, constructs,
operates and maintains Duke Energy Ohio’s transmission and distribution
systems, which transmit and distribute electric energy to consumers in
southwestern Ohio. In addition, Franchised Electric and Gas plans, constructs,
operates and maintains Duke Energy Kentucky's generation assets and
transmission and distribution systems, which generate, transeit and distribute
electric energy to consumers in and northern Kentucky. Franchised Electric and
Gas also transports and selis natural gas in southwestern Ohio and northern
Kentucky. Substantially all of Franchised Electric and Gas™ operations are
regulated and, accordingly, these operations qualify far regulatory accounting
treatment.

Duke Energy Ohio's Franchised Electric and Gas service area covers
3,000 square miles and supplies electric service to 830,000 residential,
commercial and industrial customers and provides regulated fransmission
and distribution services for natural gas to 500,000 customers. See Item 2.
“Properties” for fusther discussion of Duke Energy Ohio's Franchised Electric
and Gas generating facilities.

Commercial Power, Commercial Power owns, operates and manages
power plants and engages in the wholesale marketing and procurement of
electric power, fuel and emission allowances related to these plants, as well
as other contractual positions. Gommercial Power’s generation operations
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consists primarily of coal-fired generation assets located in Ohie and gas-fired
nonregulated generation assets which are dispatched infto wholesale markets
ang receive capacity revenues at market rates. These assets are comprised of
6,825 net MW of power generation primarily located in the Midwestern U.S. The
asset portfolio has a diversified fuel mix with baseload and mid-merit coai-fired
units as well as combined cycle and peaking natural gas-fired units. The
coal-fired generation assets were dedicated under the Duke Energy Ohig ESP
through December 31, 2011. 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. See Wtem 2. “Properties,” for further discussion of Duke Energy
Dhio's Commercial Power generating facilities.

The PUCO approved Duke Energy Ohio's new ESP in November 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 provision for
a non-bypassable stability charge of $110 million per year ta be collected from
2012-2014 and requires Duke Energy Ohio to transfer its generation assets
to a nonregulated affiliate on or before December 31, 2014. As a result of the
new ESP, the energy from Duke Energy Ohio's coal-fired generation assets no
longer serve retail load customers or receive negotiated pricing under the ESP.

Effective January 1, 2012, Duke Energy Ohio completed its RTO
realignment to PJM, and operates as an FRR entity through May 31, 2015.
As an FRR entity, Duke Energy Ohio is required to self supply capacity for the
Duke Energy Ohio load zone.

See Note 4 to the Consolidated Financial Statements, “Regulatory
Matters,” for further discussion related to regulatory filings.

In 2012, 2011, and 2010 Duke Energy Ohio earned approximately 36%,
24%, and 13%, respectively, of its consolidated operating revenues from
PIM. These revenues relate to the sale of capacity and electricity from all of
Duke Energy Ohio's nonregulated generation assets in 2012 and its gas-fired
nonregulated generation assets in 2011 and 2010.

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

Duke Energy Indiana

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

Duke Energy Indiana’s service area covers 23,000 square miles. Duke
Energy Indiana supplies electric service to 790,000 residential, commercial
and industrial customers. See [tem 2. “Properties” for further discussion of
Duke Energy Indiana’s generating facilities, transmission and distribution.

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

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.
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The Duke Energy Registrants’ franchised electrig revenues, earnings

and results are dependent on state legislation and regulation that affect
electric generation, transmission, distribution and refated activities, which
may limit their ability to recover costs.

The Duke Energy Registrants’ franchised electric businesses are regulated
on a cost-of-service/rate-of-return basis subject to the statutes and regulatory
commission rules and procedures of North Carolina, South Carolina, Flosida,
Ohio, Indiana and Kentucky. If the Duke Energy Registrants’ franchised electric
eamings exceed the returns established by the state regulatory commissions,
retail electric rates may be subject to review and possible reduction by the
commissions, which may decrease the Duke Energy Registrants’ future
earnings. Additionally, if 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.

I tegislative and regulatory structures were to evolve in such a way
that the Duke Energy Registrants' exclusive rights to serve their franchised
custemers were eroded, their future earnings could be negatively impacted.

The Duke Energy Registrants’ plans fer future expansion and
modernization of their generation fleet subject them to risk of failure
to adequately execute and manage their 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 their results of
operations, cash flows or financiai position.

The completion of the Duke Energy Registrants’ anticipated capital
investment projects in existing and new generation facilities is subject to many
construction and devetopment risks, including, but not limited to, risks related to
financing, abtaining 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
angd recovering costs in a timely manner could materially impact the Duke Energy
Registrants' cansolidated financial position, results of operations or cash flows,

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

Increased competition resulting from deregulation or restructuring efforts,
including fram the Energy Policy Act of 2005, could have a significant adverse
financial impact on the Duke Energy Registrants and consequently on their
results of operations, financial position, or cash flows. Increased competition
could also result in increased pressure {0 lower costs, including the cost of
electricity. Retail competition and the unbundling of regulated energy and gas
service could have a significant adverse financial impact on the Duke Energy
Registrants due to an impairment of assets, a loss of retail customers, lower
profit margins or increased costs of capital. The Duke Energy Registrants cannat
predict the extent and timing of entry by additienal competitors into the electric
markets. The Duke Energy Registrants cannot predict when they will be subject
to changes in legislation or regulation, ner can they predict the impact of these
changes on their financial position, results of operations or cash flows.

The ability of the Duke Energy Registrants to recover significant costs
resulting from severe weather events is subject to regulatory oversight,
and the timing and amount of any such recovery is uncertain and may
impact their financial condition, results of operations and cash flows.

The Duke Energy Registrants are subject te incurring significant costs
resulting from damage sustained during severe weather events. If the Duke
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Energy Registrants cannot recover costs associated with future severe weather
events in & timely manner, or in an amount sufficient to cover our actual

costs, their financial condition, results of operations and cash flows could be
matenally and adversely impaties.

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

Certain regulatory and legislative 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
improvements in or applications of technology could lead to declines in per
capita energy consumption. To the extent conservation resuits 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, conservation could have
a negative impact depending on the regulatory treatment of the asseciated
impacts. The Duke Energy Registrants currently have energy-efficiency riders in
place to recover the cost of energy-efficiency piograms in North Carolina, South
Carolina, Flarida, 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.

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

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

The Duke Energy Registrants are subject to numerous environmental laws
and regulations that require significant capital expenditures that can
increase cost of operations, and which may impact or limit business plans,
or cause exposure to environmental liabilities.

The Duke Energy Registrants are subject o numerous environmental
laws and regulations affecting many aspects of their present and future
operations, including air emissions, water quaity, wastewater discharges,
solid waste and hazardous waste, These laws and regulations can result in
increased capital, operating, and other costs. These laws and regulations
generally require the Duke Energy Registrants to obtain and comply with a wide
varigty of environmental licenses, permits, ingpections and other approvals.
Compliance with environmentai laws and regulations can require significant
expenditures, including expenditures for cleanup costs and damages arising
from contaminated properties, and failure to comply with environmental
regulations may 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 their facilities are in compliance could
be prohibitively expensive. As a result, the Duke Energy Registrants may be
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required to shut down or alter the operatien of their facilities, which may
cause the Duke Energy Registrants o incur losses. Further, the Duke Energy
Registrants’ regulatory rate structure and their contracts with customers may
not necessarity allow for the recovery of capital costs incurred to comply with
new environmental regulations. Alsa, the Duke Energy Registrants may nat

be able to obtain or maintain from time to time all required environmental
regulatory approvals for their operating assets or development projects. Delays
in obtaining any fequired environmental regulatory appravals, failure to ebfain
and comply with them or ¢hanges in environmental laws or regulaticns to
more stringent comphance levels could result in additional costs of operation
for existing facilities or development of new facilities being prevented, delayed
of subject to additional 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 position, resuits of operations
or cash fiows, no assurance ¢an 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 fiy ash. These regulations may
require the Duke Energy Registrants to make additional capital expenditures and
increase operating and maintenance costs.

QOther potential new environmental regulations, fimiting the use of coal
acquired from mountaintop removal and imposing additional requirements on
water discharges associated with mountaintop removal, could increase costs of
fuel and require the Duke Energy Registrants to make additional related capital
expenditures. In addition, the Duke Energy Registrants are generally responsible
for on-site liabilities, and in some cases off-site liabilities, associated with
the environmental condition of their power generation facilities and natural
gas assets acquired or developed, regardless of witen the liahilities arose and
whether they are known or unknown. In connection with some acquisitions
and sales of assets, the Duke Energy Registrants may obtain, or be required
to provide, indemnification against some environmental liabilities. If the Duke
Energy Registrants incur a material liability, or the okher party to a transaction
fails to meet its indemnification obligations, the Duke Energy Registrants could
suffer material losses.

The Buke Energy Registranis’ sales may decrease if they are unable to gain
adequate, reliable and affordable access to transmission assets.

The Duke Energy Registrants depend on transmission and distribution
facilities owned and operated by ufilities and ether energy companies to deliver
electricity sold to the wholesale market. FERC's power transmission regulations,
as well as those of Duke Energy’s international markets, require wholesale electric
transmission services to be offered on an open-access, non-discriminatory basis.
If transmission is disrupted, or if transmission capacity is 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 who oversee the
transmission systems in regional power markets have imposed in the past,
and may impose in the future, price limitations znd other mechanisms to
address volatility in the power markets. These types of price limitations and
other mechanisms may adversely impact the profitability of the Duke Energy
Registrants’ wholesale power marketing business.

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 subsidiar-
ies are unable to maintain investment grade credit ratings, they would be
required under credit agreements te provide collateral in the form of letters
of credit or cash, which may materially adversely affect their liguidity.

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 their senior
unsecured long-term debt or that of their rated subsidiaries will be rated
investment grade in the future,

If the rafing agencies were to rate the Duke Energy Registrants or their
rated subsidiaries helow investment grade, the entities’ borrowing costs wauld
increase, perhaps significantly. In addition, their potential pool of investors and
funding sources would likely decrease. Further, if the Duke Energy Registrants’
short-term debt rating were to fall, access to the commercial paper market
could be significantly limited. Any downgrade 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 fimited, which
in turn could increase their need to provide Yiquidity in the form of capital
contributions or loans to such subsidiaries, thus reduging the liquidity and
borrowing availability of the consolidated group. A reduction in liquidity and
borrowing availability could ultimately impact the ability to indefinitely reinvest
the earnings of its international eperations, which could result in significant
income taxes that woutd have a material adverse effect on Duke Energy's
results of operations.

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

The Duke Energy Registrants are exposed to credit risk of the customers
and counterparties with whom they Go 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 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 fiows,
financial position or results of eperations.

The Duke Energy Registrants’ operating results may fluctuate on a
seasonal and quarterly basis and can be negatively affected by changes in
weather conditions and severe weather.

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

Sustained severe drought conditions could impact generation by the
Duke Energy Registrants’ hydroelectric plants, as well as their fossil and
nuclear plant operations, as these facilities use water for cooling purposes
and for the operation of envirenmental compliance equipment. Furthermore,
destruction caused by severe weather events, such as hurricanes, tornadoes,
severe thunderstorms, snow and ice storms, can result in lost operating
revenues due to outages; property damage, including downed transmission
and distribution lines; and additional and unexpected expenses to mitigate
storm damage.
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The Duke Energy Registrants are involved in numerous legal proceedings,
the outcomes of which are uncertain. Adverse resolution of these matters
could negatively affect the Duke Energy Registrants’ financial position,
results of operations or cash flows.

The Duke Energy Registrants are subject to numerous legal proceedings,
including claims for damages for bodity injuries alleged to have arisen prior
to 1985 from the exposure to or use of ashestos 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. It is reasonably possible that the final resolution of some of
the matters could require additional expenditures, in excess of established
reserves, aver an extended period of time and in a range of amounts that could
have a material effect on the Duke Energy Registrants' cash flows and results
of operations. Similarly, it is reasonably possible that the terms of resolution
could reguire the Duke Energy Registrants to change business practices and
procedures, which could alse have a material effect on their 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
their control,

Sustained downturns or sluggishness in the economy generally affect the
markets in which the Duke Energy Registrants operate and negatively influence
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 cash flows, especially as industrial
customers reduce production and, therefore, consumption of electricity and gas.
Although the Duke Energy Registrants' franchised electric and gas business
is subject to regulated allowable rates of return and recovery of certain costs,
such as fuel under periodic adjustment clauses, overall declings in electricity
sold as a resulf of economic downturn 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 operations and cash flows 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 their capital investments through mandated rates, and revenues and results
of operations ae likely to depend, in large part, upon prevailing market prices.
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 their results of operations.

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

« weather conditions, inchuding abnormally mild winter or summer
weather that cause lower energy usage for heating or cooling purposes,
respectively, and periods of low rainfall that decrease the Duke Energy
Registrants' ahility to operate its facilities in an economical manner;

= supply of and demand for energy commodities;

« transmission of transportation consiraints or inefficiencies which
impact the Duke Energy Registrants' nonregulated energy operations;

« availability of competitively priced alternative energy sources, which
are preferred by some customers over electricity produced from coal,
nuclear or gas plaats, and of energy-efficient equipment which reduces
energy demand;
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= natural gas, crude oil and refined praducts production levels and prices;

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

* electric generation capacity surpluses which cause the Duke Energy
Registrants’ nonregulated energy plants to generate and sell less
electricity at lower prices and may cause some plants to become
non-ggonomical to operate; and

* gapacity and transmission service into, or out of, the Duke Energy
Registrants' markets.

(Coal 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 effact an foad. Continuation of these factors for an
extended period of time could result in additional costs of managing the coal
inventory or other costs. If these costs are not recoverable the Duke Energy
Registrants’ resuits of operations could be negatively impacted.

Fluctuations in commodity prices or availability may adversely affect
various aspects of the Duke Energy Registrants’ operations as well as their
financial condition, results of operations and cash flows.

The Duke Energy Registrants are exposed fo the effects of market
fluctwations in the price of natural gas, coal, fuel ¢il, nuclear fuel, electricity
and other energy-related commodities, including emission allowances, as a
resuit of their ownership of energy-related assets. Fuel costs are recovered
primarily through cost-recovery tlauses, subject to the approval of state utility
commissions. Additionally, the Duke Energy Registrants have hedging strategies
in place to mitigate fluctuations in commodity supply prices, but to the extent
that these do not cover the entire exposure fo commodity price fluctuations,
or their hedging procedures do not work as planned, there can be no assurances
that the Duke Energy Registrants’ financial performance will not be negatively
impacted by price fluctuations. Additionally, the Duke Energy Registrants are
exposed to risk that counterparties will not be able to perform their obligations.
Should counterparties fail to perform, the Duke Energy Registrants might
be forced to replace the underlying commitment at prevailing market prices
possibly resulting in losses in addition to the amounts, if any, already paid to the
counterparties.

Certain of the Duke Energy Registrants hedge agreements may resuit
in the receipt of, or posting of, derivative collateral with counterparties,
depending on the daily derivative position. Fluctuations in commadity prices
that lead to the return of collateral received and/or the posting of collateral
with counterpaties negatively impact our liquidity. Downgrades in the Duke
Energy Registrants’ credit ratings could lead to additional coliateral posting
requirements, The Duke Energy Registrants continually monitor derivative
positions in relation to market price activity.

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

The costs of providing non-contributory defined benefit pension plans
are dependent upon a number of factors, such as the rates of return on plan
assets, discount rates, the level of interest rates used to measure the required
minimum funding levels of the plans, fufure government regulation and required
or voluntary contributions made to the plans. The Subsidiary Registrants
participate in emplayee benefit plans sponsored by Duke Energy or Progress
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 plan assets and
depending upon the other factors impacting costs as listed abave, Duke Erergy
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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 obligations, could have a material impact on the Duke Energy
Registrants’ financial position, resuits of operations or cash flows.

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

The continued threat of terrorism and the impaet of retaliatory military and
other action by the U.S. and its allies may lead o increased political, economic
and financial market instability and volatility in prices for natural gas and oil
which may have material adverse affects in ways the Duke Energy Registrants
cannot predict at this time. In addition, future acts of terrorism and any possible
reprisals as a tonsequence of action by the U.S. and its alfies could be directed
against companies operating in the U.S, or their international affiliates. Cyber
systems, infrastructure and generation facilities such as the Duke Energy
Registrants” nuclear plants could be potential targats of terrorist activities
o harmful agtivities by individuals or groups. The potential for terrorism has
subjected the Duke Energy Registrants’ operations t¢ increased risks and
could have a material adverse effect on their busingsses. In particular, the
Duke Energy Registrants may experience increased capital and operating costs
to implement increased security for their Cyber systems and ptants, including
nuclear power plants under the NRC's design basis threat requirements, such
as additional physical plant security, additional securiy personnel or additional
capability following a terrorist incident.

The insurance industry has also been disrupted by these potential
events, As a result, the availability of insurance covering risks the Duke Energy
Registrants and their competitors typically insure against may decrease.

In addition, the insurance the Duke Energy Registrants are able te obtain may
have higher deductibles, higher premiums, lower coverage limits and more
restrictive policy terms.

Information security risks have generally increased in recent years as a
result of the proliferation of new technologies and the increased sophistication
and activities of cyber attacks. Through our smart grid and other initiatives, the
Duke Energy Registrants have increasingly connected equipment and systems
related to the generation, transmission and distribution of electricity to the
internet, Because of the critical nature of the infrastructure and the increased
accessibility enabled through connection to the Internet, the Duke Enargy
Registrants may face a heightened risk of eyber attack. In the event of such an
attack, the Duke Energy Registrants could have business operations disrupted,
property damaged and customer information stolen; experience substantial
loss of revenues, response costs and otiter financial ioss; and be subject to
increased ragulation, litigation and damage to our reputation.

Additional risks and uncertainties not currently known to the Duke Energy
Registrants or which they currently deem to be immaterial also may materially
adversely affect the Duke Energy Registrants’ financial condition, results of
operations or cash flows.

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

Certain events, such as an aging workforce, mismatch of skill set or
complement to future needs, or unavailabilty of contract resources may tead
1o operating challenges and increased costs. The challenges include lack
of resources, loss of knowledge base and the lengthy time required for skill
development. In this case, costs, including costs for cantractors to replace
employees, productivity costs and safefy costs, may rise. Faiture 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 ¢ost of contract labor may adversely affect the ability
1o manage and operate the business. 1t the Duke Energy Registrants are
unable to successfully attract and retain an appropriately qualified workforce,
their financial position or results of operations could be negatively affected.
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The Duke Energy Registrants rely on access to short-term borrowings and
longer-term capital markets to finance their capital requirements and
support their liquidity needs. Access to those markets can be adversely
affected by a number of conditions, many of which are beyond the Duke
Energy Registrants’ control.

The Duke Energy Registrants’ businesses are financed to a large
degree through debt and the maturity and repayment profile of debt used to
finance investments often does not correlate to cash flows from their assets.
Accordingly, as a source of liquidity for capital requirements not satisfied by
the cash flow from their operations and to fund investments originally financed
through debt instruments with disparate maturities, Duke Energy and the
Subsidiary Registrants rely on access to short-term money markets as well as
longer-term capital markets and the Subsidiary Registrants also rely on access
to short-term intercompany borrowings. If the Duke Energy Registrants are not
able to access capital at competitive rates or at all, the ability to finance their
operations and implement thair strategy and business plan as scheduled could
be adversely affected. An inability to access capital may limit the Duke Energy
Registrants’ ability to pursue impravements or acquisitions that they may
otherwise rely on for future growth.

Market disruptions may increase the Duke Energy Registrants’ cost
of borrowing or adversely affect their ability to access one ar more financial
markets. Such disruptions could include: economic downturns; the bankruptcy
of an unrelated energy company; capital market conditions generally; market
prices for electricity and gas: terrorist attacks or threatened attacks on their
facilities or unrelated energy companies; or the overall health of the energy
industry. The availability of credit under Duke Energy's revolving 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 a bank from
meeting its obligations under the facility agreement.

Duke Energy maintains revolving credit facilities to provide back-up for
a commercial paper program for variable rate demand tax-exempt bonds that
may be put to the Duke Energy Registrant issuer at the option of the holder
and certain letters of credit at various entities. These facilities typically include
borrowing sublimits for the Subsidiary Registrants and financial covenants
that limit the amaunt of debt that can be outstanding as a pergentage of the
total capital for the specific entity. Failure to maintain these covenants at a
particular entity could preclude Duke Energy from issuing commercial paper or
the Duke Energy Registrants from issuing letters of credit or borrowing under
the revolving credit facility, Additionally, failure to comply with these finangial
covenants ceuld result in Duke Energy being required to immediately pay down
any outstanding amounts under other revalving credit agreements.

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

Duke Energy currently owns and may acquire and/or dispose of material
energy-telated investments and prajects outside the U.S. The ecanamic,
regulatory, market and political cenditions in seme of the countries where Duke
Energy has interests or in which it may explore development, acquisition or
investment opportunities could present risks related to, among others, Duke
Energy's ahility to obtain financing on suitable terms, its customers’ ability
to honor their obligations with respect to projects and investments, delays in
construction, limitations on its ability to enforce legal rights, and interruption of
busingss, as wall as risks of war, expropriation, nationalization, renegotiation,
trade sanctions of nullification of existing contracts and changes in law,
regutations, market rules or tax policy.
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Duke Energy’s investments and projects located outside of the United
States expose it to risks refated to fluctuations in currency rates. These
risks, and Duke Energy's activities to mitigate such risks, may adversely
affect its cash flows and results of operations.

Duke Energy’s operations and investments outside the U.S. expose it
to risks related to fluctuations in currency rates. As each focal currency's
value changes relative to the U.S. dollar — Duke Energy’s principal reporting
currency — the value in U.S. dellars of Duke Energy’s assets and liabilities
in such locality and the cash flows generated in such locality, expressed in
U.S. dellars, also changg. Duke Energy’s primary foreign currency rate exposure
is o the Brazitian Real.

Duke Energy selectively mitigates some risks associated with foreign
currency fluctuations by, among ather 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 some cases, may expose Duke Energy to
other risks that could negatively affect its cash flows and results of operations.

Duke Energy's merger with Progress Energy may not achieve its
intended results.

The merger is expected to 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 subject to a number of uncertainties, including market
conditions, risks related to Duke Energy’s businesses, and whether the business
of Progress Energy is integrated in an efficient and effective manner. Failure to
achieve these anticipated benefits could result in increased costs; decreases
in the amount of expected revenues generated by the combined company and
diversion of management’s time and energy and could have an adverse effect an
the combined company's financia position, results of operations or cash flows.

Duke Energy’s and Progress Energy’s ability to fully utilize tax credits may
be limited.

In accordance with the provisions of Internal Revenue Code
Section 29/45K, Duke Energy and Progress Energy have generated tax credits
based on the content and quantity of coal-based solid synthetic fuels produced
and soid to unrelated parties. This tax credit program expired at the end of
2007. The timing of the uiilization of the tax credits is dependent upon Duke
Energy’s and Progress Energy’s taxable income, The timing of the utilization ¢an
also be impacted by certain substantial changes in ownership, including the
merger of Duke Energy and Progress Energy. Additionally, in the normai course
of business, Duke Energy’s and Progress Energy's tax returns are audited by
the IRS. If Duke Energy’s and Progress Energy's tax credits were disallowed in
whole orin part as a result of an iRS audit, there could be significant additional
tax liabilities and associated interest for previously recognized tax credits,
which could have a material adverse impact on Duke Energy’s and Progress
Energy's eamings and cash flows. Although Duke Energy and Progress Energy
are unaware of any currently propased legislation or new IRS regulations or
interpretations impacting previously recorded synthetic fuels tax credits, the
value of credits generated could be unfavorably impacted by such legislation or
IRS regulations and interpretations.

Duke Energy Carolinas, Progress Energy Carolinas and Progress Energy
Florida may incur substantial costs and liabilities due to their ownership
and operation of nuclear generating facilities.

Ownership interest in and operation of nuclear stations by Duke Energy
Carolinas, Progress Energy Carofinas and Progress Energy Florida subject them
te various risks. These risks include, among ather things: the potential harmful
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effects on the environment and human health resutting from the operation

of nuclear facilities and the storage, handiing and disposal of radioactive
materials; limitations an the amounts and types of insurance commercially
available to cover losses that might arise in cannection with nuclear operations;
and uncertainties with respect to the technological and financial aspects of
decemmissioning nuclear plants at the end of their licensed lives.

Ownership and operation of nuclear generation facilities requires
compliance with licensing and safety-related requirements imposed by the NRC.
In the event of non-compliance, the NRC may increase regulatory oversight,
impose fines, and/or shut down a unit, depending upon its assessment of the
severity of the situation. Revised security and safety requirements promulgated
by the NRC, which could be prompted by, among other things, events within
or outside of Duke Energy Carolinas', Progress Energy Carolinas’ and Progress
Energy Florida's centrol, such as a serious nuclear incident at a facifity owned
by a third party, could necessitate substantial capital and other expenditures, as
well as assessments to cover third-party losses. In addition, if a serious nuclear
incident were to occur, it could have a material adverse effect on Duke Energy
Carolinas’, Progress Energy Carolinas’ and Progress Energy Florida's results of
operations and financial condition.

Ownership and operation of nuclear generation facilities also requires the
maintenance of funded trusts that are intended to pay for the decommissioning
costs of the respective nuclear power plants. As discussed below, poor
investment performance of these decommissioning trusts' holdings and other
factors impacting decommissioning costs could unfavorably impact Duke Energy
Carolinas’, Progress Energy Carolinas’ and Progress Energy Florida's liguidity
and results of operations as they could be required to significantly increase their
cash contributions to the decommissioning trusts.

Market performance and other changes may decrease the value of Duke
Energy Carolinas’, Progress Energy Carolinas’ and Progress Energy
Florida's Nuclear Decommissioning Trust Fund (NDTF) investments, which
then could require significant additional funding,

The parformance of the capital markets affects the values of the assets
held in trust to satisfy future obligations to decemmission nuclear plants. Duke
Energy Carolinas, Progress Energy Carolinas and Progress Energy Florida have
significant obligations in this area and hold significant assets in these trusts.
These assets are subject to market fluctuations and will vield uncertain returns,
which may fall below projected rates of return. Although a number of factors
impact funding requirements, a decline in the market value of the assets may
increase the funding requirements of the obligations for decommissioning
nuclear plants. If Duke Energy Carolinas, Progress Energy Carolinas and
Progress Energy Florida are unable o successfully manage the NDTF assets,
their financial condition, results of eperations and cash tlows could be
nagatively affected.

The costs of retiring Progress Energy Florida's Crystal River Unit 3 could
prove to be more extensive than is currently identified. All costs associated
with retirement of the Crystal River Unit 3 asset, including replacement
power, may not be fully recoverable through the regulatory process.

Early retirement could resuit in continued purchases of replacement power
and/or additional capital and operating costs associated with construction of
replacement capacity resources fo continue to service Progress Energy Florida's
customer needs. However, there is no definitive plan for new generating
capacity at this ime. In addition, exit costs to wind down operations and
ultimately to retire and decommission the plant could exceed estimates and,
if not recoverable through the regulatory process, could adversely affect Duke
Energy's, Progress Energy’s and Progress Energy Florida's financial condition,
results of operations and cash flows.

While the foregoing reflects Progress Energy Florida's curent intentions
and estimates with respect to the retirement of Crystal River Unit 3, the cost
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of replacement power, and the degree of recoverability of these costs, are all
subject to significant uncertainties. Additional developments with respect to
Crystal River Unit 3, costs that are greater than anticipated and recoverability
that is less than anticipated could adversely affect Duke Energy's, Progress
Energy’s and Progress Energy Florida's financial condition, results of eperations
and cash flows.

Duke Energy Ohio’s and Duke Energy indiana’s membership in 2 RTO
presents risks that could have a material adverse effect on their resulis of
operations, financial condition and cash flows.

The price at which Duke Energy Ohio ¢an 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 legislation or regulation,
fransmission 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 RT0s, including the cost of
administering energy markets, are also subject to volatility. PIM Interconnection,
LLC {PJM) conducts Reliability Pricing Madel (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 Respoense and Energy Efficiency resources. Auction prices could
fiuctuate substantiaily over relatively short periods of time, Duke Energy Ohio
cannot predict the outcome of future auctions, but if the auction prices are

ITEM 1B. UNRESOLVED STAFF COMMENTS

sustained at low levels, its results 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 Ghio’s and Duke Energy Indiana’s costs and/
or ravenues, To the degree Duke Energy Ohio and Duke Energy Indiana incur
significant additional feas and increased costs to participate in an RT0, their
results of operations may be impacted. Duke Energy Ohio and Duke Energy
Indiana may be allacated a portion of the cost of transmissien facilities built
by others due to changes in RTO transmission rate design. Duke Energy Ohio
and Duke Energy Indiana may be required to expand their transmission system
according to decisions made by an RTO rather than their own internal planning
process. While RTO transmission rates were initially designed to be revenue
neutral, various proposals and proceedings currently taking place by the FERC
may cause transmission rates to change from time to time. in addition, RT0s
has been developing rules associated with the allocation and methodology of
assigning costs associated with improved transmission reliability, reduced
transmission congestion and firm transmission rights that may have a financial
impact on Duke Energy Ohio and Duke Energy Indiana. Duke Energy Ohio and
Duke Energy Indiana may atso incur fees and costs to participate in RT0s.

As a members of an RTQ, Duke Energy Ohio and Duke Energy Indiana are
subject to certain additional risks, including those associated with the allocation
among RTO members, of fosses caused by unreimbursed defaults of other
participants in the RTQ markets and those associated with complaint cases filed
against an RTO that may seek refunds of revenues previously eamed by RTO
members, including Duke Energy Ohio and Duke Energy Indiana.

None.
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[TEM 2. PROPERTIES

U.S. FRANCHISED ELECTRIC AND GAS

The following table provides information related to USFE&G's electric generation stations as of December 31, 2012. The MW displayed in the table below are

based on summer capacity.

Total MW Owned MW
Facility Capacity Capacity Plant Type Primary Fuel Lecation Qwnership Interest
Duke Energy Carolinas:
(Oconee 2,538 2,538 Nuclear Uranium sC 100%
Catawba® 2,258 435 Nuclear Uramium 3C 19.26
Belews Creek 2,220 2,220 Fossil Steam Coal NC 100
McGuire 2,200 2,200 Nuclear Uranium NG 100
Marshall 2,078 2,078 Fossil Steam Coal NC 100
Cliffside 1377 1377 Fossil Steam Coal NG 100
Bad Creek 1,360 1,360 Hydro Water SC 100
Lincoln 1,267 1,267 Combustion Turbing Gas/0il NC 160
Allgn 1,127 1127 Fossil Steam GCoal NG 100
Rockingham 825 825 Combustion Turbine Gas/0il NC 100
Jocassee 780 780 Hydro Water 5C 100
Buck 620 620 Comibined Cycle Gas WG 100
Dan River 620 620 Combined Cycle Gas NC 100
Mill Creek 596 596 Combastion Turbine Gas/Qil 5C 108
Riverbend® 454 454 Fossil Steam Coal NC 100
Lee 370 370 Fossil Steam Coal 8C 100
Cowans Foed 325 325 Hydro Water NC 100
Buck? 256 756 Fossil Steam Coal NG 100
Keowee 152 152 Hydro Water SC 100
Lee 8z 82 Combustion Turbine Gas/Gil SC 100
Distributed generation 8 8 Ranewahla Solar NG 100
Other smail hydro (26 plants) 660 660 Hydro Water NG/SC 100
Total Duke Energy Carolinas 22,113 20,250
Progress Energy Garolinas:
Roxboro® 2417 2,327 Fossil Steam Coal NC 96.28
Brunswick® 1870 1,527 Nuclear Uranium NC 81.66
Smith 1,084 1,084 Combined Cycle Gas/0il NC 100
HF Lee 28 920 Combined Cycle Gas NG 100
Harris® 960 754 Nuclear Uranium NG 83.83
Wayne County 863 863 Combustion Tuehine Gas/Qil NC 100
Smith 820 820 Combustion Turbine Gas/0il NC 100
Darlington 790 790 Combustion Turbine Gas/0il SC 100
Mayo® 727 609 Fossil Steam Coal NG 83.83
Robinson 724 724 Nuclear Uranim G 100
Sutton® 575 575 Fossil Steam Coal NC 100
Asheville 376 376 Fossil Steam Coal NC 100
Asheville 324 324 Combustion Turbine Gas/0il NC 100
Weatherspoon 131 131 Combustion Turbine Gas/0il NC 100
Walters 112 112 Hydro Watar NC 100
Tillery 87 87 Hydro Water NC 100
Sutton 61 61 Combustion Turbine Gas/0il NC 100
Blewett 52 52 Combustion Turbine 0il NG 100
Cape Fear 35 3 Combustion Turbine Qil NG 100
Blawett 22 yeJ Hydro Water NC 100
Robinson 11 11 Combustion Turbing Gas/0il SC 100
Marshall 4 4 Hydro Water NC 100
Total Progress Energy Carolinas 12,905 12,208
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Total MW Owned MW
Facility Capatity Capacity Plant Type Primary Fuel Location Ownership Interest
Progress Energy Florida:
Crystal River 2,295 2,295 Fossil Steam Coal FL 100%
Hines 1912 1917 Combined Cycle Gas/0il FL 100
Bartow 1,133 1,133 Combined Cycle Gas/0il FL 100
Anclote Lon 1,011 Fossil Steam Gas/0il FL 109
Intercession Gity™ 982 982 Combustion Turbing Gas/0il FL (©
Crystal River Unit 39 860 789 Nuclear Uranium FL 91.78
DeBayy 638 638 Combustion Turbine Gas/0il FL 160
Tiger Bay 205 205 Combined Cycle Gas FL 100
Bartow 177 177 Combustion Turbing Gas/0il FL 100
Bayboro 174 14 Combustion Turbing )] FlL 10D
Suwannee River 155 155 Combustion Turbine Gas/0il FL 100
Turner 137 137 Combustion Turbine 0il fl 100
Suwannee River 129 129 Fossil Steam Gas/0il FL 100
Higgins 105 165 Combustion Turbine Gas/Gil fL 100
Avon Park 43 48 Combustion Turbine Gas/0il Fl. 100
University of Florida Cogeneration a6 48 Combustion Turbine Gas FL 100
Rio Pinar 12 12 Combustion Turbine 0il FL 100
Yotal Progress Energy Florida 10,019 9,948
Duke Energy Chio:
East Bend® 600 414 Fossil Steam Coal KY 69
Woodsdala 162 462 Combustion Turbine Gas/Propane OH 100
Miami Fort (Unit 6) 163 163 Fossil Steam Coal OH 100
Total Duke Energy Ohio 1,225 1,039
Duke Energy Indiana:
Gibson® 3,132 2822 Fossil Steam Goal IN 90.1
Cayuga® 1,005 1,005 Fossil Steam Coal/Gil IN 100
Wabash River™ 676 676 Fossil Steam Coal/il I 100
Madison 576 b6 Combustion Turbine Gas OH 100
Vermillipn® 568 359 Combustion Turbine Gas IN 62.5
Wheatland 460 460 Combustion Turbine Gas IN 100
Noblesville 285 285 Combined Cycle Gas N 10D
Gallagher 280 280 Fossil Steam Coal IN 100
Henry County 129 14 Combustion Turbing Gas IN 100
Cayuga 99 9 Gombustien Turbine Gas/0il IN 100
Connersvilfe 86 8 Combustion Turbine Qit N 100
Miami Wabash 80 80 Combustion Turbine Oif IN 100
Maskland 45 45 Hydro Water N 100
Total Duke Energy Indiana 7421 6,898
Total USFE&G 53,743 50,443
Totals by plant type:
Nuclear 11,350 8,967
Fossit Steam 21,268 20,564
Combined Cycle 6,779 6.779
Combustion Turbine 10,791 10,578
Hydro 3,547 3,547
Renewable 8 8
Total USFESG 53,743 50,443

(aj  This generation facility s jointly owned by Duke Energy Carolinas, along with Norih Carofina Mumicipal Power Agency Number 1, Nerth Caralina Flectric Membership Carporation and Piedmant Municipal Fawer Agency.

() This generation facility is jointly owned by Progress Energy Carolinas and the North Carofina Eastern Municipal Power Agency.

(¢} Progress Energy Florida owns and operates Intercession City Station Units 1-10 ang 12-14. Unit 11 is jointly owned by Progress Enecgy Florida and Georgia Power Company. Georgia Power Company has the exclusive right to

the output of this unit during the months of June through September. Progress Energy Flerida has the exclusive right to the output of this unit for the remainder of the year.

Due to the extended outage at the Ceystal River Unit 3 nuclear generating unit that began in Septeraber 2009 and the retated delaminations, no nuclear power was generated in 2012, 2011 or 2010. This generation facility is

owned by Progress Energy Florida and various municipal electric companies. In February 2013, Duke Energy announced the retirement of Crystal River Unit 3.

(e} This generation facility is jointly owned by Duke Energy Ohio and a subsidiary of The AES Corporation.

(N Duke Energy Indiana owns and operates (fibsan Station Units 1-4 and owns 50.05% of Unit 5, but is the operator. Unit 5 is jointly owned by Duke Energy Indiana, Wabash Valley Power Association, Inc. and Indiana Municipal
Fower Agency.

g} Includes Cayuge Internal Combustion (10},

{d
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(M Includes Wabash River IC.
() This generation facility is jointly owned by Duke Energy Ingiana and the Wabash Valley Power Association.
(3 Duke Energy has announced plans to retire these plants in 2013.

The following table provides information related to USFE&G’s electric transmission and distribution properties as of December 31, 2012.

Duke Progress Progress Duke  Duke
Energy  Energy  Energy Energy Energy Total
Carolinas Carofinas  Florida  Ohio [ndiana  UISFE&G
Electric transmission lines:
Miles of 525 KV 600 300 200 — — L100
Miles of 345 KV — — — 1,000 o0 1,700
Miles of 230 KY 2,600 3300 1,700 — 700 8300
Miles of 100 to 161 KV 6,800 2,600 1,000 700 1400 12500
Miles of 13 to 69 KV ‘ 3,100 — 2200 800 2500 8600
Total conductor miles of electric transmission lines 13,100 6200 5100 2500 5300 32,200
Electri distribution lines:
Miles of overhead lines 66,700 44,600 52,000 14000 22,600 199,900
Miles of underground line 35000 22400 18700 5600 8300 90,000
Total conductor miles of electric distribution lines 101,700 67,000 70,700 19,600 30,900 289,900
Number of electric transmission and distribution substations 1,500 500 500 300 500 3,300
Miles of gas maiis — — — 1200 — 1200
Miles of gas service lines — — — 6,000 — 6,000

Substantially all of USFE&G's electric plant in service is mortgaged under indentures refating to Duke Energy Carolinas’, Progress Energy Carofinas’, Progress

Energy Florida's, Duke Energy Ohio's and Duke Energy Indiana’s various series of First Mortgage Bonds.

COMMERCIAL POWER

The following table provides information related to Commercial Power's electric generation stations as of December 31, 2012, The MW displayed in the table

befow are based on summer capacity.”

Total MW Owned MW
Faciligy Capaity Capacity Plant Type Primary Fug) Location Ownership Infesest
Duke Energy Chio:
Stuartle®ia 2,308 900 Fossil Steam Coal OH 39%
Zimmgr®e 1,300 665 Fassil Steam Coal ] 46.5
Hanging Rock 1,226 1,226 Combined Cycle Gas OH 100
Beckjorg®He 1,024 765 Fossil Steam Coal OH 747
Miami Fort {Units 7 and 8% 1,660 640 Fossi! Steam Goal 04 64
Conesvillgaic 780 312 Fossil Steam Coal CH 40
Washington 617 617 Combined Cycle Gas OH 100
Fayette 614 614 Combined Cycle Gas FA 100
Killgntee 600 198 Fossil Steam Coal OH 33
Lee 568 568 Combustion Turbine Gas L 100
Beckjra 188 188 Combustion Turbing 0l OH 100
Dick's Creek' 136 136 Combustion Turbine Gas 0H 100
Miarmi Fort 56 56 Combustion Turbine Dil OH 100
Total Duke Energy Ohio 10,417 6,825
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Total MW (wned MW
Facility Capacity Capacity Prant Type Primary Fugl Location QOwnership Interest
Duke Energy Renewables:
Los Vientos Windpower Il 202 202 Renewable Wind ™ 190
Los Vientos Windpawer | 200 200 Renewable Wind ™ 100
Top of the World 200 200 Renawable Wind WY 100
Notrees 153 153 Renewable Wind X 100
Campbell Hill 99 99 Renewable Wind WY 100
North Altegheny 70 70 Renewable Wind PA 100
Laure} Hi Wind Engrgy 69 69 Renewable Wind PA 100
Dcotillo 59 59 Renewable Wind ™ 100
Kit Carson 51 51 Renewable Wind co 100
Silver Sage 42 42 Rengwable Wind WY 100
Happy Jack 29 2% Renewable Wind WY 100
Shirley 20 20 Renewable Wind Wi 100
Bagdad 15 15 Renewable Solar .4 100
Washington White Post 12 12 Renewable Solar NG 100
TX Solar 14 14 Renewable Solar ™ 100
Black Mountain g 9 Renewable Solar A 100
(Other small solar 25 25 Renewable Solar Various 106
Total Duke Energy Renewables 1,269 1,269
Total Commercial Power 11,686 8,094
Totals by plant type:
Fossil Steam 7.012 3420
Combined Cycle 2,457 2,457
Combustion Turbine 948 948
Renewable 1,269 1,269
Totat Commercial Power 11,686 8,094

(a) These generation facilities are jointly owned by Duke Energy Ohig and subsidiaries of American Electric Power Company, Inc, and/or The AES Corporation.

{b)  Station is not operated by Duke Energy Ohio.

{c} These generation facilities were dedicated under the ESP through December 31, 2011,

In addition to the above facilities, Commercial Power owns an equity interest in the 585 MW capacity Sweetwater wind projects located in Texas, the 299 MW
capacity DS Comerstone wind projects located in Kansas and the 13 MW capacity INDU Solar Holding JV. Commercial Power's share in these projects in 440 MW,

INTERNATIONAL ENERGY

The foliowing table provides additional information related to International Energy's electric generation stations as of December 31, 2012. The MW displayed in

the table below are hased on summer capacity,

Total MW Owned MW
Facility Capacity Capacity Primary Fuel Location QOwnership Interest
Paranapangma® 2,258 2,073 Water Brazil 92%
Egenor 622 622 Water/Diesel Peru 100
Cerros Colorados 576 524 Water/Gas Argentina 9
DEI Chile 380 380 Water/Diesel/Gas Chile 100
DEI El Salvador 328 296 Qil/Diesel El Salvador 90
DEI Guatemala 356 356 Dik/Diesel/Coal Guatemala 100
Electrogu) 192 163 Diesel Ecuagor 85
Aguaytia 170 170 Gas Peru 100
Total International Energy 4,882 4,584

{a)  Incfudes Canoas | and I, which is jeintly owned by Duke Energy and Compania Brasileira de Alumiio, 25 well as Duke Energy's wholly owned Paimeiras small hydro plant.

international Energy also owns a 25% equity interest in NMC. In 2012, NMC produced approximately 300,000 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.

QTHER

Duke Energy owns approximately 5.2 million square feet and leases 2.9 million square feet of corporate, regional and district office space spread throughout its

service territories and in Houston, Texas.
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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 — Lifigation” and “Commitments and Contingencies —
Environmental.”

Brazilian Regulatory Citations. In September 2007, the State Environmental Agency of Parana (IAP) assessed seven fines against Duke Energy International
Geracao Paranapenema S.A. {DEIGP), totaling $15 million fer failure to comply with reforestation measures allagedly required by state regulations in Brazil. On
January 14, 2010, DEIGP received a notice that one of the fines was subsequently increased, on grounds that DEIGP is an alleged repeat offender; however, in 2012
the decision te increase the amount of that fine was reversed. DEIGP filed administrative appeals with respect to all the fines. Between 2009 and 2012, four of the
fines, in the total amount of $9 miftion, were judged to be valid in the administrative courts. DEIGP challenged those administrative rulings in the Brazilian state
courts, by filing judicial actions for annulment and also requested that its payment obligations be enjoined pending reselution on the merits. In one of the four cases,
the court granted DEIGP's request for injunction, and subsequently ruled on the merits in favor of DEIGP. The plaintiff filed an appeal. In two of the four cases, the
court granted DEIGP's request for injunction, and a decision on the merit is pending. In the fourth case, DEIGP's request for injunction was denied; hawever, DEIGP
was granted permission to deposit the total amount of the fing in the court registry and to suspend entry of the debt 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
Renewable Natural Resources {IBAMA), totaling approximately $1 million for improper maintenance of existing reforested areas. DEIGP believes that it has properly
maintained all reforested areas and has challenged these assessments.

ITEM 4. MINE SAFETY DISCLOSURES

This is not applicable for any of the Duke Energy Registrants.
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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 25, 2013, there were

approximately 189,580 common stockhelders of record.

Common Stock Data by Quarter

2012 2011
Stock Price Stock Price
Range® Range®

Dividends Dividends

Declared Declared
Per Share® High Low  PerShars® High Low
First Quarter $0.750  $66.33  $62.01 $0.735 $55.44  $52.08
Second Quarter® 1515 70.20 60.57 1.485 58.50 53.85
Third Quarter — 69.87 63.03 — 60.63 50.61
Fourth Quarter 0.765 65.90 59.63 0.7% 66.36 5751

{a) Stock prices represent the intra-day high and low stock price.

{b) OnJuly 2, 2012, immediately prior to the close of the merger with Progress Energy, Duke Energy executed a one-for-three reverse stock split. All per share amounts included in the above table are presented as if the one-for-

three reverse stock split had been effective at the beginning of the earliest period presented.

{c) Dividends in June 2012 increased from $0.75 per share to $0.765 per share and dividends in June 2011 increased from $0.735 per share to $0.75 per share.

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

Duke Energy’s operating subsidiaries have certain restrictions on their
ability to transfer funds in the form of dividends or loans to Duke Energy.

Securities Authorized for Issuance Under Equity Compensation Plans

See “Liquidity and Capital Resources” within “Management's Discussian
and Analysis of Financial Condition and Results of Operations” for further
infermation regarding these restrictions and their impacts on Duke Energy’s
liquidity.

Duke Energy will provide information that is responsive to this Item 5 in its definitive proxy statement or in an amendment to this Annual Report not later
than 120 days after the end of the fiscal year covered by this Annual Report, in ither case under the caption “Security Ownership of Certain Beneficial Owners and
Management and Related Stockholder Matters,” and possibly elsewhare tharein. That informatien is incorporated in this tem 5 by reference.

Issuer Purchases of Equity Securities for Fourth Quarter of 2012

There were no repurchases of equity securities during the fourth quarter of 2012.
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Stock Performance Graph

The performance graph below illustrates a five year comparison of cumulative fotal returns of Duke Energy Corporation common stock, as compared with the
Standard & Pour's (S&P) 500 Stock Index and the Philadelphia Utility index for the 5-year period 2007 through 2012

This performance graph assumes an initial investment of $100 invested on December 31, 2007, in Duke Energy cortmen stock, in the S&P 500 Stock Index and
inthe Philadelphia Utility Index and that all dividends are reinvested.
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NYSE CEQ Certification

Duke Energy has filed the certification of its Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 as
exhibits to this Annual Report on Form 10-K for the year ended Detember 31, 2012
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ITEM 6. SELECTED FINANCIAL DATA

(in millions, except per-share amounts) 2012 2011 2610 2009 2008
Statement of Operations®
Total operaling revenves $ 19624 514529 %1472 RT3l $13.207
Operating incame 3126 2,177 2461 2249 2511
Inceme from continuing operations 1,746 1,713 1,320 1,073 1,275
Net income 1,782 1,714 1323 1,085 1,358
Net income atiributable to Duke Energy Corporation 1,768 1,706 1,320 1,075 1,362
Common Stock Data
Income from continuing operations attributable to Duke Energy Corporation common shareholders®
Basic $ 301 % 383 & 299 $ z46 0§ 303
Diluted 0 382 299 246 303
Net income atiributable to Duke Energy Corporation common shareholders®™
Basic $ 307 % 38 § 300 % 249 $ 323
Dituted 3.01 3.83 3.60 249 3.22
Dividends declared par sharg® 303 297 291 282 270
Batance Sheet
Total assets $113,856 362526  $59,090 357,040  $53,077
Long-term debt including capital leases, VIES and redeemable preferred stock of subsidiaries, less current maturities 36,444 18,679 17,935 16,113 13,250

{a) Significant transactions reflected in the results above include: ) the 20112 merger with Progress Energy and (1) 2012 and 2011 pre-tax impairment and nther charges related to the Fdwardsport IGCC project {see Note 4 o the
Consolidated Financial Statements, “Regulatory Matters"); and (i) 2010 impairment of goodwill and other assets (see Note 12 to the Consolidated Financial Statements, *Goodwill, Intangible Assets and Impairments™),
(&) OnJuly 2, 2012, immediately prior to the merger with Progress Energy, Duke Energy executed a one-for-three reverse stock split. All share and earnings per share amounts are presented as if the one-for-three reverse stock

split had been effective at the beginning of the eariiest period presented.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis includes financial information
prepared in accordance with generally accepted accounting pringiples (GAAP)
in the United States {1.5.), as well as certain non-GAAP financial measures
such as adjusted earnings and adjusted earnings per share, discussed below.
Generally, 2 non-GAAP financial measure is a numerical measure of financial
performance, financial position or cash flows that excludes (or includes)
amounts that are included in {or 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 fo, and not a substitute
for, financial measures presented in accordance with GAAR Non-GAAP
measures as presented herein may not be comparable to simitarly titled
measures used by other companies.

The following combined Management’s Discussion and Analysis of
Financial Condition and Results of Operations is separately filed by Duke Energy,
Duke Energy Carolinas, Progress Energy, Progress Energy Carolinas, Progress
Energy Florida, 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.

DUKE ENERGY

Duke Energy Corporation {collectively with its subsidiaries, Duke Energy)
is an energy company headguartered in Charfotte, North Carolina, Duke
Energy aperates in the United States (U.S.) primarily through its whally owned
subsidiaries, Duke Energy Caralinas, LLC (Duke Energy Carolinas), Carolina
Pawer & Light Company d/b/a Progress Energy Caralinas, [nc. (Progress Energy
Carolinas), Florida Power Corporation d/b/a Progress Energy Florida, Inc.
(Progress Energy Florida), Duke Energy Ohio, Inc. (Duke Energy Ohio), and Duke
Energy [ndiana, Inc. {Duke Energy Indiana), as well as in Latin America through
International Energy.

When discussing Duke Energy’s consolidated financial information, it
necessarily inchudes the results of its six separate subsidiary registrants, Duke
Energy Carolinas, Progress Energy, Inc. (Progress Energy), Progress Energy
Carolinas, Progress Energy Florida, Duke Energy Ohio and Duke Energy Ingiana
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{collectively refarred to as the Subsidiary Registrants), which, along with Duke
Energy, are collectively referred to as the Duke Energy Registrants.

On July 2, 2012, Duke Energy merged with Progress Energy, with Duke
Energy continuing as the surviving corporation, and Progress Energy becoming
a wholly owned subsidiary of Duke Energy. Progress Energy Carolinas and
Progress Energy Florida, Progress Energy's regulated utility subsidiaries,
are now indirect wholly owned subsidiaries of Duke Energy, Duke Energy’s
consolidated financial statements include Progress Energy, Progress Energy
Carolinas and Progress Energy Florida activity from July 2, 2012, forward.

Management’s Discussion and Analysis should be read in cenjunction
with the Consolidated Financial Statements and Notes for the years ended
December 31, 2012, 2011, and 2010.

EXECUTIVE OVERVIEW

Merger with Progress Energy

On July 2, 2012, Duke Energy completed the merger contemplated by the
Agreement and Pian of Merger (Merger Agreement), among Diamond Acquisition
Cerporation, a North Carolina corporation and Duke Energy's wholly owned
subsidrary (Merger Sub) and Progress Energy, Inc. (Progress Energy), a North
Caralina corporation engaged in the regulated utility business of generatian,
transmission and distribution and sale of electricity in portions of North
Carolina, South Carolina and Forida. As a result of the merger, Merger Sub
was merged into Progress Energy and Progress Energy became a wholly owned
subsidiary of Duke Energy.

The merger between Duke Energy and Progress Energy provides increased
scale and diversity with potentially enhanced access to capital over the long
term and a greater ability to undertake the significant construction programs
necessary to respond to increasing environmental regulation, plant retirements
and customer demand growth. Duke Energy’s business risk profile is expacted
to improve gver time due to the increased proportion of the business that is
regulated. Additionakty, cost savings, efficiencies and other benefits are expected
from the combined aperations,
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Immediately preceding the merger, Duke Energy completed a one-for-three
reverse stock split with respect to the issued and outstanding shares of Duke
Energy common stock. The shareholders of Duke Energy approved the reverse
stock spiit at Doke Eneigy’s special meefing of shaveholders held on Augost 23,
2011. All share and per share amounts presented herein reflect the impact of
the one-for-three reverse stock split.

Progress Energy’s sharehelders received 0.87083 shares of Duke Energy
comman stock in exchange for each share of Progress Energy common stock
outstanding as of July 2, 2812, Generally, all qutstanding Progress Energy
equity-based compensation awards were converted into Duke Energy equity-
based compensation awards using the same ratio. The merger was structured
as a {ax-free exchange of shares,

For additional information on the details of this transaction including
reguiatery conditions and accounting implications, see Note 2 to the
Consolidated Financial Statements, “Acquisitions and Dispositions of
Businesses and Sales of Other Assets.”

2012 Financial Resuits

The following table summarizes adjusted earnings and net income
attributable to Duke Energy for the years ended December 31, 2012, 20i1
and 2010,

Years Ended December 31,
2012 2011 2010

{in millions, Per Per Per
except per diluted diluted diluted
share amounts) Amount  share Amount  share Amount share
Adjusted

garnings® $2.483 $432 $1943 $438 $1882 $4.%9
Net income

attributadle to

Duke Energy $1,768 $3.07 31706 $383 $1320 $3.00

(a) 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 attributable to Duke Energy.

Adjusted earnings increased from 2011 to 2012 primarily due to the
inclusion of Progress Energy results beginning in July 2012, and the impact of
the 2011 Duke Energy Carolinas rate cases. Adjusted earnings increased from
201010 2011 primarily due to earnings attributable to Duke Energy’s engoing
modarnization program and increased results at International Energy net of less
favorable weather and higher operating axpenses.

Net income for the year ended December 31, 2012 includes pretax
impairment and ether charges of $628 million related to the Edwardsport
infegrated gasification combined cycle {IGCC) project and costs to achieve
the Prograss Energy merger of $636 million. Net income for the year encled
December 31, 2011 includes pretax impairment charges of $222 million
related to the Edwardsport IGCC project and $79 millien to write down the
carrying value of excess emission allowances held by Commercial Power to
fair value. Net income for the year ended December 31, 2010 was impacted
by goodwill and other impairment charges of $660 million, primarily related
to the nonregulated generation operations in the Midwest and gains on the
sale of assets of $248 million related to the sate of Q-Comm and the sale of
a 50 percent interest in DukeNet.

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

2012 Areas of Focus and Accomplishments

In 2012, Duke Energy was focused on managing regulatory approvals
related to the merger with Progress Energy, completing its remaining major
capital projects and obtaining constructive regulatory outcomes.
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Regulatory Approvals Related to the Merger with Progress Energy.

In June 2012, the FERG and NCUC conditionally approved Duke Energy’s
merger with Progress Energy. On July 2, 2012, Duke Energy successfully closed
the merger with Progress Energy. See Note 2 1o the Consolidated Finantial
Statements, “Acquisitions and Dispositions of Businesses and Sales of Other
Assets” for further discussion refated to the merger with Progress Energy.

Completion and Placing in Service of Major Capital Projects. In
2012, U.S. Franchised Electric and Gas {USFE&G) made significant progress
toward advancing its fleet modernization program. Duke Energy Carglinas has
invested approximately $3.5 billion through 2012 in threa key generation flest
modernization projects with approximately 2,065 megawatts (MW} of capacity.
In 2012, Duke Energy Carolinas placed its 620 MW Dan River combined cycle
natural gas-fired generation facility and its 825 MW coal-fired Cliffside Unit 6
in service, completing its portion of the fleet modernization program.

Pragress Energy Carofinas has invested approximately $1.7 billion through
2012 in three key generation flest modernization projects with approximately
2.140 megawatts {MW) of capacity. In 2012, Progress Energy Carolinas placed
in sewvice the second of these projects, the 920 MW Lee combined cycle natural
gas-fired generation facility, and continued to construct the 625 MW combined cycle
natural gas-fired generation Sutton facility, which is 64% complete at December 31,
2012. The Sutton project is scheduled to be placed in service in 2013.

Duke Energy fndiana has invested approximately $3.4 billion through
2012 in its generation fleet modemization project, the 618 MW Edwardsport
IGGC plant, which is 99% complete at December 31, 2012. In 2012, Duke
Energy Indiana experienced cost pressures and regulatory scrutiny related
to the Edwardsport IGCC project. As a result, Buke Energy Indiana recorded
additional pre-tax impairment and other charges of approximately $628 million.
This project is scheduled to be placed in service during 2013. See Note 4 to the
Consolidated Financial Statements, “Regulatory Matters” for further discussion
of the Edwardsport IGCC project.

in 2012, Commercial Power completed five new wind farms and three
solar farms, totaling approximately 800 MW, of which 150 MW were contributed
1o a joint venture with Sumitomo Corporation of America.

Dbtaining Constructive Regulatory Ovicomes. In 2012, Duke Energy
successfully filed three rate cases in North Carglina and Ohio, including
Progress Energy Carolinas’ first request for a base rate increase in 25 years,

In the fourth quarter of 2012, Duke Energy reached a settlement
agreement with the NCUC, the North Carolina Public Staff and the North
Carofina Department of Justice {NCDOJ) regarding the NCUC's and NCDOJ's
investigations intg the post-merger CEO change. The settfiement agreements
resolve all matters related to the NCUC and NCDOJ investigations.

On December 27, 2012, the Indiana Utility Regulatory Commission {IURC}
approved a settlement agreement finalized in April 2012, between Duke Energy
Indiana, the GUCC, the Duke Energy Indiana Industrial Group and Nucer Steel-
Indiana, on the cost increase for the construction of the project. The settiement
agreement, as approved, caps costs to be reflected in customer rates at
$2.595 billion, including estimated financing costs through June 30, 2012,

2013 Objectives

Duke Energy will focus en obtaining constructive regulatory outcomes
related to its pending and planned rate cases, achieving intended savings and
efficiencies from its merger with Progress Energy, successfully managing the
Crystal River Unit 3 retirement and related regulatory proceedings, completing
the remaining major capital projects in its fleet modernization program and
optimizing nuclear fleet performance.

Obtaining Constructive Regulatory Outcomes. The significant majority
of Duke Energy’s future earnings are anticipated to be contributed from USFE&G,
which consists of Duke Energy’s regulated businesses. Duke Energy has several
ongoing rate cases and other regulatory proceedings in North Carolina, Ohio and
{ndiana. Later in 2013, Duke Energy Carolinas and Progress Energy Carolinas
will file additional rate cases in South Carolina. Duke Energy gxpects resolution
of these cases in 2013 or early 2014. These planned rates cases are needed
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to recover investments in Duke Energy’s ongoing infrastructure modernization
projects and operating costs. Planning for and obtaining favorable outcomes
from these regulatory proceedings are key fagtors in achieving Duke Energy’s
long-term growth assumptions.

Achigving Intended Merger Cost Savings and Efficiencies. Duke
Energy is taking a disciplined and systematic approach to merger integration
wiork. Duke Energy is on track to achieve intended savings and efficiencies. In
atdition, threugh the efficient joint dispatch of the Duke Energy Carolinas and
Progress Energy Caralinas generation fleets, Duke Energy is ahead of schedule
in achieving fuels savings for customers in the Carolinas, achieving $52 million
in fuel costs during the first six months following the merger. These savings are
passed to customers.

Management of Crystal River Unit 3 Retirement, On February 5, 2013,
following the completion of a comprehensive analysis, Duke Energy announced
its intention to retire Crystal River Unit 3. Duke Energy concluded that it did not
have a high degree of confidence that repair could be successfully completed and
licensed within estimated costs and schedule, and that was in the best interests
of Progress Energy Florida's customers and joint owners and Duke Energy's
investors fo refire the unit. Progress Energy Florida developed initial estimates
of the cost to decommissian the plant during its analysis of whether to repair
or retire Crystal River Unit 3. With the final decision fo retire, Progress Energy
Florida is working to develop a comprehensive decommissioning plan, which
will evaluate various decommissioning options and costs associated with each
option. The plan will determine resource needs as well as the scepe, schedule
ang other elements of decommissioning. Progress Energy Florida intends to use a
safe storage (SAFSTOR) eption for decommissioning. Generally, SAFSTOR involves
placing the facility into a safe storage configuration, requiring limited staffing to
monitor plant condifions, until the sventual dismantling and decontamination
activities occur, usually in 40 to 60 years. This decommissioning approach is
currently utilized at a number of retired domestic nuclear power plants and is
one of three generally accepted approaches to decommissioning required by the
NRC. Additional specifics about the decommissioning plan are being developed.
Also on February 5, 2013, Progress Energy Florida announced it and NEIL had
accepted the mediator’s proposal whereby NEIL will pay Progress Energy Florida
an additional $530 million. Alang with the $305 million which NEIL previously paid,
Progress Energy Florida will receive a total of $835 million in insurance proceeds.
Progress Energy Florida expects that the FPSC will review the prudence of the
retirement decision in Phase 2 of the Crystal River Unit 3 delamination regulatory
docket. Progress Energy Florida has also asked the FPSC to review the mediated
resolution of insurance claims with NEIL as part of Phase 3 of this regulatory
docket. Phase 2 and Phase 3 hearings have been tentatively scheduled to begin on
June 19, 2013.

Completing Remaining Major Capital Projects. Duke Energy
anticipates total capital expenditures of $5.9 hillion to $6.3 billion in 2013.
Approxirately $1.7 billion of these expenditures are related to expansion and
growth projects, including but not limited to, the Edwardsport IGCC plant and
the Sutten combined cycle facility. Following the completion of the Sutton
and Edwardsport facilities in 2013, the major components of Duke Energy’s flest
modemization program will be complete. The Hleet modernization program will
permit Duke Energy to retire up to 6,800 MW of older, less-efficient coal-fired
units by 2015, with approximately 3,800 MW retired by the end of 2013,

Optimizing Nuclear Fleet Performance. \n 2012, Duke Energy’s
nuclear fleet achieved a capacity factor over 90 percent, excluding Crystal River
Unit 3. Duke Energy will continuee to leverage best practices across the nuclear
fleet to maintain and improve the performance of the fleet. To meet this goal,
targeted investments to increase overall fleet performance and to meet the
NRC’s Fukushima-related requirements totaling $825 million are planned over
the next three years.

Economi¢ 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,

34

which varies with weather conditions and behavigr patterns, general business
conditions and the cost of energy services. Various regulatory agencies approve
the prices for electric service within their respective jurisdictions ang affect
Duke Energy’s ability to recover ifs costs from customers.

Declines in demand for electricity as a result of economic downturns
reduce overall electricity sales and have the potential to lessen Duke Energy's
cash flows, especially if retail customers reduce consumption of electricity. A
weakening economy could also impact Duke Energy’s customers' ability to pay,
causing increased definquencies, slowing collections and leading to higher than
normat levels of accounts receivables, bad debis 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.

If negative market conditions should persist over time and estimated
cash flows over the lives of Duke Energy’s individual assets, including
goodwill, do not exceed the carrying value of those individual assets, asset
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 alsa result
in impairments or losses. Duke Energy evaluates the carrying amount of its
recorded goadwill for impairment on an annual basis as of August 31 and
performs interim impairment tests i a triggering event occurs that indicates it
is not more 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 goodwill 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 2013 and beyend could also be substantially
at risk due to the regulation of its husinesses. Duks Energy’s businesses in
the U.S. are subject to regulation on the federal and state leval. Regulations,
applicable to the electric power industry, have a significant impact on the nature
of the husinesses and the manner in which they operate. USFE&G has four
outstanding rate cases and plans to initiate two additional rate cases in 2013.
New legislation and changes to regulations are ongoing, including anticipated
carbon legislation, and Duke Enargy cannot predict the future course of changes
in the regulatory or political environment or the ultimate effect that any such
future changes will have on its business.

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

Additionally, Duke Energy's investments and projects located outside of
the U.S. expose Duke Energy to risks related to laws of other countries, taxes,
ecanomic cenditions, fluctuations in currency rates, political 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 both short-term money markets and
longer-term capital markets as a source of liquidity for capital requirements not
met by cash flow from operations. An inability to access capital at competitive
rates or at all could adversely affect Duke Energy’s ability to implement its
strategy. Market disruptions or a downgrade of Duke Energy’s credit rating
may increase its cost of borrowing or adversely affect its ability to acgess one
or more sources of liquidity. For further information related to management's
assessment of Duke Energy’s risk factors, see Item 14, “Risk Factors.”

RESULTS OF OPERATIONS

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

Management evaluates financial performance in part based on the
non-GAAP financial measure, Adjusted earnings and Adjusted diluted earnings
per share {EPS), which is measured as income from continuing operations
after deducting income attributable to noncontrolling interests, adjusted for the
dollar and per share impact of special items and the mark-to-market impacts
of economic hedges in the Commercial Power segment. Special items represent
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certain charges and credits, which management believes will not be recurring
on a regular basis, although it is reasonably possible such chaiges and eredits
could recur. Mark-to-market adjustments reflect the mark-to-market impact

of derivative contracts, which is recognized in GAAP earnings immediately as
stich derivative coniracts do not qualify for hedge accounting or regulatory
accounting treatment, used in Duke Energy’s hedging of a portion of economic
valug of its generation asses in the Commercial Power segment. The economic
valug of the generation assets is subiect 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 output commaodities related to the generation assets. Because the
operations of the generation assets are accounted for under the accrual methad,
management believes that excluding the impact of mark-to-market changes

of the economic hedge contracts from operating earnings untit settlement

OVERVIEW

better matches the financial impacts of the hedge contract with the portion of
economic value of the underlying hedged assef. Manapgement believes that the
presentation of adjusted satnings and adjusted diluted €PS provides useful
information to investors, as it provides them an additionai relevant comparison
of Duke Energy’s performance across periods. Management uses this non-GAAP
financial measure for planning and forecasting and for reporting results to the
Board of Directors, employees, shareholders, analysts and investors concerning
Duke Energy's financis! performance. The most directly comparable GAAP
measura for Adjusted eamings and Adjusted diluted EPS is Net Income and
Diluted EPS attributable to Duke Energy commen shareholders, which includes
the dollar and per share impact of special items, the mark-to-market impacts
of economic hedges in the Commercial Power segment and discontinued
aperations.

The {oliowing tatle reconciles Adiusted carmings to Net income attributable to Duke Eneray and Adjusted diluted £PS o Dikted EPS atiribuiable fo Duke Energy

{amounts are net of tax):

Years Ended December 31,
2012 2011 2010

Per Per Per

diluted diluted diluted

(in millions, except per share amounts) Amount share  Amount share  Amount sharg
Adjusted eamings $2483 $432 31543 $433 31882 34X
Edwardsport charges (402) (0.70) (135 0.30 — —
(osts to achieve mergers and acquisitions (390 (0.70) ¢ (012 an ©.04)
Ecenomic hedges (mark-to-market) (6) (0.01) (L (0.0 21 0.04
Democratic National Convention host committee support (6} (0.01) — — — —
Employes severance and office consolidation 60 0.11 — — (105} .24
Emission allowance impairment — — (51}  (0.12) — —
Goodwill and other asset impairments —_ —_ — — (602) (1.31
Litigation reserves —_ — — — (18 0.0
Asset sales — —_ — — 154 0.35
[ncome fram discontinued aperations 38 0.06 1 — 3 a0t
Net income attributable to Duke Energy $1768 $3.07 31706 $383 §1320 $300

The variance in adjusted earnings for the year ended December 31, 2012,
compared to the year ended December 31, 2011, was primarily due te:

« The inclusion of Progress Energy results beginning in July 2012; and

* Increased retail pricing and riders primarily resulting from the
implementation of revised rates in North Carolina and South Carclina.

Partially offset by

* |Infavorable weather in 2012 compared to 2011;

* Higher depreciation and amortization expense;

« Lower nonregulated Midwest coal generation results; and

* incremental shares issued to complete the Progress Energy merger
{impacts per share dilited amounts only).

The variance in adjusted earnings for the year ended December 31, 2011,

compared to the year ended December 31, 2010, was primarily due to:

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

+ Effect of 2010 Duke Energy Foundation funding;

* Increased results in Brazil due to higher average contract prices;
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« increased earnings from National Methanol Company (NMC);
* Lower corparate governance costs;

* [ncreased results in Peru due to additional capacity revenues and an
arhitration award; and

* Increased results in Central America due to higher average prices and
volumes.

Partially offset by

* Less favorable weather in 2011 compared to 2010 at USFE&G;

= Increased operation and maintenance costs at USFE&G; and

* Lower volumes as a result of customer switching in Ohio, net of
retention by Duke Energy Refail Sates, LLC (Duke Energy Retail) at
Commercial Power.

Segment Results

In 2012, management began evaluating segment performance based
on segment income, Segment income is defined as income from continuing
operations net of income attribitable to noncontrofling interests. Segment
income, as discussed below, includes intergompany revenues and expenses
that are eliminated in the Consolidated Financial Statements. In conjunction
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with management's use of the new reporting measure, ¢ertain governance
costs that were previously unallocated have now been allocated to each of the
segments. In addition, direct interest expense and income taxes are included
in segment income. Prior year financial information has been recast to conform
to the current year presentation. None of these changes impacts the reportable
operating segments or the Duke Energy Registrants’ previously reported

consolidated revenues, net inceme or EPS.

Management also uses adjusted segment income as a measure of
historical and anticipated future segment and Other performance. Adjusted
segment income is a Non-GAAP financial measure, as it is based upon
segment income adjusted for special items and the mark-to-market impact
of economic hedges in the Commercial Power segment. Management believes
that the presentation of adjusted segment income provides useful information

to investors, as it provides them with an additional relevant comparison of a
segment’s performance across periods.

The most directly comparable GAAP measure for adjusted segment

income is reported segment income, which represents segment income from
continuing operations, including any special items and the mark-to-market

impact of economic hedges in the Commercial Power segment.
See Note 3 to the Consolidated Financial Statements, “Business

Segments,” for a discussion of Duke Energy's segment structure.
Duke Energy's segment income and adjusted segment income may not

be comparable to similarly titled measures of another company because other

entities may not calculate segment income or adjusted segment income in

the same manner. The following tables reconcile adjusted segment income to

segment income, and detailed discussions follow.

Year Ended December 31, 2012

Total
Commercial International  Reportable Duke
{in millions, except per share amounts) USFE&G Power Energy  Segments Other Energy
Adjusted segment income $2,086 $93 $439 $2618  $(135)  $2483
Edwardspost impairment and other charges {402) — — {402) — (402}
Costs to achieve mergers and acquisitions — — — — (397) (397
Mark-to-market impact of economic hedges — (6) — (6) — (6
Democratic National Convention Host Committes support — — — —_ (6) 6)
Employee severance and office consolidation 60 — — 60 — 60
Segment income $1,744 $87 $439 $2,210  $(53®)  $L732
income from discontinued operations $ 36
Net income attributable to Duke Energy $1.768
Year Ended December 31, 2011
Total
Commercial International ~ Reportable Duke
(in millions, except per share amoumts) USFE&G Power Energy Segments Other Energy
Adjusted segment income $1.318 $186 $ 466 $1968  §(2)  $1943
Edwardsport impairment and other charges {135} — — (135 — (135
Emission allowance impairment — D — 51 — (Bh
(osts to achieve mergers and acquisitions — — — — {51) (a1
Mark-to-market impact of economic hedges — (0 — 1 — J}
Segment income $1,181 $134 $ 466 $1.781 $ 78 3L705
Income from discontinued operations $ 1
Net income attributable to Duke Energy $1,706
Year Ended December 31, 2010
Total
. Commercial International Reportable Duke
{in millions, except per share amounts) USFE&G Power Energy Segments Other Energy
Adjusted segment income $1,380 $ 254 $305 $1939  §(5n  $1882
Goadwill and other asset impaimments — (602 — (602) — 602)
Employee severance and office consotidation - — — — (105} (103)
Costs to achieve mergers and acquisitions — — — — (17} 1n
Litigation reserves — — — — (16} (16)
Mark-to-market impact of economic hedges — 21 — 21 — 21
Assets sales — — — — 154 154
Segment income $1,380 $032D $305 $135%  § @) $1317
Income from discontinued operations $ 3
Netincome attributable to Duke Energy $1.320

The remaining information presented through this discussion of results of operations is presented on a GAAP basis.
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\LS. Franchised Electric and Gas

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

Years Ended December 31,

Variance Variance

2012 vs. 2011 vs.
{in millions) 2012 2011 2011 2010 2010
Operating revenues $ 16080 % 0,619  $ 5461 $10597 $ 22
(Operating expenses 12,943 8473 4470 8,144 329
Gains on sales of other assets and other, net 15 2 13 5 3
(perating income 3,152 2,148 1,004 2458 {310}
Other income and expense, net 341 274 67 278 (4)
Interest expense 806 568 238 369 (1)
Income before income taxes 2,687 1,854 833 2,167 (313)
Income tax expense 941 673 268 87 (114)
Less: Income attributable to noncontrolling interest 2 — 2 — —
Segment income $ 1744 § 1180 § 563 % 1380 3 (199
Duke Energy Carolinas' GWh salest 81,362 82,127 (765 85,441 (3,319
Progress Enesgy Garolinas’ GWh salesee® 58,390 56,223 2,167 59,702 (3,479)
Progress Enetgy Flosida GWh sales@® /443 39,578 (1,135 43,240 (3,662)
Duke Energy Chio GWh sales® 24344 24923 (579) 2551% {596)
Duke Energy Indiana GWh sales® 33,577 33,181 39 34,89% (1,718)
Total USFE&G GWh sales 236,116 236,032 84 248,801 (12,768
Net proportional M¥¥ capacity in operation® 49,654 27397 26,869

{a}
i

o)
o]
{e)

0

Gigawatt-hours (GiWh).

Includes 421 GWh sales associated with interim firm power sale agreements (Interim FERC Mitigation) entered into as part of FERC's approval of the merger with Progress Energy, which are not included in the operating
results in the table above, for the year ended December 31, 2012. See Note 2 to the Consolidated Financial Statements, “Acquisitions, Dispositions and Sales of Other Assets,” for a discussian of the Interim FERC Mitigation.
Includes 577 GWh sales associated with the Interim FERC Mitigation, which are not included in the operating results in the 1able ahove, for year ended December 31, 2012. See Note 2 to the Consolidated Financial

Statements, “Acquisitions, Dispositions and Sales of Other Assets,” for a discussion of the Interim FERC Mitigation.

All of Progress Energy Carolinas’ GWh sales for the years ended December 31, 2011 and December 31, 2010, and 26,634 GWh sales for the year ended December 31, 2012, occurred prior to the merger between Duke Energy

andt Progress Energy.

All of Progress Energy Florida's GWh sales for the years ended December 31, 2011 and December 31, 2010, and 13,348 GWh sales for the year ended December 31, 2012, oceurred prior to the merger hetween Duke Engrgy

and Progress Energy.
Megawatt (MW).

Year Ended December 31, 2012 as Compared to December 31, 2011

Operating Revenues.
The variance was driven primarily by:

+ A $4 913 million increase in operating revenues due to the inciusion of
Progress Energy operating revenues beginning in July 2012,

* A $352 million net increase in retail pricing and rate riders primarily
due to revised retail rates resulting from the 2011 North Carolina and
South Carolina rate cases implemented in the first quarter of 2012, and
revenues recognized for energy efficiency programs, and

+ A $293 million increase in fued revenues {including emission
allowances) driven primarily by higher revenues in Ohio for purchases
of power as a result of the new Ohio ESP, higher fuel rates for
electri retail customers in all jurisdictions, and higher revenues for
purchases of power in Indiana and the Carolinas, partially offset by
decreased demand from electric retail customers in 2012 mainly due
to unfavorable weather conditions, and lower demand and fuel rates in
Onio and Kentucky from natural gas retail customers . Fuel revenues
represent sales to retail and whelesale customers.

Partially offsetting these increases was:

« A $155 million decrease in electric and gas sales (net of fuel) to retail
customers due to unfavorable weather conditions in 2012 compared to
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2011. For the Caralinas, weather statistics for cooling degree days in
2012 were less favorahle compared to 2011, while coofing degree days
in the Ohio and Indiana were favarable in 2012 compared to the same
period in 2011. For the Carolinas, Ohio and Indiana, weather statistics
for heating degree days in 2012 were unfavorable compared to 2011.

Operating Expenses.
The increase was driven primarily by:

« A $3,845 million increase in operating expenses due ta the inclusion of
Progress Energy operating expenses beginning in July 2012,

* A $378 million increase due fo an additional impairment and other
charges related to the Edwardsport IGCC plant that is currently under
construction. See Note 4 to the Consalidated Financial Statements,
“Regulatory Matters,” for additional information,

« A $277 millign increase in fuel expense {including purchased power
and natural gas purchases far resale} primarily refated to higher
puschases of power in Ohio as a result of the new Ohio ESP, higher
volumes of natural gas used in electric generation, higher coal prices,
higher purchased power costs in Indiana and the Carolinas, partially
offset by lower volume of coal used in electric generation resulting from
unfavorable weather cenditions and lower coal-fired generation due
to low natural gas prices, lower prices for natural gas used in electric
generation, and fower gas volumes and prices to full-service retail gas
customers, and
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« A $105 million increase in depreciation and amortization primarily due
to increases in depreciation as a result of additional plant in service
and amortization of regulatory assets.

Partially offsetting these increases was:

* A $99 million decrease in operafing and maintenance expense primarily
due to the establishment of regulatory assets in the first quarter of
2012, pursuant to regulatory orders, for future recovery of certain
employee severance costs related fo the 2010 voluntary severance plan
and other costs, and lower storm costs, partially offset by increased
costs associated with the energy efficiency programs.

Other Income and Expense, net.

The variance was driven primarily by the inclusion of Progress Energy
other income and expenses beginning in July 2012

Interest Expense.

The variance was primarily driven by the inclusion of Progress Energy
interest expense beginning in July 2012.

Income Tax Expense.

The variance is primarily due to an increase in pretax income. The
effective tax rate for the years ended December 31, 2012 and 2011 was 35.0%
and 36.3%, respectively.

Segment Income.

The variance resulted primarily from the inclusion of Progress Energy
resulks baginning in July 2012, higher net retail pricing and rate riders and
decreased operating and maintenance expenses. These positive impacts were
partially offset by the additional impairment and other charges related to the
Edwardsport IGCC plant, unfavorable weather, and increased depreciation and
amortization.

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

Operating Revenues.
The variance 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 work
in progress (CWIP) rider, the save-a-watt (SAW} and demand side
management programs, and the rider for the Edwardsport IGCC plant,

A $22 million increase in fuel revenues (including emission allowances)
driven primarily by higher fuel rates for electric retail customers in all
jurisdictions, and higher purchased power costs in Indiana, partially
offset by decreased demand from electric retail customers in 2011
compared to the same period in 2010 mainly due to less favorable
weather conditions, 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 miltion net increase in wholesale power revenues, net of
sharing, primarily due to additional volumes and charges for capacity
for customers served under long-term contracts.

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 to the same period in 2010. For the Carolinas, Ohio and
Indiana, weather statistics for both heating degree days and cooling
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degree days in 2011 were unfavorable compared o 2010. The year
2010 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 variance was driven primarily by:

* A $204 million increase due to impairment charges, which primarily
relate to an additional impairment charge related to the Edwardsport
IGCC plant that is currently under construction. See Note 4 to the
GConsolidated Financial Statements, “Regulatory Matters,” for additional
information, and

= A $110 million increase in operating and maintenance expenses
primarily due to higher non-outage costs at nuclear and fossil
generation stations, higher storm costs, increased scheduled outage
costs at nuclear generation stations, and increased costs related to the
implementation of the SAW program, partially offset by a 2010 litigation
settlement.

Income Tax Expense.

The income tax variance increase is primarily due to an ingrease in pretax
income. The effective tax rate for each of the years ended December 31, 2011
and 2010 was 36.3%.

Segment Income.

As discussed above, the variance resulted primarily from less favorable
weather, impairment charges, higher operating and maintenance expenses, and
higher income tax expense. 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

On December 27, 2012, the IURC approved a settlement agreement
between Duke Energy Indiana and certain intervenors to cap the construction
costs recoverable in retail rates. The Edwardsport Generating Station
(Edwardsport 1GCC) plant is scheduled to begin commercial operation in
mid-2013. USFE&Q's earnings could be adversely impacted by additional delays
in the commencement of operations which may result in increased costs.

USFE&G currently has pending rate cases in North Caralina and Ohio.
USFE&G also plans to fite rate cases in South Carolina before the end of 2013.
These rate cases are needed to recover the costs of plant moderaization and
other capital investments in generation, transmission, and distribution systems,
as well a5 increased expenditures for nuclear plants and personnel, recovery of
costs associated with MGP sites, vegetation management and other operating
costs. USFERG's earnings could be adversely impacied if these rate cases are
denied or delayed by the NCUC, PSCSC or PUCO.

In‘accordance with the terms of the 2012 FPSC Settlement Agreement, with
consumer representatives and approved by the FPSC, Progress Energy Florida
retains the sole discretion and flexibility to retire Crystal River Unit 3. As a result
of the decision fo retire Crystal River Unit 3, under the terms of the 2012 FPSC
Settlement Agreement, Progress Energy Florida is allowed to recover all remaining
Crystal River Unit 3 investments and to earn a return on the Crystal River Unit 3
investments set at its current avthorized overall cost of capital, adjusted to
reflect a return on equity set at 70 percent of the current FPSC authorized retur
on equity, no earlier than the first bitling cycle of January 2017. Progress Energy
Florida expects that the FPSC will review the prudence of the retirement decision in
Phase 2 of the Crystal River Unit 3 delamination regulatory docket. Progress Energy
Florida has also asked the FPSC to review the mediated resolution of insurance
claims with NEIL as part of Phase 3 of this regulatery docket. Phase 2 and Phase 3
hearings have been tentatively scheduled o begin on June 19, 2013. USFE&G's
financial condition and results of operations could be adversely impacted if the
FPSC issues an unfavorable ruling.
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The ability to integrate Progress Energy businesses and realize cost savings and any other synergies expected from the merger with Progress Energy could be
different from what USFERG expects and may have a significant impact on USFERE's results of operafions.

Commercial Pawer

Years Ended December 31,

Variance Variance

2012 vs. 2011 vs.
{in millions) 2012 2011 2011 2010 2016
Operating revenues $20718  § 2491 $ 413)  § 2448 $ 43
Operating expenses 1,981 2,300 (319 2,734 {434
Gains on sates of other assets and other, net 8 15 )] ] 9
Operating income 105 206 (101} (280) 486
Other income and expense, net 39 2l 18 1 {23)
interest expense 63 &7 (24) 68 1%
Income before income taxes 8l 140 (59 (3043 444
Income tax expense 4] @ 5 a2 (24)
Less: Income attributable to noncantratling intarests 1 8 ) 1 7
Segment income $ 87 $ 134 % ¢4n $ (320 % 461
Coal-fired plant production, GWh 16,164 17,378 (1,214 19,442 (2.064)
Gas-fited plant producticn, GWh 17122 12,021 5,101 7,026 4995
Renewable plant preduction, GWh 3,452 3,132 320 2,286 846
Total Commercial Power production, GWh 36,738 32,531 4,207 28,754 3,777
Net propartional MW capacity in operation 8,004 8,325 (231) 8,212 53

Year Ended December 31, 2012 as Compared to December 31, 2011

Operating Revenues.
The variance was driven primarily by:

« A $285 million decrease in electric revenues from the coal-fired
generation assets driven primarily by the expiration of the 2009-2011
ESP which dedicated Commercial Power’s coal-fired generation to
Duke Energy Ohio's retail customers, net of stability charge revenues,
partially offset by the coal-fired generation assets participating in the
PIM Interconnection, LLC (PIM) wholesale energy market in 2012,

A $116 million decrease in electric revenues from Duke Energy Retail
Sales, LLC {Duke Energy Retail) resulting from lower volumes and
unfavarable pricing,

A $39 million decrease in electric revenuas from the gas-fired
generation assets driven primarily by lower power prices, partiaily offset
by increased volumes,

A $27 million decrease in electric revenues from Duke Energy
Generation Services, Inc. (DEGS), excluding renewables, due primarily
to the termination of certain operations at the end of the first quarter of
2011 and a reduction of coal sales volumes as a result of lower natural
2as prices,

An $18 million decrease in PIM capacity revenues related to lower
average cleared capacity auction pricing in 2012 compared to 2011 for
the gas-fired generation assets, net of an increase associated with the
move of the coal-fired generation assets from Midwest tadependent
Transmission System Operator, Inc. {MISO) to PIM in 2012, and

fin $8 million decrease in net mark-to-market revenues on non-qualifying
power and capacity hedge contracts, consisting of mark-te-market losses
of $6 million in 2012 compared to gains of $2 million in 2011,
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Partially offsetting these decreases were:

+ A $64 millien increase from participation in competitive retail load
auctions, and

* A $17 million increase in electric revenues from higher production in the
renewables portfolio.

Operating Expenses.
The variance was driven primarily by:

* A $140 million decrease in operating and maintenance expenses
resulting primarily from the prior year recognition of MISO exit fees;
lower transmission costs, prior year station outages, and 2011
regulatory asset amortization expenses,

« An $88 million decrease primarily from the 2011 impairment of excess
emission allowances as a result of the EPA's issuance of the CSAPR,

= An $85 million decrease in fuel expenses from the gas-fired generation
assets driven by lower natural gas costs, partially offset by higher
volumes,

+ A $19 million decrease in DEGS, excluging renewables, fuel used due
primarily to the termination of certain operations at the end of the first
quarter of 2011 and from lower natural gas prices,

* A $15 million decrease due to the receipt of funds in 2012 related to a
previously wiittan off receivable associated with the Lehman Brothers
bankruptcy,

= A $i5 million decrease in purchased power to serve Duke Energy Retail
customers, and

*» A $13 million decrease in fuel used for the coal-fired generation assets
driven primarily by lower generation volumes.
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Partially offsetting these decreases was:

* A $54 million increase in purchase power to serve competitive retail
load auctions.

Other Income and Expense, net.

The variance is primarily due to the sale of certain DEGS operations and
higher equity earnings from the renewables portiolic.

Interest Expense.

The variance is primarily due to higher capitalized interest on wind
construction projects.

Income Tax (Benefit) Expense.

The variance in tax benefit is primarily due 1o a decrease in pretax
income. The effective tax rate for the years ended December 31, 2012 and 2011
was (9.5) % and (1.4) %, respectivaly.

Segment Income.

The variance is primarily attributable to lower revenues driven by the net
impact of the expiration of the 2009-2011 ESP and the impact of competitive
market dispatch for the Duke Energy Ohio coal-fired assets, lower Duke Energy
Retail earnings, and lower PIM capacity revenues. These negative impacts were
partially offset by lower operating exgenses, lower impairment charges, and
increased margins frem the gas-fired generation assets.

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

Operating Revenues.
The variance was driven primarily by:

» A $240 million increase in wholesale electric revenues due to higher
genaration volumes, net of lower pricing and lower margin earned from
participation in wholasale auctions in 2011, and

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

Partially offsetting these increases were:

= A $178 million decrease in retail electric revenues resulting from lower sales
volumes driven by 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.

Operating Expenses.
The variance was primarily driven by:

« A $584 million decrease in impairment charges primarily related to a
$660 million charge related to goodwili and nonreguiated coal-fired
generation asset impatrments in the Midwest in 2010, as compared to
a $79 million impairment in 2011 to wiite down the carrying value of
excess emission allowances heid fo 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 infermation, and

* A $65 million decrease in retail fuet and purchased power expenses due
to lower generation volumes net of higher purchased power volumes i
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 346 million increase in operating expenses resulting primarily from
the recognition of MISO exit fees, higher maintenance expenses and
higher transmission costs, partfally offset by lower governance costs in
2011 compared to 2010, and

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

Other Income and Expense, net.

The variance fs prinrarily due to distributions from South Houston Green
Power received in 2010 which did not recurin 2011,

Interest Expense.

The variance is primarily due to lower ¢apitalized interest on wind
construction projects.

Income Tax (Benefit) Expense.

The variance in pretax income was primarily due to a nen-deductible
goodwill impairment in 2010. The effective tax rates for the year ended
December 31, 2011 and 2010, were (1.4%) and (7.2%), respectively.

Segment Income.

The variance is primarily attributable to lower goodwill, generation and
other asset impairment charges, higher wholesale margins due to increased
generation volumes, and an increase in renewables generation revenues,
These factors were partially offset by lower retail margins driven by custamer
switching and unfavorable weather, higher operating expenses resulting from
the recognition of MISD exit fees and increased maintenance expenses, and net
mark-0-market Yosses on non-qualifymg commodity hedge contracts in 2011
compared to gains in 2010.

Matters impacting Future Commercial Power Results

Changes or variability in assumptiens used in calculating the fair value
of the renewables reporting unit for goodwill testing purposes including but
not limited to, legislative actions related to tax credit extensions, long-term
growth rates and discount rates, coutd significantly impact the estimated fair
vafue of the renewables reporting unit. In the event of a significant decline in
the estimated fair value of the renewables reporting unit, goodwill and other
asset impairment charges could be recorded. The carrying value of goodwill,
and intangible assets associated with proposed renewable projects within
Commercial Power's renewables reporting unit was approximately $108 million
at December 31, 2012.

The current low energy price projections, as well as recently issued and
proposed envirgnmental regulations pertaining to coal and coal-fired generating
factlities, could impact future cash flows and market valuations of Commerciat
Power’s coal-fired ganeration assets which could lead to impairment charges.
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International Energy

Years Ended December 31,

Variance Variance

2012 vs. 2011 vs.

{in millions} 2012 2011 2011 2010 2010
(perating revenues $ 1549 § 1467 $ 82 $1204 $ 263
(Operating expenses 1,043 946 97 816 130
Losses on sales of other assets and other, nat — 0 ! &) 2
Dperating income 506 520 (14 385 135
Other income and expense, net m 203 (32 146 57
Interest expense 16 47 29 71 (24)
income before income faxes 0 676 {73 480 216
Income tax expense 149 195 {46) 143 52
- Less: Income attributable to noncontrolling interests 13 15 & 12 3
Segment income $ 43 § 466 $ 2§ 305 $ 161
Sales, GWh 20,132 18,889 1,243 19,504 (615)
Net proportional MW capacity in operation 4,584 4277 367 4,203 i

Year Ended December 31, 2012 as Compared to December 31, 2011

Operating Revenues.
The variance was driven primarily by:

+ A $53 million increase in Central America as a result of higher velumes
due to a full year of commercial operations of the Las Palmas I plant
and favorable hydrology,

« A $24 miltion increase in Peru due to higher average prices, and

« A $10 million increase in Argentina due to higher volumes as a result of
favorable hydrology, partially offset by unfavorable exchange rates,

Partially offsetting this increase was:

« A $7 million decrease in Brazil as a result of unfavorable exchange
rates partially offset by higher average prices and volumes.

Operating Expenses.

The variance was driven primarily by:

* A $76 million increase in Central America due to higher fuel costs and
consurnption as a resulf of increased dispatch,

« An $8 million increase in general and administrative due to higher
development costs, labor, and executive benefits, and

» A $7 million increase in Argentina as a result of higher transmission,
water royalty and purchased power costs.
Other income and Expense, net.
The variance was primarily driven by the absence of a $20 million
arbitration award in Pary,
Interest Expense,

The variance was primarily due to lower capitalized interest in Central
America and Brazil, as well as higher inflation partially offset by favorable
exchange rates in Brazil.
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Income Tax Expense.

The variance in tax expense is primarily due to a decrease in pretax
income. The effective tax rate for the year ended December 31, 2012 and 2011
was 24.8% and 28.9%, respectively.

Segment Income.

The variance was primarily due to unfavorable exchange rates in Brazil,
the prior year Peru arbitration award, and lower margins in Cenral America,
partially offset by higher average prices and volumes in Brazil and higher
average prices in Peru.

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

Operating Revenves.
The variance was driven primarily by:

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

= A $95 million increase in Brazil due to favorable exchange rates, and
higher average contract prices and volumes, and

« An $80 million increase in Peru due to higher average prices and
volumes, and hydrocarbon prices.
Partially offsetting this increase was:

+ A $25 miltion decrease in Ecuador as a result of lower dispatch due to
new fiydro competitor commencing operations and energy imports from
Colombia.

Operating Expenses.

The variance was driven primarily by:

* A $77 million increase in Gentral America due to higher fuel costs and
consumption as a result of increased dispatch,

« A $56 million increase in Peru as a result of higher fuel costs and
consumption as a result of increased dispatch, and higher purchased
power and hydrocarbon royalty costs, and

* A $25 million increase in Brazit as a result of unfavorable exchange
rates, higher purchased power and a provision for a revenue tax audit.
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Partially offsetting these increases was:

« A $27 million decrease in Ecuador due fo lower fuel consumption as a
result of lower dispatch, and lower maintenance costs.

Other Income and Expense, net.

The variance was primarily driven by a $44 million increase in equity
earnings from NMC due to higher average prices parttally offset by higher butane
costs, and a $20 million arbitration award in Pery.

Interest Expense.

The variance was primarily a result of inflation impact in Brazil and lower
interest expense in Central America due to prepayment of debt.

Income Tax Expense.

The variance is primarily due to an increase in pretax income. The
effective tax rate for the year ended December 31, 2011 and 2010 was 28.9%
and 31.1%, respectively,

Segment Income.

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

Other
Years Ended December 31,

Variance Variance

2012 vs. 2011 vs.
(in milliens) 2012 2011 2011 2010 2010
Operafing revenues $ 4 $ 44 $ 30 $ 142 $ (98)
Operating expenses 704 133 571 389 (256)
{Losses) gains on sales of other assets and other, net 1) (8 I 145 (153)
Operating loss (637 @an (540) {102) 5
QOther income and expense, net 16 43 (33) 126 mn
Interest expense 297 157 140 136 21
Loss hefore income taxes 918 (205) 713 112 (93)
Income tax benefit (378) (114 (264) 62 (52)
Less: Loss attributable to noncontrolling interests (2) (15) 13 CH {6
Net expense $(538) $ (76) $(462) $ 0 $ (35

Year Ended December 31, 2012 as Compared to December 31, 2011

Operating Revenues.

The variance was driven primarily by higher premiums earned at Bison
Insurance Company Limited (Bison) as a result of the addition of Progress Energy
and mark-to-market activity at Duke Energy Trading and Marketing, LLC {DETM).

Operating Expenses.

The variance was driven primarily by charges related to the Progress
Erergy merger, increased severance costs and higher current year donations.
These negative impacts were partially offset by higher JV costs related to DETM
in the prior year.

Other Income and Expense, net.

The variance was driven primarily by current year impairments and
prior year gains on sales of investments, higher interest income recorded in
2011 following the resolution of certain income tax matters related to prior
years and reversal of reserves related to certain guarantees Duke Energy had
issued on behalf of Crescent in 2011. These negative impacts were partiatly
offset by higher returns on investments that support benefit obligations in 2012
compared to 2011.

Interest Expense.

The variance was due primarily to higher debt balances as a result of debt
issuances and the inclusion of Progress Energy interest expense beginning in
July 2012,

42

Income Tax Benefit.

The variance is primarily due o an increase in pretax loss. The effective
tax rate for the years ended December 21, 2012 and 2011 was 41.1% and
56.0%, respectively.

Net Expense.

The variance was due primarily to charges related to the Progress Energy
merger, increased severance costs, and higher interest expense. These negative
impacts were partially offset by higher income tax benefit due to increased net
expense and higher returns on investments that support benefit obligations in
2012 compared to 2011.

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

Operating Revenues.

The variance was driven primarily by the deconsolidation of DukeNet in
December 2010 and the subsequent accounting for Duke Energy's investment in
DukeNet as an equity method investment.

Operating Expenses.

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



PART i

a decrease as a resuit of the DukeNet deconsolidation in Decernber 2010
and the subsequent accounting for Duke Energy’s investment in DukeNet as
an eguity method investment; partially offset by higher costs related to the
propased merger with Progress Energy.

{Losses) Gains on Sales of Other Assets and other, net.

The variance was primarily due to the $139 millian gain from the sale of
a 50% ownership interest in DukeNet in the prier year,

Other Income and Expense, net.

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

Interest Expense.
The variance was due primarily to higher debt balances as a result of debt
issuances.

Income Tax Benefit.

The variance is primarily due to a decrease in pre-tax income. The
effective tax rate for the year ended December 31, 2011 and 2010 was 56.0%
and 55.4%, respectively.

Net Expense.

The variance was driven primarily by $172 millian of 2010 employee
severance costs related to the voluntary severance plan and the conselidation
of certain corporate office functions from the Midwest to Charlotte, North
Carolina, prior year donations of $56 million to the Duke Energy Faundation,

a decrease as a result of the DukeNet deconselidation in December 2010 and
the subsequent accounting for Duke Energy’s investment in DukeNet as an
equity method investment, and higher interest expense due to increased debt
issuances in the current year. These negative impacts were partially offset by
prior year impairments and 2011 gains on sales of investments and higher
income tax benefit dus to increased net expense.

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
Chapler 11 bankrupicy protection in June 2003. On June 9, 2010, Crescent
restructiured and emerged from banksuptcy and Duke Energy forfeited its entire
50% ownership interest to Crescent debt holders, This forfeiture caused Duke
Energy to recognize a loss, for tax purposes, on its interest in the second quarter
of 2010. Altheugh Crescent has reorganized and emerged from bankrupicy
with creditors owning all Crescent interest, there remains uncertainty as to the
tax treatment assoctated 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 Cres¢ent and the resolution of
issues associated with Crescent’s emergence from bankruptcy.

DUKE ENERGY CAROLINAS
INTRODUCTION

BASIS OF PRESENTATION

Management's Discussion and Analysis should be read in conjunction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2012, 2011, and 2010.

The results of operations and variance discussion for Duke Energy
Carolinas is presented in a reduced disclosure format in accordance with
General Instruction (I2)(a) of Form 10-K.

RESULTS OF OPERATIONS
Years Ended Dacember 31,

(in millions} 2012 2011 Variance

Operating revenues $6,865  $6493 $172

Operating expenses 5,160 5,014 146

Gains on sales of other assets and other, net 12 1 11

Dperating income 1,517 1,480 37

{iher intome and expense, net 185 136 n
Interest expense 384 360 24

Ircome before income taxes 1318 1306 12

Income tax expense 453 472 19
Net income $ 865 § 834 $ 31
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The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Carolinas. Except as otherwise noted, the balow
percentages represent billed sales only for the periods presented and are not weather normalized.

Increase {decrease) over prios year 2012 2011
Residential sales® (7.2Y% (5.N%
General service sales® 0.4% {1.3%
Industrial sales® 0.9% §.8%
Wholesale power sales 4.0% 1.2%
Total sales™ 0.9% 3.9%
0.6% 0.3%

hverage number of customers

{a} Major components of retail sales.

{b} Consists of all components of sales, including all billed and urbilled retail sales, and wholesale sales to incorporated municipalities and to public and private utilities and power marketers.

The increase in Duke Energy Carolinas’ net income for the year ended
December 31, 2012, compared to December 31, 2011, was primarily due to the
following factors:

Operating Revenues.
The variance was primarily due to:

* A $323 millien increase in net retail pricing and rate riders primarify
due to revised retail base rates implemented in North Carolina and
South Carofina in the first quarter of 2012, and revenues recognized for
the energy efficiency programs, and

» A $40 million ingrease in weather adjusted sales volumes to customers
primarily due to higher weather-narmal sales to retail customers and an
gxtra day of revenues due to 2012 being a leap year.

Partially ofisetting these increases were:

+ A $141 million (net of fuel} decrease in GWh sales to retail customers
due to overall unfaverable weather conditions. The weather statistics
for heating degree days in 2012 were unfavorable compared to the
same period in 2011, while weather statistics for cooling degree days
were less favorable in 2012 compared to the same period in 2011, and

= An $88 million decrease in fuel revenues driven primarily by decreased
demand from retail customers mainly due to overall unfavorable
weather conditions, partially offset by higher fuel rates in both North
Carelina and South Carolina. Fuel revenues represent sales to retail and
whalesale customers.

Operaling Expenses.
The variance was primarily due to:

+ A $107 million increase in depreciation and amortization primarily due
to increases in depreciation as a result of additional plant in service
and amertization of certain regulatory assets,

» A $75 million increase in operating and maintenance expenses primarily
due to Duke Energy Carofinas’ portion of the costs associated with the
Progress Energy merger including donations, severance, and ¢ertain other
costs, higher non-outage and outage costs at generation planis, increased
corporate costs, and required donations resulting from the most recent
Morth Carolina and South Carolina rate cases, partially offset by the
establishment of regulatory assets in the first quarter of 2012, pursuant
to regulatory orders for future recovery of certain employee severance
costs related to the 2010 voluntary severance plan and other costs,
decreased storm costs, and lower governance costs, and
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« A $25 million increase in general taxes primarily due to higher revenue
related taxes in 2012, higher North Carolina property tax expense,
capitalization of North Carolina property taxes in the prior year related
to future generation plants, a favorable prior year resolution of a
property tax issue related to pollution control equipment exemptions
and a sales and use tax refund in 2011 with no comparable refund in
2012, and

A $19 mitlion increase in impairment charges primarily related to
the merger with Progress Energy. These charges relate to planned
fransmission project costs for which no recovery is expected, and
certain costs associated with mitigation sales pursuant to merger
settlement agreements with the Federal Energy Regulatory Commission
{FERC).

Partially offsetting these increases was:

= An $80 million decrease in fuel expense (including purchased power)
primarily related to lower volume of coal used in electric generation due
to lower demand from retail customers based on overall unfavorable
weather conditions and lower coal-fired generation due to low natural
£as prices.

Interest Expense.

The variance is primarily due to lower debt return on deferred projects
and a lower debt companent of allowance for funds used during construction
{AFUDG).

Incorne Tax Expense.

The variance in income tax expense is primarily due to prior year state
audit settlements. The effective tax rate for the years ended December 31, 2012
and 2011 was 34.3% and 36.1%, respectively.

Matters Impacting Future Buke Energy Caralinas Results

Duke Energy Carolinas filed a rate case on February 4, 2013 in North
Carolina and plans to file a rate case in South Carolina in early 2013. These
planned rates cases are needed to recover investments in Duke Energy
Carolinas’ ongoing infrastructure modernization projects and operating costs.
Duke Energy Carolinas’ earnings could be adversely impacted if these rate cases
are denied or delayed by either of the state regulatory commissions.

The ability to integrate Progress Energy businesses and realize cost
savings and any other synergies expected from the merger with Progress Energy
could be different from what Duke Energy Carolinas expects and may have a
significant impact on Duke Energy Carolinas’ results of operations.
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PROGRESS ENERGY
INTRODUCTION

BASIS OF PRESENTATION

Managetnent’s Discussion and Anatysis should be read in conjunctian
with the accompanying Consalidated Financial Statements and Notes for the
years ended December 31, 2012, 2011, and 2010.

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

RESULTS OF OPERATIONS
Years Ended December 31,

(in millions) 2012 2011  Variance
Operating revenues $9,405 38948 $ 457
Operating expenses 8,266 7,369 897
(Losses) gains on sales of olhter assets and ofher, net 2 4 (]
Operating income 1,137 1,583 (446)
Qther income and expense, net 130 52 8
Interest expense 140 725 15
income before income taxes 527 910 (383)
Income tax expense 172 323 (151)
Income from continuing operations 355 587 (232)
Discontinued operations, net of tax 52 {5) 57
Netincorme 407 582 (175)
Less: Net income attributable to noncontrolling interests 7 7 —
Net income attributable to parent $ 400 $ 575  $79

The decrease in Progress Energy’s net income for the year ended
December 31, 2012 compared o December 31, 2011 was primarily due to the
following factors:

Operating Reventtes.
The variance was primarily due to:

« A $319 miliion increase in fuel and capacity revenues driven primarily
by the 2011 charge of $288 million for the amount to be refunded
through the fuel clause in accordance with the 2012 settlement
agreement at Progress Energy Florida, and

« A$154 million increase in sales to wholesale customers primarily due
to Progress Energy Carolinas’ joint dispatch agreement (JDA) revenues
from Duke Energy Carolinas, the impact of an amended capacity

cantract with a major wholesale customer at Progress Energy Carolinas

that began in May 2012 and a new wholesale contract at Progress
Energy Carolinas that began in July 2012.

Partially offsetting these increases was:

= An $86 million decrease in sales to retail customers primarily due to
unfavorable weather conditions. The weather statistics for heating
degree days in 2012 were unfavorable compared to the same period
in 2011, while weather statistics for cooling degree days were less
favorable in 2012 compared to the same period in 2011.

Operating Expenses.

The variance was primarily due to:

« A $385 million increase in Operation, maintenance and other expense
primarily due to higher costs to achigve the merger with Duke Energy
and Progress Energy Carolinas’ higher nuclear plant outage costs, and

45

+ A $261 miltion increase in Fuel used in electric generation and
purchased power primarily dug to the impact of establishing a
$100 million regulatory liability for replacement power in accordance
with Progress Energy Florida's 2012 FPSC settlement agreement
{See Note 4}, the impact of higher rates at Progress Energy Carolinas
and a change in generation mix at Progress Energy Carolinas, which
was driven by nuclear refueling outages in 2012.

A $197 million increase in Impairment charges primarily due to the impact
of the decision to retire Crystal River Unit 3 {See Note 4) and the probable
disaliowance of transmission project costs at Progress Energy Carolinas,
which are a portion of the FERC Mitigation charges (See Note 2) included in
the costs te achieve the merger with Duke Energy.

Other Income and Expenses, net.

The variance was primarily due to the $59 mitlion prior-year pretax
unrealized loss to record the change in fair vatue of the contingent value
obligations (GV0s). The change in fair value was determined by an October 3,
2011 settlement agreament with a CV0 holder to purchase all of their CV0s at a
negotiated purchase price. The settlement agreement also led to a subsequent
tender offer to remaining CVO holders at the same purchase price.

Income Tax Expense.

The variance was primarily due to a decrease in pre-tax income. The
effective tax rates for 2012 and 2011 were 32.7% and 35.6%, respectively. The
decrease in the effective tax rate is primarily due to the decrease in pre-tax income
as well as the decrease for the change of fair value of outstanding CV0s.

Discontinued Operations, net of tax.

The variance was primarily due to the impact of the US Global seftlement
in 2012 (See Note 5).
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Matters Impacting Future Progress Energy Results

In accordance with the terms of a 2012 FPSC Settlement Agreement,
with consumer representatives and approved by the FPSC, Progress Energy
Florida retains the sole discretion and flaxibility to retire Crystal River Unit 3.
As a result of the decision to retire Crystal River Unit 3, under the terms of
the 2012 FPSC Settlement Agreement, Progress Energy Florida is allowed to
recover all remaining Crystal River Unit 3 investments and to earn a return on
the Crystal River Unit 3 investments set at its current authorized overall cost
of capital, adjusted to reflect a return en equity set at 70 percent of the current
FPSC authorized return on equity, no earlier than the first billing cycle of January
2017. Progress Energy Florida expects that the FPSC will review the prudence
of the retirement decision in Phase 2 of the Crystal River Unit 3 delamination
regulatory docket. Progress Energy Florida has also asked the FPSC to review
the mediated resolution of insurance claims with NEIL as part of Phase 3 of
this regulatory docket. Phase 2 and Phase 3 hearings have been tentatively

scheduled to begin on June 19, 2013. Progress Energy’s financial condition
and results of operations could be adversely impacted if the FPSC issues an
unfavorable ruling.

Progress Energy Carolinas filed a rate case in North Carofina in Gctober
2012, and plans to file a rate case in South Carolina before the end of 2013,
These rate cases are needed to recover the cost of plant modernization and
other capital investments in generation, transmission and distribution systems,
as well as increased expenditures for nuclear plants and personnel, vegetation
management and other operating costs. Progress Energy's earnings could be
adversely impacted if these rate cases are denied or delayed by the NCUC or
PSCSC.

The ability to integrate with Duke Energy businesses and realize cost
savings and any other synergies expected from the merger with Duke Engrgy
could be different from what Progress Energy expects and may have a
significant impact on Progress Energy’s results of operations.

PROGRESS ENERGY CAROLINAS
INTRODUCTION

BASIS OF PRESENTATION

Management's Discussion and Analysis should be read in conjunction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2012, 2011, and 2010.

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

RESULTS OF OPERATIONS
Years Ended December 31,

(in millions} 2012 2011 Variance

Operating revenugs $4706  $4,547 $ 159

(Operating expenses 4197 3674 523

Gains on sales of other asset and other, net 1 3 @
Operating income 510 876 (366)
Other income and expense, net 79 80 4]
Interest expense 207 184 23

Income before income taxes 382 172 {390}
Income tax expense 110 256 {146}
Net income 212 516 (244)
Preferred stack dividend requirement 3 3 —
Net inpome aftributable to parent $ 263 § 513 $(244)

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

Increase {decrease} over prior year 2012 2011
Residential sales® 8.2)% (5.00%
General service sales® (1.8)% 19%
Industrial sales® (L0% 0.5%
Wholgsalg power sales 25.9% (10.0)%
Total sales® 3.9% 68%
Average number of customers 0.8% 0.4%

(a) Major components of retail sales.
() Consists of all components of sales, including all billed and unbilled retail sales, and wholesale sales to incorporzted municipalities and to public and private utilities and power marketers,
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The decrease in Progress Energy Carolinas’ net income for the year ended
December 31, 2012 compared to December 31, 2011 was primarily due to the
following factors:

Cperating Revenues.
The variance was primarily due to:

* A $139 million in¢rease in sales to wholesale customers primarily due
to JDA revenues from Duke Energy Carolinas, the impact of an amended
capacity contract with 2 major wholesale customer that began in May
2012 and a new wholesale centract that began in July 2012,

* A $53 million increase in fuel revenues driven primarily by Interim FERC
Mitigation wholesale fuel revenue and higher fuel rates, and

* A $19 million increase in clause-recoverable regulatory revenues
primarily due to increased spending on new and existing DSM programs.

Partially offsetting these increases was:

« A $67 milkion decrease in sales to retail customers primarily due to
unfavorable weather conditions. The number of heating dagree days
for the 12 months ended December 31, 2012 was 19% below normal
compared to 9% below normal for the same period in 2011. In addition,
cooling degree days for the 12 months ended December 31, 2012 were
3% above normat compared to 19% above normal in the same period
in 2011.

Operating Expenses.
The variance was primarily due to:

* A $303 millign increase in Operation and maintenance expenses
primarily due to higher nuclear plant outage costs, higher costs to
achieve the merger with Duke Energy and the prior year non-capital
portien of a favorable judgment from spent fuel litigation, partially
offset by lower storm costs. The higher nuclear plant outage costs are
primarily due to three nuclear refueling outages in 2012 compared to
one outage in 2011,

* A $140 million increase in Fuel used in electric generation and
purchased power primarily due to the impact of higher rates; higher
weather-adjusted volumes and increased purchased power, which
was driven by favorable gas prices and nuclear piant outages; and
generation mix, which was driven by nuclear plant outages, and

+ A $51 million increase in Impairment charges primarily due to the
disallowance of transmission project costs, which are a portion of the
FERC Mitigation charges included in the costs to achieve the merger
with Duke Energy.

Interest Expense.

The variance was primarily due to higher interest expense on long-term
debt due to higher average debt outstanding and the prior-year settlement of
2004 and 2005 income tax audits.

Income Tax Expense.

The variance was primarily due to a decrease in pretax net income. The
effective tax rate for the years ended December 31, 2012 and 2011 was 28.7%
and 33.2%, respectively. The decrease in the effective tax rate is primarily due
to the decrease in pretax income.

Matters Impacting Future Progress Energy Carolinas Results

Progress Energy Carolinas filed a rate case in North Carolina in October
2012, and plans to file a rate case in South Carolina before the end of 2013.
These rate cases are needed to recover the cost of plant modernization and
other capital investments in generation, transmission and distribution systems,
as well as increased expenditures for nuclear plants and personnel, vegetation
management and other operating costs. Progress Energy Carolinas’ earnings
could be adversely impacted if these rate cases are denied or delayed by the
NCUC or PSCSC.

The ability to integrate with Duke Energy businesses and realize cost
savings and any other synergies expected from the merger with Duke Energy
could be different from what Progress Energy Carolinas expects and may have
a significant impact on Progress Energy Carolinas’ results of operations.

PROGRESS ENERGY FLORIDA
INTRODUCTION

BASIS OF PRESENTATION

Management’s Discussion and Analysis should be read in conjunction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2012, 2011, and 2010.

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

RESULTS OF OPERATIONS
Years Ended December 31,

(in millions) 2012 2011 Variance
Operating revenues 44,609  $4392 $297
Operating expenses 4,062 3,691 3
Gains on sales of uther asset and other, net 2 2 —
Operating income 629 703 19
(ther income and expense, net 3 30 9
Interest expense 255 239 16
Income before income taxes 413 494 81)
Income tax expense 147 180 33
Net income 266 314 48)
Preferred stock dividend requirement 2 2 _
Net income attributable to parent $ 264 § 312 $ 48
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The following table shows the percent changes in GWh sales and average number of customers for Progress Energy Florida. Except as otherwise noted, the
below percentages represent billed sales only for the periods presented and are not weather normalized.

Increase {decrease} over prior year 012 2011
Residential safes® (5.1)% 6.3%
General service sales® (1.0)% {0.4%
Industrial salgs'® (2.5)% 1.7%
Wholesale power sales (34.2%  (25.0)%
Total sales® (2.9% 8.5%
Average number of customers 0.8% 0.5%

(3} Major components of retail sales.

(b Consists of all components of sales, including all billed and unbilled retail sales, and wholesale sates to incorporated municipalities and 10 public and private utilities and power marketers.

The decrease in Progress Energy Florida’s net income for the year ended
December 31, 2012 compared to December 31, 2011 was primarily due to the
following factors:

Operating Revenues.
The variance was primarily due to:

+ A $266 million increase in fuel and capacity revenues driven primarily
by the 2011 charge of $288 million for the amount to be refunded
through the fuel clause in accordance with the 2012 FPSC settiement
agreement and the impack of higher residentiat fuel rates, partially offset
by unfavorable weather conditions that impacted wholesale and retail
fuel revenues. Also, Progress Energy Florida fad lower capacity revenues
restrlting from a lower capacity rate and the lower sales volume,

« A $28 million increase in other operating revenues primarily dua to
higher OATT rates, and

« A $15 million increase in sales to wholesale customers primarity dug to
a new contract with a major customer,

Partially offsetting these increases was:

+ A $19 million decrease in sales to retail customers due to unfavorable
weather conditions. The number of heating degree days for the 12
months ended December 31, 2012 was 22% below normal compared
to 12% below normal in the same period in 2011. In addition, cooling
degree days for the 12 months ended December 31, 2012 were 4% above
normal compared to 5% above normal in the same period in 2011.

Operating Expenses.
The variance was primarily due to:

* A $146 million increase in Impairment charges due to the impact of the
decision to retire Crystal River Unit 3 (See Note 4),

+ A $121 million ingrease in Fuel used in electric generation and purchased
power primarily due to the impact of establishing a regulatory liability
for replacement power in accordance with the 2012 FPSC settlement
agreement (See Note 4), and an increase in deferred fuel expense
related to higher under-recovered fuel costs in 2011 as a result of higher
system requirements driven by favorable weather in the prior year. These
increases were partially offset by lower natural gas prices and lower
system requirements as a result of unfavorable weather conditions in the
current year and a lower Crystal River Unit 3 indemnification charge for
the estimated joint owner replacement power costs,

* An $86 million increase in Operation and maintenance expenses primarily
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due to higher costs to achieve the merger with Duke Energy, and

» A $23 millian increase in Depreciation and amortization primarily due to a
decrease in the reduction of the cost of removal component of amortization
expense as allowed under the 2012 and 2010 settlement agreements
{See Note 4} and higher Environmental Cost Recovery Clause (ECRC)
amortization due to less over-recovery, partially offset by lower nuclear cost-
recovery amortization primarily related to the Levy nuclear station project.

Interest Expense.

The variance was primarily due to the prior-year favorable settlement of
2004 and 2005 income tax audits.

Income Tax Expense.

The variance was primarily due to a decrease in pretax net income. The
effective tax rate for the years ended December 31, 2012 and 201% were 35.7%
and 36.3%, respectively.

Matters Impacting Future Progress Energy Florida's Results

In accordance with the terms of the 2012 FPSC Settlement Agreement,
with consumer representatives and approved by the FPSC, Progress Energy
Florida retains the sole discretion and flexibility to retire Crystal River Unit 3.
As a result of the decision to retire Crystal River Unit 3, under the terms of
the 2012 FPSC Settlement Agreement, Progress Energy Florida is allowed to
recover all remaining Crystal River Unit 3 investments and to eam a return
on the Crystal River Unit 3 investments set at its current authorized overall
cost of capital, adjusted to reflect a return on equity set at 70 percent of the
current FPSC authorized return on equity, no earlier than the first billing cycle
of January 2017. Progress Energy Florida expects that the FPSC will review
the prudence of the retirement decision in Phase 2 of the Crystal River Unit
3 delamination regulatory docket. Progress Energy Florida has also asked the
FPSC to review the mediated resolution of insurance claims with NEIL as part
of Phase 3 of this regulatory docket. Phase 2 and Phase 3 hearings have been
tentatively scheduled to begin on June 19, 2013. Progress Energy Florida's
financial condition and results of operations could be adversely impacted if the
FPSC issues an unfavorable ruling.

The ability to integrate with Duke Energy businesses and realize cost
savings and any other synergies expected from the merger with Duke Energy
could be different from what Progress Energy Florida expects and may have a
significant impact on Progress Energy Florida's results of operations.
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DUKE ENERGY OHIO
INTRODUCTION

BASIS OF PRESENTATION

Management's Discussion and Analysis should be read in conjunction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2012, 2011, and 2010.

The results of operations and variance discussion tor Duke Energy Ohia is
presented in a reduced disclosure format in accordance with General Instruction

(1{2)(a) of Form 10-K.

RESULTS OF OPERATIONS
Years Ended December 31,

{in millions) 2012 2011 Variance

QOperating revenues $3152  §3181 $(29)
Operating expenses 2,810 2811 {1
Gains on sales of other assets and other, net 1 5 2

Operating income 348 375 (26)
Other income and expense, net 13 1% (3]
Interest expense 8 104 (15)
Income before income taxes 213 290 un
Income tax expense 9% 96 2

Net income $ 175 % 194 $(19)

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

Increase (decrease) over prior year 2012 2011

Residential sales® (3.9% (3.20%
General service sales® (2.6)% (1.2)%
Industrial sales™® 0.6% 2.9%
Whelesale power sales (35.9Y% 159%
Total sales® (2.3Y% 2.9%
Average number of customers 0.5% 0.2%

() Major components of retail sales.

(b Conststs of 2l components of sales, including al billed and unbilled retail sales, and wholesale sales to incorporated municipalities and to public and private utilities and power marketers,

The decrease in Duke Energy Ohio’s net income for the year ended

December 31, 2012 compared to December 31, 2011 was primarily due to the

following factors:

Operating Revenues.

The variance was primarily driven by:

+ A $285 million decrease in electric revenues from the coal-fired generation

assets driven primarily by the expiration of the 2009-2011 ESP, net of

stability charge revenues, partially offset by the coal-fired generation assets

participating in the PIM wholesale energy market in 2012,

* 4 $39 miilion decrease in electric revenues from the gas-fired

generation assets driven primarily by lower power prices, partially offset

by increased volumes, and

* An $18 million decrease in PIM capacity revenues related to lower

average cleared capacity auction pricing in 2012 compared to 2011 for
the gas-fired generation assets, net of an increase associated with the

maove of the coal-fired assets from MISO to PIM in 2012,

Partially offsetting these decieases were:

* A $279 million increase in regulated fuel and purchased power revenues

driven primarily by higher purchased power revenues collected under
the new Chio ESP which became effective January 1, 2012, partially

offset by reduced gas sales volumes and lower natural gas costs, and

* A $32 million increase in retail Ohio electric energy efficiency rider
revenue resulting primarily from the approval of the final save-a-watt

order for the years 2009-2012,

Operating Expenses.

The variance was primarily driven by:

* A$101 million decrease in operating and maintenance expenses
resulting primarily from prior year recognition of MISO exit fees, higher
prior year station outages, and regulatory asset amortization expenses,

= An $88 million decrease primarily from the 2011 impairment of excess
emission alfowances as a result of the EPA's issuance of the Cross-State

Air Paliution Rule (CSAPR), and

» An $85 million cecrease in fuel expense from the gas-fired generation
assets driven by lower natural gas costs, partially offset by higher volumes.

Partially offsetting these decreases was:

« A $274 million increase in regulated fuel expense driven primarily by
higher purchased power expense as a result of the new ESP partially
offset by reduced gas sales volumes and lower natural gas cosks.

Interest Expense.

The variance was primarily due to lower average debt balances in 2012
compared to 2011 and post in-service carrying charges retated to new projects.
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Income Tax Expense.

The variance in tax expense is primarily due te an increase in the effective
tax rate. The effective tax rate for the years ended December 31, 2012 and
2011 was 36.0% and 33.1%, respectively. The increase in the effective tax
rate is primarily due to a $10 mitlion reduction of deferred tax liabilities as a
result of an election related to the transfer of certain gas-fired generation assets
toits wholly owned subsidiary Duke Energy Commercial Asset Managsment,
LLC (DECAM} in the second quarter of 201 1.

Matters impacting Futere Duke Energy Ohio Results

Duke Energy Ohio filed electric and gas distribution rate cases in July
2012. These planned rate ¢ases are needed to recover capital investments,
costs associated with MGP sites and operating costs. Duke Energy Chio’s
earnings could be adversely impacted if these rate cases are denied or delayed
by the state regulatory commission.

The current low energy price projections, as well as recently issued and
proposed environmental regulations pertaining to coal and coal-fired generating
facilities, could impact future cash flows and market valuations of Duke Energy
Ohio's coal-fired generation assets which could lead to impairment charges.

DUKE ENERGY INDIANA
INTRODUCTION

BASIS OF PRESENTATION

Management's Discussion and Analysis should be read in conjunction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2012, 2011, and 2010,

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-X,

RESULTS OF OPERATIONS
Years Ended December 31,

{in millions} 2012 2011 Variance
(perating revenues $2717  §2622 $ 9

(Operating expenses 2,792 2,340 452

Operating {loss) income {1 282 (357)
QOther income and expense, net 90 97 7))
Interest expense 138 137 1

(Loss) Income before income taxes (123) 242 (365)
Income tax (benefit) expense (13 74 (147)
Net (loss) income $ 500§ 168 $(218)

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

Increase (decrease) aver prior year 2012 2011

Residential sales® (a8)%  (3.0%
General service sales® (0.5Y% (1L.5)%
Industrial sales® 1.7% L.5%
Wholesale power sales 1.9% (19.1)%
Total sales® 1.2% *.9%

Average number of customers 0.6% 0.1%

(a) Major companents of retail sales.
{b) Consists of all components of sales, including all billed and unbilled retail sales, and wholesale sales to incorporated municipalities and to public and private utilities ang power marketers.

* A $12 million increase in rate pricing due to the positive impact on
overall average prices of lower sales volumes.

Duke Energy Indiana’s net loss for the year ended December 31, 2012
compared to net income for the year ended December 31, 2011 was primarily
due to the following factors:

Partially offsetting these increases were:

Operating Revenues. - . .
P e * A $31 million decrease in retail revenue due to a regutatory order to

refund revenues fo customers refated to the Edwardsport (GCC plant that
is currently under construction. See Nofe 4 to the Consolidated Financial
Statements “Regulatory Matters,” for additional information, and

The variance was primarily due fo:

+ A $102 million net increase in fuel revenues (including emission
allowances) primarily due to an increase in fuel rates as a result of
higher fuel and purchased power costs, + A $7 million decrease in retal revenues related to less faverable
weather conditions and weather-normal sales velumes in 2012

« A $17 million net increase in rate riders primarily related fo higher recoveries compared to 2011,

under the clean coal technology and energy efficiency riders, and
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Operating Expenses.
The variance was primarily due to:

* A $378 million increase due to impairment and other charges recorded
in 2012 related to the Edwardsport IGCC plant that is currently under
construction of $600 million, partially offset by a 2011 Edwardsport
IGCC impairment charge of $222 million. See Note 4 to the Consolidated
Financial Statements, “Regulatory Matters,” for additional information, and

* A $102 million increase in fuel costs primarily due to an increase in fuel
rates as a result of higher fuel and purchased power costs.

Partially offsetting these increases were:

* A $29 million decrease in operation and maintenance primarily due to
higher storm ¢osts in the prior year, and fower genaration and outage
maintenance costs in 2012, partially offset by higher energy efficiency
program costs.

Income Tax (Benefit) Expense.

The variance in income tax expense is primarily due to a decrease in
pretax income. The effective tax rates for the years ended December 31, 2012
and 2011 were 59.5% and 30.6%, respectively. The increase in the effective
tax rate is primarily due to the decrease in pretax income in 2012 related to the
Edwardsport IGCC project.

Matters impacting Future Duke Energy Indiana Results

On December 27, 2012, the IURC approved a settlement agreement
between Duke Energy Indiana and certain intervenors to cap the construction
costs recoverable in retail rates. The Edwardsport IGCC plant is scheduled to
begin commercial operation in mid-2013. Duke Energy Indiana’s earnings could
be adversely impacted by additional delays in the commencement of operations
which may result in increased costs.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The application of accounting policies and estimates is an important
process that continues o develop as Duke Energy’s operations change and
accounting guidance evoives. Duke Energy has identified a number of critical
accounting policies and estimates that require the use of significant estimates
and judgmenis.

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

Regulatory Accounting

Duke Energy’s regulated operations (the substantial majority of U.S,
Franchised Electric and Gas's operations) mest the criteria for application of
regulatory accounting treatment. As a result, Duke Energy records assets and
liabilities that result from the regulated ratemaking process that would not be
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recorded under GAAP in the U.S. for nonregulated entities. Regutatory assets
generally represent incurred costs that have been deferred because such costs
are probable of future recavery in customer rates. Regulatory liabilities generally
represent obligations to make refunds to customers for previous cotlections for
costs that have yet to be incurred. Management continually assesses whether
the regulatory assets are probable of future recovery by considering factors such
as applicable regulatory environment changes, historical regulatory treatment
for similar costs in Duke Energy's jurisdictions, litigation of rate orders,

recent rate orders to other regulated entities, and the status of any pending

or potential deregulation legislation. Based on this continual assessment,
management believes the existing regulatory assets are probable of recovery.
This assessment reflects the current political and regulatory climate at the state
and federal levels, and is subject to change in the future. i future recovery

of cosis ceases to be probable, the asset write-offs woutd be required to 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, racognition of nuclear decommissioning costs and amortizatian of
regulatory assets ar may disallow recovery of all or a portion of certain assets.
Total regulatary assets for Duke Energy were $11,741 million and $4,046 million
as of December 31, 2012 and 2011, respectively. Total regulatory liabilities
were $5,740 million and $3,006 million as of December 31, 2012 and 2011,
respectively. The increases in regulatory assets and liabilities are driven
primarily by the Progress Energy merger. For further information, see Note 4 to
the Consolidated Financial Statements, “Regulatory Matlers.”

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 defermination 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 secover the operations’ costs can be charged to 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 capitatized costs.

The regulatory accounting rules require recognition of a loss if it becomes
probable that part of the cost of a plant under construction or a recently
completed plant will be disallowed for ratemaking purposes and a reasanable
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,
etc. As discussed in Note 4, “Regulatory Matters,” during 2012, 2011 and 2010
Duke Energy Indiana recorded charges of $631 million, $222 million and
$44 mitlion, respectively, related to the IGCC plant currently under construction
in Edwardsport, Indiana. Management wili continue o assess matters as the
construction of the plant and the related regulatory proceedings continue, and
further charges could be required in 2013 o beyond. Also as discussed in
Note 2 to the Consolidated Financial Statements, “Acquisitions and Sales of
Other Assets,” Duke Energy Carolinas and Progress Energy Carolinas recorded
disallowance charges in 2012 in order to gain FERC approval of the merger
between Ouke Energy and Progress Energy.

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

Duke Energy’s goodwill balances are included in the following table.

December 31,
{in millions} 2012 2018
U.S. Franchised Electric and Gas $15950 $3,483
Commercial Power 62 69
International Energy 353 297
Total Duke Energy goodwill $16,365 $3,849

The Duke Energy allocates goodwill to a reporting unit, which Duke Energy
defines as an operating segment or one level below an operating segment.
During 2012, Duke Energy vecorded $12,467 miion of goodwilt assotiated
with the merger with Progress Energy. This goodwill represents the excess of
the purchase price over the estimated fair values of the assets acquired and
liahilities assumed on the acquisition date, and was preliminarily ailocated
entirely to the USFE&G segment. The goodwill recognized is subject to change
as additional infarmation is obtained about the facts and circumstances that
existed as of the acquisition date. See Note 2, "Acquisitions and Sales of Other
Assets,” for additional information on the merger with Progress Energy.

The remainder of USFE&G's goodwill relates to the acquisition of Cinergy
in April 2006. Commercial Power’s goodwill resulted from the 2008 acquisition
of Catameunt Energy Corporation, a leading wind power company located in
Rutland, Yermont, and has been allocated to the Renewables reporting unit.
International Energy’s goodwill resulted from various acquisitions, including
$59 million from the 2012 acquisition of |bercamericana de Energia lbener SA.
in Chile. See Note 2, “Acquisitions and Sales of Other Assets,” for additienal
information.

Duke Energy recorded impairments of $500 million refated to Commercial
Power’s nonregulated Midwest generation reporting unit in 2010, Subsequent
to the 2010 impairment charge there is no recorded amount of goodwill at
Commercial Power's monregulated Midwest generation reporting unit. These
impairment charges are recorded in Goodwill and Other Impairment Charges
on Duke Energy’s Consolidated Statement of Operations. See Note 12 to
the Consolidated Financial Statements, “Goodwill, Intangible Assets and
Impairments” for further information regarding the factors impacting the
valuation of Commercial Power’s nonregulated generation reporting unit. Duke
Energy determined that no ether goodwill impairments existed in 2012, 2011,
and 2010.

As discussed in Note 12 to the Consolidated 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 reparting unit below its carrying value, Duke
Energy evaluates the carrying amount of its recorded goodwill for impairment
on an annval basis as of August 31 and performs interim impairment tests if a
triggering event occurs that indicates it is more likely than not that the fair value
of a reporting unit is less than its carrying value.

The analysis of the potential impairment of goodwill may first consider
qualitative factors to determine whether it is more fikely than not (i.e., greater
than 50 percent chance) that the fair value of a reporting unit is less than its
book value. This is sometimes referred to as “step zero” and is an optional
step in the annual goodwill impairment analysis, If the results of qualitative
assessments indicate that the fair value of 2 reporting unit is mare likely than
not less than the carrying value of the reporting unit, the twe-step impairment
fest s required. Step one of the impairment test involves comparing the fair
values of reporting units with their carrying values, including goodwill. i the
carrying amount is less than fair value in step one, further testing of goodwill is
not performed. f the carrying amount of a reporting unit exceeds the reporting
unit’s fair vaiue, step Iwo must be performed to detesmine the amount, if any, of
the goodwill impairment toss. Step two of the goodwill impairment test involves
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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 reporting unit as determined in step one and the net fair value of all
identifiable assets and liabilities represents the implied fair value of goodwill.
The 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.

As a result of the acquisition of Progress Energy, Duke Energy performed
step one of the goodwill impairment test as of August 31, 2012, and concluded
the fair value of each of its reporting units exceeded their respective carrying
values, and thus, did not record any impairment charges. In 2011, Duke Energy
performed the qualitative assessments under step zero and 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.

When performing step zero of the goodwill impairment test, Duke Energy’s
qualitative assessments include reviews of current forecasts compared to prior
forecasts, consideration of recent fair value calculations, if any, review of the
stock price performance of Duke Energy and its peers, credit ratings of Duke
Energy’s significant subsidiaries, updates to weighted average cost of capitat
(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 recent financiaf performance.

For purposes of the step one analyses, determination of the reporting
units’ fair values is based on a combination of the income approach, which
estimates the fair value of Duke Energy’s reporting units based on discounted
future cash 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. Generally, more emphasis is applied to the income
approach as it represents management's best estimate of future value, Key
assumptions used in the income approach analyses include, but are not limited
to, estimated future cash flows and the use of an appropriate discount rate. The
market approach uses implied market multiples derived from comparable peer
utilities and market transactions to estimate the fair value.

Estimated future cash flows under the income approach are based to a
large extent on Duke Energy's internal 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 to customer
usage and attrition based on internal data and economic data obtained from
third-party sources, projected commodiky priging data and potential changes in
environmental regulations. The business plan assumes the occurrence of certain
events in the future, such as the outcome of futuse rate filings, future approved
rates of returns on equity, anticipated earnings/returns refated to significant
future capital investments, continued recovery of cost of service and the renewal
of certain contracts. Management also makes assumptions regarding the run rate
of operation, maintenance and general and administrative costs based on the
expected outcome of the aforementioned events. In estimating cash flows, Duke
Energy incorporates expected growth rates, regulatory and economic stability,
the ahility to renew contracts and other factors, into its revenue and expense
forecasts. Should the actual outcome of some or alf of these assumpticns
differ significantly from the current assumptions, revisions to current cash flow
assumptions could cause the fair value of Duke Energy’s reporting units to be
significantly different in future perieds.

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
2012 step one impairment tests, Duke Energy considered implied WACC's for
certain peer companies in determining the appropriate WACG rates to use in its
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analysis. As each reporting unit has a different risk profile based on the nature of
it operations, including factors such as regulation, the WAGG for each reporting
unit may differ. Accordingly, the WACCs were adjusted, as appropriate, to account
for company specific risk premiums. For example, transmission and distribution
reporting units generally would have a lower company specific risk premium as
they do not have the higher level of risk associated with owning and eperating
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, 2012, for each of Duke
Energy’s domestic reporting units were commensurate with the risks associated
with each reporting unit and ranged from 5.2% to 7.1%. For Duke Energy's
international operations, a country specific risk adder based on the average of
risk premium for each separate jurisdiction in which International Energy operates
was added to the base discount rate to reflect the differing risk profiles of the
jurisdictions and countries. This resulted in a discount rate for the August 31,
2012 goodwill impairment test for the international operations of 8.5%.

The underlying assumptiens 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 fiows, could result in future
impairment charges. Management continues to remain alert for any indicators
that the fair value of a reporting unit could be below book value and will assess
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 regulaters 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,
changes in discount rates may have a significant impact on the fair value of
equity. As of Aupust 31, 2012, all of the USFERG reparting units’ estimated fair
value of equity exceeded the carrying value of equity by more than 10%, except
Progress Energy Florida which has preliminarily bean allocated goodwill of
$2,457 miliion, Management will continue to monitor changes in the business,
as well as overall market conditions and economic factors that could require
additional impairment tests.

As discussed in Note 12 to the Consolidated Financial Statements,
“Goodwill, intangible Assets and impairments,” the fair value of USFE&G's
Progress Energy Florida reperting unit and Commercial Power’s Renewables
reporting unit are impacted by a multitude of factors, including legislative
actions related to tax credit extensions, long-term grawth rate assumptions,
the market price of power and discount rates. As of December 31, 2012, the
Progress Energy Florida reporting unit and the Renewables reporting unit’s
estimated fair value of equity exceeded the carrying value of equity by less than
10%. Management continues to monitor these assumptions for any indicators
that the fair value of the reporting unit could be below the carrying value, and
will assess goodwill for impairment as appropriate.

Long-Lived Asset Impairment Assessments

Property, plant and equipment is stated at the lower of histarical cost
less accumulated depreciation or fair value, if impaired. Duke Energy evaluates
property, pfant and equipment for impairment when events or changes in
circumstances indicate that the carrying value of such assets may not be
recoverable. The determination of whether an impairment has occurred is based
on an estimate of undiscounted future cash flows attributable to the assets,
as compared with the carrying value of the assets. Performing an impairment
evaluation involves a significant degree of estimation and judgment in areas
such as identifying circumstances that indicate an impairment may exist,
identifying and grouping affected assets, and developing the undiscounted
future cash flows associated with the asset. Additionally, determining the
fair value of the asset requires probability weighting the future 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,
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estimates of future cash flows are, by nature, highly uncertain and may vary
significantly from actual resuits. If an impairment has accurred, the amount

of the impairment recognized is determined by estimating the fair value of the
asset 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 is
re-evaluated when circumstances or events change.

When it becomes prebable that regulated generation, transmission 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 properiy is dependent upon amounts that may be
recovered through regulated rates, including any return. As such, an impairment
charge could be offset by the establishment of a regulatory asset if rate recovery
is probabie.

As discussed further in Note 12 to the Consolidated Financial Statements,
“Goodwill, Intangible Assets and Impairments," in the third guarter of 2012,
Duke Energy Carolinas and Progress Energy Carolinas recorded cerfain
impairment charges in conjunction with the merger between Duke Energy and
Progress Energy. In the third quarter of 2011, Commercial Power recorded
$79 million of pre-tax impairment charges related to Clean Air Act emission
allowances which were no longer expected to be used as a result of the
issuance of the final 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 in the Midwest to
write-down the value of these assets o their estimated fair value, which was
impacted by the EPA's rules on emissions of NO, and S0,. These impairment
charges are recorded in Goodwill and Other Impairment Charges on Duke
Energy’s Consolidated Statement of Operations.

Revenue Recognition

Revenues on sales of electricity and gas are recognized when either the
service is provided or the product is delivered. Operating revenues include
unbilled electric and gas revenues eamed when service has been delivered
but not billed by the end of the accounting period. Unbilled retail revenues are
estimated by applying an average revenue per kilowait-hour (kWh) or per Mcf
for all customer classes to 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} to the rumber of estimated MWh
delivered but not yet billed. Unbitled wholesale demand revenues are calculated
by applying the contractual rate per MW to the MW volume delivered but 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, customer mix and the average price in effect for customer
classes.

At December 31, 2012 and 2011, Duke Energy had $920 million and
$674 million, respactively, of unbilled revenues within Restricted Receivables of
Variable Interest Entities and Receivables on the Consolidated Balange Sheets.

Agcounting 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 statements, management makes judgments regarding the future outcome
of contingent events and records a loss contingency when it is determined that it
is probable that a loss has occurred and the amount of the less can be 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 scenarios that often depend on judgments about potentiad actions by third
parties, such as federal, state and local courts and other regulators. Contingent
liabilities are often resolved over long perieds of time. Amounts recorded in the
consolidated financial statements may differ from the actual cutcome once the
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contingeney is resofved, which could have a material impact an future results of
operations, financial position and cash flows of Duke Energy,

Duke Energy Carolinas has experienced numerous claims for
indemnification and medical cost reimbursement relating to damages for
bodily injuries aileged to have arisen from the exposure to or use of ashestos
in connection with construction and maintenance activities conducted by
Duke Energy Carofinas on its electric generation plants prior to 1985. Amounts
recognized as ashestos-related reserves in the respective Consolidated Balance
Sheets totaled $751 million and $801 million as of December 31, 2012 and
2011, respectively, and are classified in Other within Deferred Credits and Other
Liabitities and Other within Current Liabilities. These reserves are based upon
the minimum amount in Duke Energy's best estimate of the range of foss for
current and future ashestos 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 langer-term forecast, management does not
beligve that they can reasonably estimate the indemnity and medical costs that
might be incusred after 2030 related to such potential claims. Asbestos-related
loss estimates incorporate anticipated inflation, if applicable, and are recorded
on an pndiscounted basis. These reserves are based upon current estimates and
are subject to greater uncertainty as the projection period lengthens. A significant
upward or downward trend in the number of claims filed, the nature of the alleged
injury, and the average cost of resolving each such claim could change our
estimated liability, as could any substantial adverse or favorable verdict at trial.
A federal legislative solution, further state tort reform or structured seftlement
transactions could also change the estimated liability. Given the uncertainties
associated with projecting matters into the future and numerous other factors
outside our control, management believes that it is pessible Duke Energy may
incur asbestos liabilities in excess of the recorded reserves.

Duke Energy Carolinas 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
te exceed the self insurance retention on 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 potential future insurance
recoveries for indemnification and medical cost claim payments is $935 million
in excess of the self insured retention, Insurance recoveries of $781 million and
$313 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, 2012 and 2011, respectively. Duke Energy is not aware of any
unicertainties regarding the legal sufficiency of insurance claims. Management
believes the insurance recovery asset is probable of recovery as the insurance
carrier continues to have a strong financial sirength rating.

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

Accounting for Income Taxes

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

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

In assessing the likelihood of realization of deferred tax assets,
management considers estimates of the amount and character of future taxable
income. Actual income taxes could vary from estimated amounts due to the
impacts of various items, including changes 1o income tax laws, Duke Energy's
forecasted financial condition and results of operations in future periods, as well
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as results of audits and examinations of filed tax returns by taxing authorities.
Although management believes current estimates are reasonable, actual results
could differ from these estimates.

Significant judgment is also required in computing Duke Energy's
quarterly effective tax rate (ETR). The ETR calculations are revised each quarter
based on the best annyal tax assumptions 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 computed based on the actual year-to-date ETR
versus the forecasted annual ETR, excluding discrete items impacting income
{ax expense that have occurred year-io-tdate.

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

Undistributed foreign earnings associated with International Energy’s
operations are considered indefinitely reinvested. As a result, no U.S. tax
is recorded on such earnings. 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 its U.S. operations and that International
Energy either has invested or has intentions to reinvest such earnings. While
management currently intends to indefinitely reinvest all of International
Energy’s unremitted earnings, should circumstances change, Duke Energy
may need to record additional income tax expense in the period in which
such determination changes. The cumulative undistributed earings as of
December 31, 2012, on which Duke Energy has net provided deferred U.S.
income taxes and foreign withhelding taxes is approximately $2.0 billion. The
amount of unrecognized deferred tax liability refated to these undistributed
earnings is estimated at between $275 miliion and $350 million.

For further information, see Note 24 to the Consolidated Financial
Statements, “Income Taxes.”

Pension and Qther Post-Retirement Benefits

The calculation of pansion expense, other post-retirement benefit expense
and pension and other 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 believes that the most 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 requicements for defined benefit plans are determined by
government regulations. Duke Energy made voluntary contributions to its defined
benefit retirement plans of $200 million in 2012, $200 million in 2011, and
$400 million in 2010 and mandatory centributions of $104 million in 2012,

In 2013, Duke Energy anticipates making $350 million of contributions to its
defined benefit plans.

Duke Energy and its subsidiaries, including Progress Energy and Cinergy,
maintain, and the Subsidiary Registiants participate in, non-contributory defined
benefit retirement plans. The plans cover most U.S. employees using a cash
balance formula. Under a cash balance formula, a plan participant accumulates
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a retirement benefit consisting of pay credits that are based upon a percentage
{which may vary with age and years of service) of current eligible eamings and
current interest credits. Certain Progress Energy and Cinergy U.S. employees
are covered under plans that use a final average earnings formula, Under

the Cinergy final average eamnings formula, a plan participant accumulates

& retirement henefit equal to 2 percentage of their highest 3-year average
eamings, plus a percentage of their highest 3-year average eamnings in excess of
covered compensation per year of participation (maximum of 35 years), plus a
percentage of their highest 3-year average eamings fimes years of participation
in gxcess of 35 years. Under the Progress Energy final average eamings formula,
a plan parficipant accumulates a retirement benefit equat to 2 percentage of their
highest 4-year average earnings, plus a percentage of their highest 4-year average
earnings in excess of covered compensation per year of participation (maximum
of 35 years), plus a percentage of their highest 4-year average earnings times
years of participation in excess of 35 years. Duke Energy also maintains, and the
Subsidiary Registrants participate in, non-qualified, non-contributory defined
benefit retirement plans which cover certain executives.

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

Duke Energy recognized pre-tax gualified pension cost of $117 million in
2012. In 2013, Duke Energy’s pre-tax qualified pension cost is expected to e
$61 million higher than in 2012 resulting primarily frem a 2013 decrease in the
discount rate on obligations and expected long-term rate of return on assets,
and 12 months of expense recognition in 2013 for the Progress Energy plans.
Duke Energy recognized pre-tax nonqualified pension cost of $19 million and
pre-tax other post-retirement benefits cost of $80 million, in 2012, In 2013,
pre~tax non-qualified pension cost is expected fo be approximately the same
amount as in 2012, In 2013, pre-tax other post-retirement benefits costs are
expected to be approximately $46 mitlion higher than in 2012 resulting primarily
from 12 months of expense recognition in 2013 for the Progress Energy plans,

For both pension and ether post-retirement plans, Duke Energy assumes
that its plan’s assets will generate a long-term rate of return of 7.75% as of
December 31, 2012. The assets for Duke Energy’s pension and other post-
retirement plans are maintained in two master trusts, the Duke Energy Master
Retirement Trust and the Progress Energy Master Trust. The investment objective
of the master trusts is to achisve reasonable returns on trust assets, subject
to a prudent levet 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 on investments. Duke Energy regularly
reviews its actual asset allocation and periodically rebalances its investments

1o its targeted allocation when considered appropriate. Duke Energy also invests
other post-retirement assets in the Duke Energy Corporation Employee Benefits
Trust (VEBA 1), The investment objective of VEBA | is o achieve sufficient refurns,
subject to a prudent level of portfalio risk, for the purpose of promoting the
security of plan benefits for participants. VEBA 1 is passively managed.

The expected long-term rate of return of 7.75% for the plan’s assets was
tieveloped using a weighted average calculation of expecied refums for the
master trusts based primarily on fuiure expected returns across asset classes
considering the use of active asset managers. The weighted average returns
expected by asset classes for the Duke Energy Retirement Master Trust were
2.53% for U.S. equities, 1.46% for Non-U.S. equities, 0.97% for global equities,
1.65% for debt securities, 0.36% for global private equity, 0.22% for hedge
funds, 0.28% for real estate and 0.28% for other global securities. The weighted
avarage retums expected by asset classes for the Pragress Energy Master Trust
were 1.83% for U.S. equities, 1.419 for Non-U.S. equities, 0.78% for global
equities, 1.67% for debt securities, 1.20% for global private equity, 0.57% for
hedge funds, 0.08% for real estate and 0.21% for other global securities.

Duke Energy discounted its future U.S. pension and other
past-retirement obligations using a rate of 4.1% as of December 31,

2012. 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, 2012, Duke Energy
determined its discount rate for 1.S. pension and other post-retirement
obfigations using a bond selection-settlement portfolio approach. This
approach develops a discount rate by selecting a porifolio of high quality
corporate honds that generate sufficient cash flow to provide for the projected
benefit payments of the plan. The selected bond portfalio is derived from a
universe of nan-cailable corporate bonds rated Aa quality or higher. After the
bond portfolio is selected, a single interest rate is determined that equates the
present value of the plan’s projected benefit payments discounted at this rate
with the market value of the bonds selected.

Future changes in plan asset returns, assumed discount rates and various
other factors related to the participants in Duke Energy’s pension and
post-retirement plans will impact Duke Energy’s future pension expense and
liabilities. Management cannot predict with certainty what these factors will
be in the future. The following table presents the approximate effect on Duke
Energy’s 2012 pre-tax pension expense, pension obligation and other post-
retirement henefit obligation if 2 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 on 2012 pre-tax pension expense

Expected long-term rate of refurn $an $ 12 $— 3—

Discount rate ® 8 n 1
Effect on benefit obligation at December 31, 2012

Discount ate $(123) $127 $(15) $16

Duke Energy’s U.S. post-retirement plan uses a medical care trend rate which refiects the near and long-term expectation of increases in medical health care costs.
Dube 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, 2012, the medical care trend rates were 8.5%, which grades to 5.00% by 2020. The following table presents the approximate effect on Duke
Energy's 2012 pre-tax other post-retirement expense and other post-retirement benefit obligation if a 1% point change in the heatth care trend rafe were to occur.

(ther Post-retirement Plans

(in millions} +1.0% -1.0%
Effect on 2012 other post-retirement expense $ 9 $
Effect on other post-retirement benefit obligation at December 31, 2012 164 (133)
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LIQUIDITY AND CAPITAL RESOURCES

Overview

At December 31, 2012, Duke Energy had cash and cash equivalents
and short-term investments of $1.8 billion, of which $1.1 billion is held in
foreign jurisdictions and is forecasted to be used to fund the operations of and
investments in International Energy. To fund its domestic liquidity and capital
requirements, Duke Energy relies primarily upor cash flows from operations,
borrowings, and its existing cash and cash equivalents. The relatively stable
operating cash flows of USFE&G 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 o fund its current Gquidity and
capital resource requirements, Weather conditions, commaodity price fluctuations
and unanticipated expenses, including unplanned plant outages and storms,
could affect the timing and levet of internally generated funds.

Ultimate cash flows from operations are subject to a number of factors,
including, but not limited to, reguiatory constraints, economic trends and market
volatility (see Hem 1A, “Risk Factors™ for details).

Duke Energy's projected capitat and investment expenditures for the next
thiee fiscal years are included in the table befow.

(in millions} 2013 2014 2015
U.S. Franchised Electric and Gas $5300 $5.025 $5,400
Commercial Power, Intsmational Energy and Other 575 375 350
Total committed expenditures 5875 5400 5750
Discretionary expenditures 425 625 600
Total projected capital and investment expenditures $6,300 36,025 36350

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
allocated to the USFE&G segment. The table below includes the components of
projected capital expenditures for USFE&G for the next three fiscal years.

2013 2014 2015
Infrastructure growth and nuclear projects 8% 9% 3%
Mainienance 57%  81% %
Muclear fuel 9% 1% 10%
Environmental 6% 9%  11%
Total projected U.S. Franghised Electric and Gas capital and
investment expenditures 100% 100% 100%

With respect to the 2013 capital expenditure plan, Duke Engrgy has
flexibility within its $6.3 billion budget to defer or eliminate certain spending
should economic or financing cenditions deteriorate. Of the $6.3 billion budget,
$1.3 billion relates to projects for which management has committed capital,
including, but not limited to, the final construction of the Edwardsport IGCC
pant and the Sutton combined cycle gas-fired facility, and management intends
to spend those capital dollars in 2013 irespective of broader economic factors.
$4.6 billion of projected 2013 capital expenditures are expected to be used
primarily for overall system maintenance and upgrades, customer connections,
compliance with new environmental requirements and corporate capital
expenditures. Although these expenditures are ultimately necessaiy to ensure
overall system maintenance and reliability, the timing of the expenditures
may be influenced by broad econoic conditions ang customar growth, thus
management has more flexibility in terms of when these dollars are actually
spent. The remaining planned 2013 capital expenditures of $0.4 billion are of
a discretionary nature and relate to growth opportunities in which Duke Energy
may invest, provided there are opportunities that meet return expectations.
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As a result of Duke Energy's significant commitment to modernize
its generating fleet through the construction of new units, the ability 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 amounts approved by the
various state commissions, and those amounts are disallowed for recovery in
rates, or if construction costs of renewable generation exceed amounts provided
through power sales agreements and tax credits, future cash flows and results
of operations could be adversely impacted.

Duke Energy’s capitalization is balanced between debt and equity as
shown in the table below,

Projected  Actual  Actual

213 2012 2011
Equity 50% 50% 52%
Debt 50% 50% 48%

Duke Energy’s fixed charges coveraze ratio, caltulated using SEC
guidelines, was 2.5 times for 2012, 3.2 times for 2011, and 3.0 times for 2010.

In 2013, Duke Energy currently anticipates issuing additional debt of
$4.3 billion, primarily for the purpose of funding capital expenditures and
debt maturities. Due to the fiexibility in the fiming of projected 2013 capital
expenditures, the timing and amount of debt issuances throughout 2013 could
be influgnced by changes in capital spending.

Duke Energy has access to a $6 billion master credit facility, which is not
restricted upon general market conditions. At December 31, 2012, Duke Energy
has available borrowing capacity of $4.9 billion under this facility. Management
currently believes that amounts available vrder its revolving master credit
facility are accessible should there be a need to generate additional short-term
financing in 2013. Management expects that cash flows from eperations and
issuances of debt will be sufficient to cover the 2013 funding reguirements
related to capital and investmants expenditures, dividend payments and debt
maturities. See “Credit Facifities” section below for additional information
regarding Duke Energy's credit facility.

Duke Energy monitors compliance with all debt covenants and restrictions
and does not currently believe it will be in viclation or breach of its significant
debt covenants during 2013. However, circumstances could arise that may alter
that view. If and when management had a belief that such potentiat 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 LS. taxation of foreign
eamings. If Duke 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 mitlions) 2012 2011 2010
Cash flows pravided by (used in):
Operating activities $5244 $3672 § 451
Investing activities (6,197) (0439 (4423
Financing activities 267 1,202 40
Net (decrease} increase in cash and cash equivalents (686) 40 128
Cash and cash equivalents at beginning of period 2,110 1,670 1,542
Cash and cash equivalents at end of period $1424 $2110 $ 18670
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Operating Gash Flows

The following table summarizes key components of Duke Energy's
operating cash flows for the three most recently completed fiscal years.

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,

Years Ended December 31, {in millions} 2012 2011 2010
(in millions} 2012 2011 2010 U3 Franchised Electric and Gas $4,220 33717 33891
Net income $1782 $1714 $1323  Commercial Power 1,038 492 525
Non-cash adjustments to net income 3760 2608 2972  Intemafional Energy L
Contributicns to qualified pension plans (304) {200} (400) Other 148 1 258
Working capital 3 W0 616 Total capital, investment and acquisition expenditures $5,958 $4.464 $4.855
ilet cash provided by operating activities $5,244 33672 $451

The increase in cash provided by operating activities in 2012 as compared
1o 2011 was driven primarily by:

« An approximately $1,210 million increase in net income after non-cash
adjustments (depreciation and amortizations, higher Edwardsport
charges, severance expense and other Progress Energy merger related
costs), resuiting from the inclusion of Progress Energy’s results
beginning July 2, 2012 and the impact of the 2011 North Carolina and
South Carolina rate cases, net of unfavorable weather; and

+ A $560 million increase in traditional working capital, mainly due to
an increase in current year vacation and incentive accruals and prior
year refund of North Carolina overcoliected fuels costs and current year
overcollection of North Caralina and South Carolina fuel costs, partially
ofiset by;

« A $100 miltion increase in contributions to company sponsored pension
plans due to contributions for Progress Energy pension plans.

The decrease in cash provided by operating activitias in 2011 as
compared to 2010 was driven primarily by:

* Changes in traditional working capital amounts principally due to a
ingrease in coal inveniory, 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 sponsored pension
plans due to 2010 pre-funding of contributions resulting from favorable
boerowing conditions.

Investing Cash Flows

The following table summarizes key components of Duke Energy’s
investing cash flows for the three most recently completed fiscal years.

Years Ended December 31,

{in millions) 2012 2011 2010
Capitat, investment and acquisition expenditures $(5,958) $(4.064) $(4,85%)
Available for sale securities, net (182 (130 95
Proceeds from sales of equity investments and other

assets, and sales of and collections on notes receivable 212 118) 406
QOther investing items (269) 43 69
Net cash used m investing activities $6,197 04438 $4,423)

57

The increase in cash used in investing activities in 2012 as compared to
2011 is primarily due to the following:

« A $1,490 million increase in capital, investment and acquisition
expenditures primarily due to the inclusion of Progress Energy's capital
expenditures beginning July 2, 2012, higher expenditures on renewable
energy projects and the Chilean hydro acquisition, net of lower spending
on Duke Energy’s ongoing infrastructure modernization program as
these projects near completion and

A $440 million increase in restricted cash primarily due to a secured
debt issuance related to Chilean hydro acquisition.

The increase in cash used in investing activities in 2011 as compared
to 2010 is primarily 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 cash received in 2010 from the sale of 4 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 G-Comm sale in December 2010 and

A $230 million increase in purchases of available-for-sale securities,
net of proceeds, due to the invastment of excess cash held 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 Edwardspart IGCC
plant and Cliffside Unit 6 nearing completion.

Financing Cash Flows

The following table summarizes key components of Duke Energy's
financing cash flows for the three mast recently completed fiscal years.

Years Ended December 31,

{in millions} M2 2011 2010
Issuance of common stock related to

employee benefit plans $ 23 % 67 § 302
Issuiance of long-term debt, net 1672 2292  10%1
Notes payable and commercial paper 278 208 (55
Dividends paid (750 (1,329 (1,284
Other finansing items 4% (36) s

Net cash provided by financing activities $ 267 $1202 § 40
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The decrease in net cash provided by financing activities in 2012 as
compared to 2011 was due primarily to the following:

« A $620 million decrease in net issuances of long-term debt, primarily
due to the timing of issuances and redemptions between years and

« A $420 million increase in quarterly dividends primarily due o an
increase in common shares outstanding, resulting from the merger with
Progress Energy and an increase in dividends per share from $0.75 to
$0.765 in the third quarter of 2012, The total annual dividend per share
was $3.03 in 2012 compared to $2.97 in 2011,

These decreases in cash provided were partially offset by:

= A $70 million ingrease in proceeds from net issuances of notes payable
and commercial paper, primarily due to the PremierNotes progeam, net
of paydown of commercial paper.

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 lang-term debt primarily due to
financings associated with the ongoing fleet modernization program and

* A $260 million increase in proceeds from net issuances of notes
payable and commercial paper, primarily due to PremierNotes and
commercial paper issuanges.

These increases in cash provided were partially offset by:

* A $240 million decrease in preceeds from the issuances of common
stack primarily related to the Dividend Reinvestment Ptan (DRIP) and
other internal plans, due to the discontinuance of new share issuances
in the first quarter of 2011 and

« A $50 miltion increase in dividends paid in 2011 due to an increase in
dividends per share from $0.735 to $0.75 in the third quarter of 2011.
The total annual dividend per share was $2.97 in 2011 compared to
$2.91 in 2020.

Significant Notes Payable and Long-Term Debt Activities — 2012 - 2013.

Duke Energy’s outstanding long-term debt, including current maturities
as of December 31, 2012, includes approximately $17.8 billion assumed in the
merger with Progress Energy. This amount includes $2.3 billien of fair value
adjustments recorded in connection with purchase accounting for the Progress
Energy merger, which are not part of future principal payments and wifl amortize
over the remaining life of the debt. See Note 2 to the Consolidated Financial
Statements “Acquisitiens, Dispositions and Sales of Other Assets™ for additional
information related to the merger with Progress Energy.

On February 6, 2013, Duke Energy announced that it will redeem all shares
of the three and five series of preferred stock issued by Progress Energy Carolinas
and Progress Energy Florida, respectively, of $93 million on March 8, 2013.

In January 2013, Duke Enerzy issued $500 mitlion of unsecured junios
subordinated debentures, which carry a fixed interest rate of 5.125%, are
callable at par after five years and mature January 15, 2073. Proceeds from the
issuance were used to redeem at par $300 million of 7.10% junior subordinated
debt in February 2013, with the remainder to repay a portion of commercial
paper as it matures, to fund capital expenditures of our unregulated businesses
and for general corporate purposes.

In December 2012, Duke Energy entered credit agreements with a
commercial bank for a $190 milfion bridge loan and a $200 million revalving
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loan, The bridge loan carrigs a variable interest rate equal to the 180-day Libor
rate plus 0.80% and matures on June 20, 2013. The revolving loan carries a
variable interest rate equal to the 360-day Libor rate plus 1.35% and is payable
in full on December 20, 2013; Duke Energy has the right to extend the term of
the revolving loan for an additional L-year terms, not to exceed a final maturity
of 13 years from the date of the initial funding. Both loans are collateralized
with cash deposits equal to 101% of the loan amounts, and therefore no net
proceeds from the financings exist as of December 3%, 2012.

In December 20t2, Los Vientos Windpower IA, LLC {Los Vientos 14) and
Los Vientos Windpower 1B, LLC (Los Vientos 1B), subsidiaries of Duke Energy
Generation Services, Inc. (DEGS) an indirect wholly ewned subsidiary of Duke
Energy, each entered into long-terrt loan agreements of $246 million and
$177 million, respectively. Of the total loan amounts for Los Vientos 1A and
Los Vientos 1B, $110 million for each is at a fixed interest rate of 4.740% that
mature in June, 2037 and June, 2036, respectively. The remainder of the Los
Vientos 1A and Los Vientos 1B loan amounts of $136 million and $67 million,
respectively, is at the six month adjusted London Interbank Offered Rate (LIBOR)
plus an applicable margin that was initially set at 2.774% for each loan. In
connection with the varable rate portion of the loans, Los Vientos 1A and Los
Vientos 1B entered into interest rate swaps to convert the substantial majority
of the variable rate loan interest payments fram a variable rate to a fixed rate
of 2.055% and 2.0175%, respactively, plus the applicable margin, which was
2.25% as of December 31, 2012 for each loan and each of these loans is due
to mature June 30, 2030. The collateral for the loans are substantially all of
the assets of Los Vientos Windpower IA, LLC and Los Vientes Windpower 1B,
LLC. Proceeds from the issuances will be used to help fund the existing wind
portfolic.

In Novarhar 2012, Progress Energy Florida issued $650 million principal
amount of first mortgage bonds, of which $250 million carry a fixed interest
rate of 0.65% and mature November 15, 2015 and $400 million carry a fixed
interest rate of 3.85% and mature November 15, 2042. Proceeds from the
issuances will be used to repay $425 million 4.80% first morigage bonds due
March 1, 2013, as well as for general corporate purposes.

In September 2012, Duke Energy Carolinas issued $650 million principal
amount of first mortgage bonds, which carry a fixed interest rate of 4.00% and
mature September 30, 2042. Proceeds from the issuance were used to repay at
maturity the $420 million debentures due through November 2012, as welt as
for generaf corporate purposes, including the funding of capital expenditures.

In August 2012, Duke Energy Corporation issued $1.2 billion of senier
unsecured notes, of which $700 millipn carry a fixed interest rate of 1.625%
and mature August 15, 2017 and $500 million carry a fixed interest rate
of 3.05% and mature August 15, 2022, Proceeds from the issuances were
used ko repay at maturity Duke Energy Ohio's $500 mitlion debentures due
September 15, 2012 as well as for general corporate purposes, including the
repayment of commercial paper.

In April 2012, Duke Energy executed a joint venture agreement with
Sumitomo Corporation of America (SCOA). Under the terms of the agreement,
Duke Energy and SCOA each own a 50% interest in the joint venture
(DS Cornerstone, LLC), which owns two wind generation projacts. The facilities
began commercial eperations in June 2012 and August 2012. Duke Energy and
SCOA also negotiated a $330 million, Gonstruction and 12-year amortizing
Term Loan Fagility, on behalf of the borrower, a wholly owned subsidiary of the
joint venture. The loan agreement is non-recourse to Duke Energy. Duke Energy
received proceeds of $319 million upon execution of the loan agreement. This
amount represents reimbursement of a significant portion of Duke Energy's
construction costs incurred as of the date of the agreement. See Note 18 to
the Consolidated Financial Statements, “Variable Interest Enfities” for further
informeation. s
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in March 2012, Duke Energy Indiana issued $250 million principal amount
of first mortgage bonds, which carry a fixed interest rate of 4.20% and mature
March 15, 2042. Proceads from the issuance were used to repay a portion of
Duke Energy Indiana’s outstanding short-term debt.

In January 2012, Duke Energy Carolinas used proceeds from its December
2011 $1 billion issuance of principal amount of first mortgage bonds to repay
$750 million 6.25% senior unsecured notes that matured January 15, 2012.

Sienificant Notes Payable and Long-Term Debt Activities — 2011.

In December 2011, Duke Energy Carolinas issued $1 billion principal
amount of first morigage 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. Praceeds 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 corporate purposes.

In November 2011, Duke Enargy issued $500 million of senior unsecured
notes, which carry a fixed interest rate of 2.15% and matura November 15,
2016. Proceeds from the issuance will be used to fund capital expenditures in
Duke Energy's unregulated businesses in the U.S. and fer general corporate
pUrposes.

In the third quarter of 2011, Duke Energy issued an additional
$450 million in Cemmercial 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 the August 2011 Duke
Energy debt issuances discussed below.

In August 2011, Duke Energy issued $500 million principal amount of
senior unsecured 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 L1.S. and for
general corporate purposes.

[n May 2011, Duke Energy Carolinas issued $500 million principal
amount of first mortgage bonds, which carry a fixed interest rate of 3.90% and
mature June 15, 2021. Proceeds fram 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 DEGS,
an indirect wholly ewned subsidiary of Duke Energy, entered into a long-term
loan agreement for $193 millian principal amount maturing in December 2028,
The coliaterat 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
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 & variable rate to a fixed rate of 3.465% plus the
applicable margin, which was 2.375% as of December 31, 2012. Proceeds from
the issuance will be used to help fund the existing wind portfolio.

In September 2010, Duke Energy Carolinas converted $143 million of
{ax-exempt variatie-rate demand bonds to tax-exempt term bonds, which
carry a fixed interest rate of 4.375% and mature Octaber 2031. Prior to the
conversion, the bonds were held by Duke Energy Carolinas as treasury bonds. in
connection with the conversion, the tax-exemat honds were secured by a series
of Duke Energy Carolinas’ first morigage bonds.

In September 2010, Duke Energy Carolinas converted $100 mitlion of
tax-exempt variable-rate demand bonds, to tax-exempt term bonds, which carry
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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 morigage bonds.

in September 2010, Duke Eneigy ndiana refunded $70 million of tax-exempt
auction rate bands through the issuance of $70 million pringipal amount of
tax-exempt term bonds, of which $60 million carry a fixed interast 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 ongaing capital expenditures and for general
corporate purposes.

In July 2010, International Energy issued $281 miflion 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. Praceeds of the
issuance were used to refinance Brazil debt related fo DEIGP and for future debt
maturities in Brazil.

n June 2010, Duke Energy Carolinas issued $450 millian principal amount
of 4.30% first mortgage bonds due June 15, 2020. Proceeds from the issuance
were used to fund Duke Energy Carolinas’ ongoing capital expenditures and for
general corporate pUrposes.

In May 2010, Green Frontier Wind Power, LLC, a subsidiary of DEGS, an
indirect wholly owned subsidiary of Duke Energy, entered into a long-term loan
agreement for $325 million principal amount maturing in 2025. The collateral
for this loan is a group of five wind farms located in Wyoming, Colorado and
Pennsylvania. The initial interest rate on the notes is the six month adjusted
LIBOR plus an applicable margin, In connection with this debt issuance, DEGS
entered into an interest rate swap to convert the substantial majority of the
loan interest payments from a variable rate to a fixed rate of approximately
3.4% plus the applicable margin, which was 2.5% as of December 30, 2012.
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 unsecured noles due April 1, 2015. Proceeds from the issuance
were used to repay $274 million of berrowings under the master credit facility
and for general corpoate purposes.

Credit Facilities

Master Credit Facility Summary.

In Nevember 2011, Duke Energy entered into a $6 billion, 5-year master
credit facility, expiring in Nevember 2016, with $4 hillion avaitable at closing
and the remaining $2 billion available following successful completion of the
merger with Progress Energy. In October 2012, the Duke Energy Registrants
reached an agreement with banks representing $5.63 billion of cammitments
under the master credit facility to extend the expiration date by one year to
November 2017. Through November 2016, the available credit under this
facility remains $6 billion. 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 borrower. See the table balow for the borrowing sublimits for
gach of the borrowers as of December 31, 2012. The amount available under
the master credit facility is reduced by the use of the master credit facility
to backstop the issuances of commercial paper, certain letters of credit and
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variable rate demand tax-exempt bonds that may be put to the Company at the
option of the holder. Borrowing sublimits for the Subsidiary Registrants are alse
reduced for amaunts outstanding under the money pool arrangement. The credit

facility contains a covenant requiring the debt-to-total capitalization ratio to not
excead 65% for each borrower.

Duke Energy  Duke Energy  Progress Energy Progress  Duke Energy  Duke Energy
in miltions (Parent) Carolinas Carolinas  Energy Florids Chio Indiana Total
Facility Size® $1,750 $1,250 $750 $750 $ 750 $750 $6,000
Notes Payable and Commercial Paper® (195) (300) — — (104) (201) (800}
Quistanding Letters of Credit (50) N 2 n -— — (60}
Tax Exempt Bonds — (75) — 84 (81) {240
Available Capacity $1,505 $ 868 $748 $749 $ 562 $ 468 $4.900

(a} Represents the sudlimit of each boreower al December 31, 2012. The Guke Energy Ohio sublimit includes $100 million for Duke Energy Kentucky.
(b} Duke Energyissued $450 million of Commercial Paper and loaned the proceeds through the money pool to Duke Energy Carolinas and Duke Energy Indiana. The balanges are classiied 9% long-lefm borrowings within

Lang-term Debt in Duke Energy Carofina's and Duke Energy Indiana's Consolidated Balance Sheets.

In January 2012, Duke Energy Indiana and Duke Energy Kentucky
collectively entered into a $156 million 2-year bilaterai letter of credit
agresment, under which Duke Energy indiana and Duke Energy Kentucky may
request the issuance of letters of credit up to $129 million and $27 mitlion,
respectively, on their behalf to support various series of variable-rate demand
bonds. In addition, Duke Energy Indiana entered into a $78 million 2-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 varieus
series of tax-exempt bonds at Duke Energy Indiana and Duke Energy Kentucky.
In February 2013, the letters of credit were amendad to extend the expiration
date to January 2015.

Duke Energy’s debt and credit agreements contain various financial
and other covenants. Failure to meet those covenants beyond applicable
grace periods could result in accelerated due dates and/or termination of the
agreements. As of December 31, 2012, Duke Energy was in compliance with
all covenanis related to its significant debt agreements. In addition, some
credit agreements may allow for acceleration of payments or termination of
the agreements due to nonpayment, or to the acceleration of other significant
indebtedness of the borrower or some of its subsidiaries. None of the debt or
credit agreements contain material adverse change clauses.

Credit Ratings.

Duke Energy and certain subsidiaries each hold credit ratings by Fitch
Ratings (Fitch), Moody's Investors Service (Moody's} and Standard & Poor’s
(38P). Duke Energy’s corporate credit rating and issuer credit rating from Fitch,
Moody's and S&P, respectively, as of February 13, 2013 is BBB+, Baa2 and
BBB, respectively. As of February 13, 2013, the Duke Energy Registrants’ have
a stable outlook rating from Fitch and Moody’s, with the exception of Progress
Energy Florida, which has a negative outlook at Fitch. In addition, the Duke
Energy Registrants have a negative outtook rating from S&P

The following table includes the Duke Energy Registrants’ Senior
Unsecured Credit Ratings as of February 13, 2013.

Moody’s

Standard  Investor
and Peor's  Service  Fitch
Duke Energy Corporation BBB Baa? BBB+
Duke Energy Carolinas BEB+- A3 A
Progress Energy BBB Baa2z  BBB
Progress Energy Carofinas BBB+ A3 A
Progress Energy Florida BBB+ Baal A-
Duke Energy Ohie BBB+ Baal A-
Duke Energy Indiana BBB+ Baal A
Duke Energy Hentucky BBB+ Baal A-
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Duke Energy's credit ratings are dependent on, among other factors, the
ability to generate sufficient cash to fund capital and investment expenditures
and pay dividends on its common stock, while maintaining the strength of its
current balance sheet. if, as a result of market conditions or other factors, Duke
Energy is unable to maintain its current balance sheet strength, or if its eamings
and cash flow cutlook 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, 2012, Duke Energy had $9 million of senior unsecured notes
which mature serially through 2016 that may be required 1o be repaid if Duke
Energy Carolinas’ senior unsecured debt ratings fall below BBB at S&P or Baa2
at Moody's.

First Morfgage Bond Restrictions.

The Subsidiary Registrants’ first martgage bands are secured under
their respective mortgage indentures. Each mortgage constitutes a first lien
on substantially ali of the fixed properties of the respective company, subject
te certain permitted encumbrances and exceptions. The lien of each mortgage
also covers subsequently acquired property. Each mortgage allows the issuance
of additional first mortgage bonds based on property additions, retirements of
first mortgage bonds and the deposit of cash if certain conditions are satisfied.
Most of the Subsidiary Registrants are required to pass a “net earnings” test in
order to issue new first mortgage bonds, other than on the basis of retired bonds
under certain circumstances. The test requires that the issuer’s adjusted net
garnings, which is calculated based on results for 12 consecutive manths within
the prior 15 to 18 months, be at least twice the annual interest requirement
for bonds currently outstanding and to be outstanding. Duke Energy Indiana’s
and Progress Energy Florida's ratios of net earnings to the annual interest
requirement for bonds have at times in 2012 been below 2.0 times, due to
various charges to operating expenses. As discussed in Note 4, Regulatory
Matters, these charges and any future charges may impact future net earnings
tests and affect the ability of Duke Energy Inciana and Progress Energy Florida
to issue first mortgage bonds. In the event Duke Energy Indiana's or Progress
Energy Florida's long-term debt requirements exceed its first mortgage
bond capacity, Duke Energy Indiana or Progress Energy Florida can access
alternative sources of capital, including, but not limited to [ssuing unsecured
debt, borrowing under the money pool, entering into bilateral direct loan
arrangements, and, if necessary, utilizing available capacity under the master
credit facility. All other DEC registrants have earnings substantially in excess of
the net earnings test requirement for issuing first mortgage bonds.
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Other Financing Matters.

The following table shows significant amounts presented as Current
maturities of long-term debt on the Duke Energy Registrants respective
Consolidated Balance Sheets as of December 31, 2012, The amounts were
presented as Long-term debt as of December 31, 2011, except for the secured
debt. The Duke Energy Registrants’ currently anticipates satisfying these
obligations with proceeds from additional borrowings, unless otherwise noted.

(in millions} Maturity Date Inferest Rate  December 31, 2012
Unsecured Debt:
Duke Energy (Parent) June 2013 5.650% $ 250
Duke Energy Indiana September 2013 5.000% 400
Secured Debt:
Duke Engrgy®® December 2013 3.796% 423
Duke Energy® lune 2413 1.009% 190
First Mortgage Bonds:
Duke Energy Carolinas November 2013 5.750% 400
Progress Energy Carclinas September 2013 5.125% 400
Progress Energy Florida March 2013 4.800% 425
Duke Energy (hio June 2013 2.100% 250
Other ez
Current maturities of

long-term debt $3.110

(a) Represents a construction loan related to a renewable energy project that will be converted to a tem loan
once construction is complete.

(b) Notes are fully offset with cash collateral, which is recorded in Other current assets in the Coasolidated
Balance Sheets as of December 31, 2012,

On November 13, 2012, Duke Enargy filed a prospactus supplement to
the September 2010 Form S-3 with the Securities and Exchange Commission
{SEC), to sell up to $1 hillion of fixed or variable rate unsecured senior notes,
called InterNotes, due one year to 30 years from the date of issuance. The
InterNotes will be issued in the retail markets as direct, unsecured and
unsuberdinated obligations of Duke Energy Corporation. The net proceeds from
the sale of InterNotes will be used to fund capital expenditures in Duke Energy’s
unregulated businesses and for general corporate purpases. The balance as of
December 31, 2012 is $35 million, with maturities ranging from 10 tol4 years.
The notes reflect lang-term debt obligations of Duke Energy and are reflected as
Long-terr debt on Duke Energy's Consolidated Balance Sheats.

On March 1, 2012, Progress Energy, as a well-known seasoned issuer,
Progress Energy Carolinas and Progress Energy Florida filed a combined shelf
registration statement with the SEC, which became effective upon filing with
the SEC. The registration statement is effective for three years and does not
limit the amount or number of various securities that can be issued. On July 3,
2012, Progress Energy deregistered its equity securities from the registration
statement in connection with the merger with Progress Energy, but retained
its ability to issue senior debt securities and junior subordinated debentures
under the registration statement. However, we do not expect Progress Energy
to issue any new securities of these types in the future. Under Progress Energy
Carnlinas’ and Progress Energy Florida's registration statements, they may issue
various lang-term debt securities and preferred stock.

On April 4, 2011, Duke Energy filed a registration statement (Form S-3)
with the SEC to sell up to $1 billion {maximum of $500 million of notes
outstanding at any particular time) of variable denomination floating rate
demand notes, called PremierNotes, The notes are offered on a cantinuous 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 an the principal amount of
the investment. The notes have no stated maturity date, but may be redeemed
in whole or in part by Duke Energy at any time. The notes are non-transferable
and may be redeemed in whole or in part at the investor's option, Proceeds from
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the sale of the notes will be used for general corporate purposes. The balance as
of December 31, 2012 and December 31, 2011, is $395 million and $79 million,
respactively. The notes reflect a short-term debt obligation of Duke Energy

and are reflected as Notes Payable and Commercial Paper on Duke Energy's
Consoliciated Balance Sheets.

In September 2010, Duke Energy filed a Form S-3 with the SEC. Under
this Form S-3, which is uncapped, Duke Energy, Duke Energy Carolinas, Duke
Energy CGhio 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 also allows for the issuance of commaon
stock by Duke Energy.

Duke Energy has paid quarterly cash dividends for 87 consecutive years
and expects to continue its policy of paying regular cash dividends in the future.
There is ng 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 Other Funding Restrictions of Duke Energy Subsidiaries.

As discussed in Note 4 to the Censolidated Finangial Statements
“Regutatory Matters,” Duke Energy’s wholly owned public utility operating
companies have restrictions on the amount of funds that can be transferred to
Duke Energy via dividend, advance or loan as a result of conditions imposed
by various regulators in conjunction with Duke Energy’s mergers with Cinergy
and Progress Energy. Progress Energy Carolinas and Progress Energy Florida
also have restrictions imposed by their first mortgage bond indentures and
Articles of Incorparation which, i certain circumstances, limited their ability
to make cash dividends or distributions on common stock. Additionally, certain
other Duke Energy subsidiaries have other restrictions, such as minimum
waorking capital and tangible net worth requirements pursuant to debt and other
agreements that limit the amount of funds hat can be transferred to Duke
Energy. At December 31, 2012, the amount of restricted net assets of wholly
owned subsidiaries of Duke Energy that may net be distributed to Duke Energy
in the form of a loan or dividend is $10.3 billion. However, Duke Energy does
not have any legal or other restrictions on paying common stock dividends to
sharefiolders aut of its consolidated equity accounts. 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.

Ofi-Balance Sheet Arrangements

Duke Energy and certain of its subsidiaries enter info guarantee
arrangements in the normal course of business to facilitate commescial
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-conselidated entities or less
than wholly awned entities, enabling them to conduct business. As such, these
guarantee arrangements involve 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 to honar its contingencies is
largely dependent upon the future operations of the subsidiaries, investees and
other third parties, or the occurrence of certain future events.

Duke Energy performs engoing assessments of their respective guarantee
obligations to determine whether any liabilities have been incurred as a result of
potential ingreased non-performance risk by third parties for which Duke Energy
has issued guarantees.
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See Note 7 to the Consolidated Financial Statements, “Guarantees and QOther than the guarantee arrangements discussed above and normal
Indemnifications,” for further details of the guarantee arrangements. operating lease arrangements, Duke Energy does not have any material

Issuance of these guarantee arrangements is not required for the majority off-balance sheet financing entities or structures. For additional information
of Duke Energy’s operations. Thus, if Duke Energy discontinued issuing these on these commitments, see Note 5 to the Consolidated Financial Statements,
guarantees, there would not be a material impact to the consolidated resuits of "Commitments and Contingencies.”

operations, cash flaws or financial position,

Gontractual 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 obligations as of Decemnber 31, 2012,

Payments Due By Period
Less than 2-3 years A-Hyears  More than 5 years
(in milfions) Total  1year{2013) (2014 &2015} (2016 &2017) {2018 & beyond)
Long-term debt® $35,461 $ 2974 $ 4472 $ 3,285 $24,730
Interest payments on long-term debt® 23,031 1671 2,922 2,585 15,853
Capital feases™ 2,713 210 361 363 1779
Operating leases® 1,682 171 295 235 981
Purchase obligations:®
Fuel and purchased power® 24,860 5011 6,871 3319 9,659
Other purchase obligations'® 3271 1,338 817 251 865
Uncertain tax positions® — — — — —
Nuclear decommissioning trust annual funding™ 1,712 92 183 183 1,254
Total contractual cash obligations® $92,730 $11,467 $15921 $10,221 $55,121

(2} See Note 6 to the Consolidated Financial Statements, “Debt and Credit Facilities.”

(b}  Interest payments on variable rate debit instruments were calculated using current interest rates and holding them constant for the fife of the instruments.

{c) See Note 5 to the Consolidated Financial Statements, “Commitments and Contingencies.” Amounts in the table above include the interest companent of capital feases based on the interest rates stated in the lease
agreements and exclude certain refated executory costs.

{d)  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.

{e) Includes contractual pbligations to purchase physical quantities of electricity, coal, nyclear fuel and fimestone, including a total of $195 million for nuclear fuel contractual ohligations related to Crystal River Urit 3. Also
includes firm capacity payments that provide Duke Energy with uninterrupted firm access to electricity transmission capacity and natural gas transportation contracts, as well as undssignated contracts and contracts that
quality as nermal purchase/mormal sale (NPNS). For contracts where the price paid is based on an index, the amount is based on market prices at December 31, 2012, For certain of these amounts, Duke Energy may seftle on
a net cash basis since Duke Energy has entered into payment netting arrangements with counterparties that permit Duke Energy to offset receivables and payables with such counterparties.

f  Includes contracts for software, telephone, data and consulting or advisory services. Amount also includes contractual obligations for engineering, procurement and corstruction costs for new generation plants and nuclear
plant refurbishments, environmental projects on fossil facilities, major maintenance of certain nonregutated plants, maintenance and day to day contract work at certain wind facilities and commitments to buy wind and
combustion turbines {CT). Amount excludes certain open purchase orders for services that are provided on demand, for which the timing of the purchase cannot be determined and Progress Energy Florida's engineering,
procurement and construction agreement for Levy. See Note 3 to the Consolidated Financial Statements, “Commitments and Contingencies” for further discussion of the Levy eagineering, procurement and construction
agreement.

{@ Uncertain tax positions of $540 million are not reflected in this table as Duke Energy cannot predict when open income tax years will close with completed examinatians. See Note 24 to the Consolidated Financial Statements,

“income Taxes.”

Related to future annual funding obligations to auclear decemmissioning trust fund (NGTF) through nuclear power stations' re-licensing dates, Amounts through 2017 include $13 million per year for North Carolina

jurisdictional amounts that Progress Energy Carolinas retained internally and is transitioning to its extemal decommissioning funds per a 2008 NCUC order. The transition of the original $131 million must be complete by

December 31, 2017, and at least 10 percent must be transitioned each year. See Note 9 to the Consolidated Financial Statements, “Asset Retirement Obligations.”

{i)  The table above exciudes reserves for litigation, envirenmentat remediation, asbestos-related injuries and damages claims and self-insurance claims {see Note 5 to the Consolidated Financial Statements, “Commitments
and Contingencies") because Duke Energy is uncertain as 1o the timing of when cash payments will be required. Additionally, the table above excludes annual insurance premiums that are necessary to operate the business,
inclading nuciear insurance (see Note 5 to the Consolidated Financial Statements, “Commitments and Contingencies™), funding of pension and ather post-retirement benefit plans (see Note 23 to the Consokdated Financial
Statements, “Employee Benefit Plans™), asset retirement bligations (see Note $ to the Consolidated Financial Statements, "Asset Retirement Obligations”) and regulatory liabilities (see Hute 4 to the Consolidated Financial
Statements, “Regulatory Matters”) because the amount and timing of the cash payments are uncertain. Mlso excluded are Deferred Income Taxes and lnvestment 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.

n

Quantitative and Qualitative Disclosures About Market Risk is responsible for the overall governance of managing credit risk and commaodity
price rigk, including monitoring exposure limits.

The following disclosures about market risk contain forward-looking
statements that involve estimates, projections, goals, forecasts, assumptions,

Risk Management Policies.

The Duke Energy Registrants are exposed to market risks associated risks and uncertainties that could cause actual results or outcomes to differ
with commuadity prices, credit quality, interest rates, equity prices and foreign materially from those expressed in the forward-looking statements. Please
currency exchange rates. Management has established comprehensive risk review Item 1A, “Risk Factors,” and “Safe Harhor for Forward-Looking
management policies to monitor and manage these market risks. Duke Energy’s Statements” for a discussion of the factors that may impact any such forward-
Chief Executive Officer and Chief Financial Officer are responsible far the overall looking statements made herein.
approval of market risk management pelicies and the delegation of approval The risks discussed below do not include the price risks associated with
and authorization levels. The Finance and Risk Management Committes of the nonfinancial instrument fransactions and positions associated with the Duke
Board of Directors receives periodic updates from the Chief Risk Officer and Energy Registrants” operations, such as purchase and sales commitments and
other members of management on market risk positions, corporate exposures, inventery.

credit exposures and overall risk management activities. The Chief Risk Officer
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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 awnership of energy related
assets. The Duke Energy Registrants’ exposure to these fluctuations is limited
by the cost-based regulation of its U.S. Franchised Efectric and Gas operations
a5 these regulated operations are typically allowed to recover substantially all
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 fo year
generally do not have a material impact on operating results of these regulated
operations. At December 31, 2012, substantially all derivative commodity
instrument positions were subject to regulatary accounting treatment,

Prige 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 additional information, see Note 15
to the Gonsolidated Financial Statements, “Risk Management, Derivative
Instruments and Hedging Activities.”

Validation of & contract’s fair value is performed by an internal group
separate from the Duke Energy Registrants’ deal origination areas. While
the Duke Energy Registrants use common industry practices to develop their
valuation techniques, changes in their pricing methodologies or the underlying
assumptions could result in significantly different fair values and income
recognition.

Hedging Strategies.

The Duke Energy Registrants closely monitor the risks associated with
commaodity price changes on their future operatiens and, where appropriate, use
various commaodity 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 nonregulated 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 instruments used to manage the Duke Energy Registrants’
commadity price exposure are either not designated as a hedge or do not
qualify for hadge accounting. These instruments ase referred to as undesignated
contracts. Mark-to-market changes for undesignated contracts entered into
by regulated businesses are reflected as regulatory assets ar liabilities on
the Consolidated Balance Sheets. Undesignated contracts entered into by
unregulated businesses are marked-to-market each period, with changes in the
fair value of the derivative instruments reflected in earnings.

Certain derivatives used to manage the Duke Energy Registrants’
commudity 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 delfivery or settiement
occurs. Accordingly, assumptions and valuation techniques for these contracts
have no impact on reported earnings prior to settlement fo the extent they
are effective. Several factors influence 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 Consalidated Balance Sheets, the Duke Energy Registrants enter into other
contracts that qualify for the NPNS exception. When a contract meets the

criteria to qualify as an NPNS, the Duke Energy registrants apply such exception,

Income recognition and realization related to NPNS contragts generally
coincide with the physical delivery of power, For contracts qualifying for the

NPNS exception, no recognition of the contract's fair value in the Consolidated
Financial Statements is required until settlement of the cantract as long as the
transaction remains probable of occurving.

Generation Portfolio Risks.

The Duke Energy Registrants are primarily exposed to market price
fluctuations of whalesale 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 of their wholesale and nonregulated generation
portfolios. The portfolies include generation assets (power and capacity), fuel,
and emission allowances. Modeled forecasts of future generation output, fuel
requirements, and emission allowance requirements are based on forward
power, fuel and emission allowance markets, The component pieces of the
portfolio are bought and sold based on models and forecasts of generation in
order to manage the economic value of the porifolio in accordance with the
strategies of the business units. For Duke Energy Carolinas and Duke Energy
Indiana, as well as the Kentucky reguiated generation owned by Duke Energy
Ohio, the generation portfolio not utilized to serve retail operations or committed
load is subject to commadity price fluctuations, although the impact on the
Consolidated Statements of Operations is partially offset by mechanisms in
these regulated jurisdictions that result in the sharing of net profits from these
activities with retail customers. Duke Energy Ohio is subject to wholesale
commodity price risks for its nonregufated generation portfolic. The non-
regulated generation portfolio dispatches all of their electricity inte unregulated
markets and receives wholesale energy margins and capacity revenues from
PIM. Duke Energy Ohio has fully hedged its forecasted coal-fired generation
for 2013. Capacity revenues are 100% contracted in PIM through May 2015.
International Energy generatly hedges its expected generation using long-term
bilateral power sales contracts when favorable market conditions exist and it is
subject to wholesale commodity price risks for electricity not sold under such
contra¢ts. International 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 ganeration portfolio risks for delivery periods
beyond 2013 are also exposed to changes in fair value due to market price
fluctuations of wholesale power, fuel ol and coal. See “Sensitivity Analysis for
Generation Portfolio and Derivative Price Risks” below, for more information
regarding the effect of changes in commodity prices on the Duke Energy
Registrants’ net income.

Other Commodity Risks.

At December 31, 2012, pre-tax income in 2013 was not expected to be
materially impacted for exposures to other commodities’ pri¢e 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 analysis performed as of December 31, 2012 and December 31,
2011 for Duke Energy and Duke Energy Ohig. Forecasted exposure fo commodity
price risk for Duke Energy Carolinas, Progress Energy Carolinas, Progress Energy
Florida and Duke Energy Indiana is not anticipated fo hiave a material adverse
effect on their consolidated results of operations in 2013, based on a sensitivity
analysis performed as of December 31, 2012, The sensitivity analysis performed
as of December 31, 2011 related to forecasted exposere to commodity price
risk during 2012 also indicated that commodity price risk woukd not have a
material adverse effect on the consalidated results of operations of Duke Energy
Carolinas, Progress Energy Carolinas, Progress Energy Florida and Duke Energy
fndiana during 2012 and the impacts of changing commadity prices in their
consolidated results of operations for 2012 was insignificant. The following
commodity price sensitivity calculations consider existing hedge positiens 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.
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Summary of Sensitivity Analysis for Generation Portfolic and Derivative Price Risks

Generation Portfolio  Sensitivities for Derivatives

Risks for 2013 Bayond 20139

hs of December 31, hs of December 31,
(in millions) 2012 2011 2012 2011
Pofential effect on pre-1ax net income assuming a 10% price change in:
Duke Energy .
Forward wholesale power prices (per MWh) $34 $71 $103 $24
Forward coal prices (per ton) 11 2 —_ —
Gas prices (per MMBtu) 21 42 — —
Duke Energy Ohio
Forward wholesale power prices {per M) $32 $69 $103 $24
Forward coal prices (per ton) 1 2 — -—
Gas prices {per MMBtu) 2 42 — —

(a) Amounts related to forward wholesale prices represent the potential impact of commodity price changes on forecasted economic generation which has not been contracted or hedged. Amounts related to forward coal prices
and forward gas prices represent the potential impact of commodity price changes on fuel needed to achieve such economic generation. Amounts exclude the impact of mark-to-market changes on undesignated contracts

relating to periods in excess of one year from the respective date.

(by Amounts represent sensitivities related to derivative contracts executed 10 manage generation portfolio risks for periods beyond 2013. Amounts exclude the polentiat impact of commadity price changes on forecasted

economic generation and fuel needed to achieve such forecasted generation.

Credit Risk

Credit risk represents the loss that the Duke Energy Registrants would
incur if a counterparty fails fo 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 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 obtaining cellateral or terminating or resetting the
terms of ransactions 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
enhancemant of their counterparties’ obligations. The Duke Energy Registrants
also obtain cash or letters of credit from customers to provide credit support
outside of collateral agreements, where appropriate, based on a financial
analysis of the customer and the regulatory or contractual terms and conditions
applicable to each transaction. See Note 15 to the Consolidated Financial
Statements, “Risk Management, Derivative Instruments and Hedging Activities,”
{or 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 agreements to mitigate certain
credit exposures. The collateral agreements pravide for a counterparty to
post cash or letters of credit to the exposed party for exposure in excess of an
established threshold. The threshold amount represents a negotiated unsecured
credit limit for each party ta the agreement, determined in accordance with the
Duke Energy Registrants’ internal corporate credit practices and standards.
Collateral agreements gengrally 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 organizations,
industrial, commercial and residential end-users, marketers, distribution
companies, municipalities, electric cooperatives and ufilities located 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 quality of the entire sector. Where
exposed to credit risk, the Duke Energy Registrants analyze the counterparties’
financiaf condition prior to entering into an agreement, establish credit limits
and moniter the appropriateness of those limits on an ongoing basis.

Duke Energy Carolinas has a third-party insurance policy to cover certain
losses related to its ashestos-related injuries and damages above an aggregate
self insured retention of $476 million. Duke Energy Carclinas” cumulative
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payments began to exceed the self insurance retention on its insurance palicy
during the second guarter of 2008. Future payments up to the pelicy limit

will be reimbursed by the third-party insurance carrier. The insurance policy
limit for potential future insurance recoveries for indemnification and medical
cost ciaim payments is $935 million in excess of the self insured retention.
Insurance recoveries of $781 million and $813 million related to this policy are
classified in the Consolidated Balance Shests in Other within [nvestments and
Other Assets and Receivables as of Decerber 31, 2012 and 2011, respectively.
Duke Energy Carolinas is not aware of any uncertainties regarding the legal
sufficiency of insurance claims. Management believes the insurance recovery
asset is probable of recovery as the insurance carrier continues to have a strong
financial strength rating.

The Duke Energy Registrants also have credit risk exposure through
issuance of performance guarantees, letters of credit and 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 they could
be required to perform under these guarantee obligations in the event the ohfigor
undar the guarantee fails to perform. Where the Duke Energy Registrants have
issued guarantees related to assefs or operations that have been disposed of
via sale, they attempt to secure indemnification from the buyer against all future
performance obligations under the guarantees. See Note 7 to the Consolidated
Financial Statements, “Guarantees and Indemnifications,” for further
information en guarantees issued by the Duke Energy Registrants.

The Duke Energy Registrants are also subject to credit risk of their
vendors and suppliers in the form of performance risk on conteacts including,
but not limited to, cutsourcing arrangements, major construction projects and
commodity purchases. The Duke Energy Registrants’ credit exposure to such
vendors and suppliers may take the form of increased costs or project delays in
the event of non-performance.

Credit risk associated with the Duke Energy Registrants’ service to
residential, commercial and indusirial customers is generally limited to
outstanding accounts raceivable, The Duke Enargy Registrants mitigate this
credit risk by tequiting custamers to provide a cash deposit ot letter of credit
until a satisfactory payment history is established, subjact to the rules and
regulations in effect in each retail jurisdiction, 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 through the retail rates. Management continually monitors customes
charge-offs and payment patterns to 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



PART il

(hio, Duke Energy Kentucky and Duke Energy Indiana. See Note 18 to the
Consolidated Financial Statements, “Variable Interest Entities.”

Based on the Duke Energy Registrants’ policies for 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 consolidated
financial position or results of operations as a result of non-performance by any
counterparty.

European Exposures.

At December 31, 2012, Duke Energy held $62 million of money market
funds and short term investments in investment-grade debt securities issued
by financial and nonfinancial institutions that are domiciled in Europe ar have
exposures to European sovereign debt, This amount is recorded at fair value
and included in Cash and cash equivalents and Short-term investment in the
Cansolidated Balance Sheets. A disorderly default by or withdrawal of a member
nation from the euro zone and financial stress in other European 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 inferest rates as a result of their issuance of variable and fixed rate debt and
commercial paper. The Duke Energy Registrants manage interest rate exposure
by limiting variable-rate expesures 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 to, interest rate swaps, swaptions and L.S.
Treasury lock agreements to manage and mitigate interest rate risk exposure.
Sea Nates 1, 6, 15, and 16 to the Consalidated Financial Statements, “Summary
of Significant Accounting Policies,” “Debt and Credit Facilities,” “Risk
Management, Derivative Instruments and Hedging Activities,” and “Fair Value of
Financial Assets and Liabilities.”

The table below summarizes the potential effect of interest rate changes
on the Duke Energy Registrants’ pre-tax net inconte, based on a sensitivity
analysis performed as of December 31, 2012 and December 31, 2011.

Summary of Sensitivity Analysis for Interest Rate Risks

Marketable Securities Price Risk

As described further in Note 17 to the Consolidated 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
obligatiens 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 bienefit plans,

Pension Plan Assets.

Duke Energy and Progress Energy maintain investents to help fund the
costs of providing ngn-contributory defined henefit retirement and other post-
retirement benetit plans. These investments are exposed te price fluctuations in
equity markets and changes in interest rates. The equity securities held in these
pension plans are diversified to achieve broad market participation and reduce
the impact of any single investment, sector or geographic region. Duke Energy
and Progress Energy have established asset allocation targets for their pension
plan holdings, which take into consideration the investment objectives and the
risk profile with respect to the frust in which the assets are held. These target
allocations are presented in the table below.

Asset Target Allocation %

Equity securities 56%
Debt securities 2%
Other 12%

A significant decline in the value of plan asset holdings could reguire
Duke Energy to increase funding of its pensian plans in future periods, which
could adversely affect cash flows of the Duke Energy Registrants in these
periods. Additionally, a decline in the fair value of plan assets, absent additional
cash contributiens to the plan, could increase the amount of pension cost
required to be recorded in future periods, which could adversely affect the Duke
Energy Registrants’ results of operations in those periods. Contributions to
qualified pension plans during 2012 are presented in the table below.

Schedule of Qualified Pension Plan Contributions

{in millions) Year Ended
Assuming Market Assuming Market Decsmber 31, 2012

Interest Rates Average 1% Interest Rates Average 1% Duke Energy $304

Potential increase {+) or Higher {+) or Lower (-) Higher (+) or Lower () Progress Energy $345

decrease (-} in interest in 2013 than 2012. Asof  in2012than 2011. Asof  Progress Energy Carolinas $141

expense:® December 31, 2012 December 31, 2011 Progress Energy Florida $128

Due Energy +/-$32 +/-37 . ) ] - )

Duke Energy Carolinas +-$3 %5 Duke Energy intends to contribute $350 million to its qualified pension

Progress Energy +/-$19 +/-820  Planin 2013. See Note 23 to the Consolidated Financial Statements, “Employee

Progress Energy Carolinas R +/-§13  Benefit Plans,” for additional information on pension plan assets.

Progress Energy Florida +-32 +/-%7

Buke Energy Okio +/-$13 +/-$ 8 NDTE

Duke Energy Indiana +/-$ 7 +/-% 8

(a) Amounts presented net of offsetting impacts in interest income.

These amounts were estimated by considering the impact of the
fiypothetical interest rates on variable-rate securities outstanding, adjusted
for interest rate hedges, short-term and fong-term investments, cash and
cash equivalents outstarding as of December 31, 2012 and 2011. The change
in interest rate sensitivity for the Duke Energy Registrants’ is primarily due
to changes in short-term debt 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 uncerfainty of the specific actions
that would be taken and their possibie effects, the sensitivity analysis assumes
ng changes in the Duke Energy Registrants’ financial siructure.
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As required by the NRC, NCUC, PSCSC and the FPSC, Duke Energy
Carolinas, Progress Energy Carolinas and Progress Energy Florida maintain
trust funds to fund the costs of nuclear decommissioning, As of December 31,
2012, these funds were invested primarily in domestic and international
equity securities, debt securities, fiued-income securities, cash and cash
equivalents and short-term investments. Per the NRC, NCUC, PSCSC and FPSC
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. The Duke Energy Registrants actively monitor
their portfolios by benchmarking the performance of their investments against
certain indices and by maintaining, and periodically reviewing, target allocation
percentages for various asset classes. Accounting for nuclear decommissioning
recognizes that costs are recovered through Duke Energy Carolinas’, Progress
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Energy Carolinas’ and Progress Energy Florida's rates; therefore, fluctuations
in equity prices do not affect their Consolidated Statements of Operations

as changes in the fair value of these investments are deferred as regulatory
assets or regulatory liabilities pursuant to an Order by the NCUC, PSCSC and
FPSC. Eamings or losses of the fund will ultimately impact the amount of
costs recovered through Duke Energy Carolinas’, Progress Energy Carafinas’
and Progress Energy Florida's rates. See Note 9 to the Conselidated Financial
Statements, “Asset Retirement Qbligations” for additienal information regarding
nuclear decommissioning costs, See Note 17 fo 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 currency risk from investments in
international businesses owned and operated in foreign countries and from
certain commodity-related transactions within domestic operations that are
dencminated in foreign currencies. Te mitigate risks associated with foreign
currency fluctuations, contracts may be denominated in or indexed to the
U.S. Dollar/inflation rates and/or iocal 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 2012, Duke Energy’s primary foreign currency rate exposure was to
the Brazilian Real. The table below summarizes the potential effect of foreign
cirrency devaluations an Duke Energy's Consolidated Statement of Operations
and Consolidated Balance Sheets, based on a sensitivity analysis performed as
of December 31, 2012 and December 31, 2011.

Summary of Sensitivity Analysis for Foreign Currency Risks
{in millions}

Assuming 10% devaluation in the currency
exchange rates in ali exposure currencies

As of December 31, As of December 31,

20612 201

Income Statement impact® $ 20 $ (20
Balance Sheet impact® $(150) $(160)

(a) Amounts represent the potential annual net pre-tax loss on the translation of local currency earnings to
the Consotidated Statement of Operations in 2012 and 2011, respectively.

(b} Ameunts represent the potential impact to the currency franglation through the cumulative translation
adjustment in Accumulated Other Comprehensive Income (AOCI on the Consolidated Bafance Sheets.

Other Issues

Fixed Charges Goverage Ratios

The Duke Energy Registrants’ fixed charges coverage ratios, as calculated
using SEC guidelines, are included in the takle below.

Years Ended December 31,

2012 2011 2010

Duke Energy 59 31 30

Duke Enesgy Carolinas 31 37 36

Progress Energy 16 2.1 2.6

Progress Energy Carolinas 22 42 51

Progress Energy Florida 23 28 34
Duke Energy Ohie 34 34 o

Duke Energy Indiana 01 2.2 36

{a) Includes the results of Progress Energy, Inc. beginning on July 2, 2012,
() Duke Energy Ohin's earnings were insufficient o cover fixed charges by $317 million in 2016 due
primarily to non-cash goodwill and other asset impairment charges ot $677 mitlion in 2010.

Global Climate Change

The EPA publishes an inventory of man-made 1).S. greenhouse gas (GHG)
emissions annually. In 2010, the most recent year reported, carbon dioxide
{C0,), a byproduct of all sources of cormbustion, accounted for approximately
84 percent of total LS. GHG emissions. The Duke Energy Registrants’ GHG
emissions consist primaily of CO, and most come from its fleet of coal-fired
power plants in the U.S. (n 2012, the Duke Energy Registrants' U.S. power plants
emitted approximately 132 miflion tons of CQ,. The CO, emissions from Duke
Energy’s international electric operations were approximately 3 million tons. The
Duke Energy Registrants’ future CO, emissions will be influenced by variables
including new regulatiens, 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 unlikely that Jegislation
mandating reductions in GHG emissions or establishing a carbon tax will be
passed by the 113th Congress which began on January 3, 2013, Beyond 2014
the prospects for enactment of any federal legislation mandating reductions
in GHG emissions or establishing a carbon tax is highly uncertain. Given the
high degree of uncertainty surrounding potential future federal GHG legislation,
management cannot predict if or when such legislation might be enacted, what
the requirements of any potential legislation might be, or the potential impact
it might have on the Duke Energy Registrants. Among the outcomes of the
18th Conference of the Parties of the United Nations Framewark Convention
on Climate Change which concluded in December 2012 was an affirmation by
the participating countries to compiete negotiations an a new globat agreement
by 2015 that would take effect in 2020. The international 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.

The Duke Energy Registrants do not anticipate any of the states in which
it currently operates fossil-fueled electric generating units taking 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 time. These actions will lower the Duke Energy
Registrants’ exposure to any future mandatory GHG emission reduction
requirements or carbon tax, whether a result of federat legislation or EPA
regulation. Gnder any future scenario involving mandatory GHG limitations, the
Duke Energy Registrants would plan fo seek recovery of their compliance costs
through appropriate regwlatory mechanisms.

The Duke Energy Registrants recognize that certain groups assotiate
severe weather events with climate change, and forecast the possihility
that these weather events could have a material impact on future results
of operations should they accur more frequently and with greater severity,
However, the uncertain nature of potential changes of extreme weather events
(such as increased frequency, duration, and severity), the long period of time
over which any potential changes might take place, and the inability to predict
these with any degree of accuracy, make estimating any potential future
financial risk to the Duke Energy Registrants’ operations that may result from
the physical risks of potantfal 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 experignces 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 wouid
reasonably be expected to help management plan and prepare for future severe
weather events to reduce, but not eliminate, the operational, economic and
finangial impacts of such events. For example, the Duke Energy Registrants
foutingly 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 o mitigate the effects of any potential short-term disruption in
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its fuel supply s0 it can continue t¢ provide its customers with an uninterrupted
supply of electricity. The Duke Energy Registrants have a program in plage to
effectively manage the impact of future droughts on its operations.

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 wilt affect the Duke
Energy Registrants. These include the finat Mercury and Air Toxics Standards
{MATS) for hazardous air poliutants, which is effective beginning in 2015, 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 environmental controls and aceelerate
retirement of some coal-fired units. While the ultimate regulatory requirements
for the Duke Energy Registrants from the group of £PA regulatory actions will
not be known untit ali the rules have been finalized, for planning purposes, the
Duke Energy Registrants currently estimate the cost of new control equipment
that may need t¢ be installed to comply with this group of rules could total

$5 billion to $6 billion, excluding AFUDC, over the next 10 years. This range
includes estimated costs far naw control equipment necessary to comply with
the MATS of $650 million to $800 million. The Duke Energy Registrants also expect
fo incur increased fuel, purchased power, operation and maintenance, and other
expenses in conjunction with the non-GHG EPA regulations. In addition to the
ptant retirements associated with new generation the Duke Energy Registrants are
constructing, the Duke Energy Registrants are planning to retire additional coal
fired generating capacily that is not economic fo bring info compliance with the
EPA's regulations. Beyond 2012, tatal planned and potential retirements could
exceed 3,900 MW of coal-fired generating capacity. The Duke Energy Registrants
would also expect to incur costs for replacement generation as a result of the
potential coal-fired power plant retirements. Until the final regulatory requirements
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
1o be retired may be materiatly different from these estimates based on the timing
and requirements of the final EPA regulations.

For additional information, see Note 4 to the Consolidated Financial
Statements, “Regutatory Matters” and Note 5 to the Conselidated Financial
Statements, “Commitments and Contingencies.”

Nuclear Matters

Following the events at the Fukushima Daiichi nuclear power station
in Japan, Duke Energy conducted thorough inspections at each of its four
nuclear sites during 2011. Progress Energy also cenducted inspections
in 2011 at each of its three sites. The initial inspections have not identified
any significant vulnerabilities, however, Duke Energy is reviewing designs to
evaluate safety margins to external events. Emergency-response capabilities,
written procedures and engineering specifications were reviewed to verify each

site"s ahility to respond in the unlikely event of station blackout. Duke Energy

is working within the nuclear industry to improve the safety standards and
margin using the three ayers of safely approach used in the U.S.: protection,
mitigation and emergency response. Emergency equipment is currently being
added at each station to perform key safety functions in the event that backup
power sources are lost permanently. These improvements are in addition to the
numerous layers of safety measures and systems previously in place.

In March 2011, the NRC formed a task force to conduct a comprehensive
review of processes and regulations to determine whether the agency should
make additional improvements to the nuclear regulatory system. On July 13,
2011, the task force proposed a set of improvements designed to ensure
protection, enhance accident mitigation, strengthen emergency preparedness
and improve efficiency of NRC programs. The recommendations were further
priaritized into three tiers based on the safety enhancement level. On March 12,
2012, the NRC issued three regulatary orders requiring safety enhancements
related to mitigation strategies to respend to extreme natural events resulting in
the loss of power at a plant, ensuring reliable hardened containment vents and
enhancing spent fuel poal instrumentation.

In May 2012, the NRC endorsed guidance on re-evaluating emergency
communications systems and staffing levels and performing seismic and
flooding walkdowns. On July 13, 2012, the NRC outhingd plans for implementing
Tier 2 and Tier 3 recommendations. On August 30, 2012, the NRC issued
implementation guidance to enabie power plants to aghieve compliance with the
orders issued in March 2012, Plants are then required to submit implementation
plans fo the NRC by February 28, 2013, and complete implementation of the
safety enhancements within two refueling outages or by December 31, 2016,
whichever comes first. Each plant is also required to reassess their seismic
and flooding hazards using present-day methods and information, conduct
inspections to ensure protection against hazards in the current design basis,
ang re-gvaluate emergency communications systems and staffing levels.

Duke Energy is committed to compliance with all safety enhancements
ordered by the NRC in connection with the March 12, 2012, regulatory erders
noted above, the cost of which could be material. Until such time as the NRC
mandated reassessment of flooding and seismic hazards is complete the exact
scope and cost of compliance modifications to our sites will nt be known. With
the NRC's continuing review of the remaining recommendations, Duke Energy
cannot predict to what extent the NRC will impose additional licensing and
safety-related requirements, or the costs of complying with such requirements.
The tight time frame raquired to complete the necessary safety eahancements
by no fater than 2016 could lead to even higher costs. Upon receipt of additional
guidance from the NRC and a collaborative industry review, Duke Energy will be
able to determine an implementation plan and associated costs. See Item 1A,
“Risk Factors,” for further discussion of applicable rigk factors.

New Accounting Standards

See Note 1 to the Consolidated Financial Statements, "Summary
of Significant Accounting Policies” for a discussion of the impact of new
accounting standards.

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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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Duke Energy Corporation
Charlotte, North Carolina

We have audited the accompanying censolidated balance sheets of Duke Energy Corporation and subsidiaries (the “Company”) as of December 31, 2012
and 2011, and the related conselidated statements of operations, comprehensive income, equity, and cash flows for each of the three years in the period ended
December 31, 2012. Qur audits also included the financial statement schedule listed in the Index at Hem 15. We also have audited the Company’s internal control
over financial reporting as of December 31, 2012, basad on the criteria established in /nternaf Controf — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. The Company's management is responsible for these financial statements and financial statement schedule,
for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal contral over financial reporting included in the
accompanying Management's Annual Report On Infernal Control Over Financial Reporting. Our responsibility is to express an apinion on these financial statements
and financial statement schedule and an opinion on the Company’s internal control aver financial reporting 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 ebtain reasonable assurance about whether the financial statements are free of material misstatement and whether effective
internal confrol over financial reporting was maintained in all material respects. Our audits of the financial statements included examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement 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. Qur audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide a
reasonable basis for our opinions.

A company's internal 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 personnel to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company's internal control over financial reporting includes those policies and procedures that {1) pertain to the maintenance of records
that, in reasonable detail, accurately and fairly refiect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles and that receipts
and expendituras of 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 effect on the
financial statements.

Because of the inherent limitations of iniemal contral over financial reporting, including the possibility of collusion er improper management override of controls,
material misstatements due to error 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 become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to ahave present fairly, in all material respects, the financial position of Duke Energy Corporation
and subsidiaries as of December 31, 2012 and 2011, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2012, in canformity with accounting principles generally accepted in the United States of America. Also, in our epinion, such financial statement
schedule, when considered in relation to the basic consolidated financial statements taken as a whole, present fairly, in all material respects, the information set forth
therein. Alse, in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2012, based on
the criteria established in Infernal Control — integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2013

69



PARTII

DUKE ENERGY CORPORATION
Consolidated Statements of Operations
‘fears Ended December 31,
(in millions, except per-share amounts) 2 2011 2010
Operating Revenues
Regulated electric $15621  $10589  $10,723
Non-regulated electric, natural gas, and other 3,534 3,383 2930
Regulated naturai gas 489 557 619
Total operating revenues 19,624 14,529 14,272
Operating Expenses
Fuel used in electric generation and purchased power — regulated 5,582 3,309 3.345
Fue! used in electric generation and purchased power — non-regulated 1722 1,488 1,19
Cost of natural gas and coal seld 264 348 381
Operation, maintenance and other 5,006 3,770 3825
Depreciation and amortization 2,289 1,806 1,786
Property and other taxes 985 704 702
Goodwill and other impairment charges 666 335 726
Total operating expenses 16,514 11,760 11,964
Gains on Sales of Other Assets and Other, net 16 8 153
Operating Income 3,126 2177 2,461
Other Income and Expenses
Equity in eamings of unconsolidated affiliates 148 160 116
Impairments and gains on sales of unconsolidated affiliates 22 11 103
(Other income and expenses, net 397 376 370
Total otiter income and expenses 567 547 589
Interest Expense 1,242 859 849
income From Continuing Operations Before Income Taxes 2451 2,465 2,210
Income Tax Expense from Continuing Operations 705 752 850
Income From Continuing Operations 1,746 1713 1,320
Income From Discontinued Operations, net of tax 36 1 3
Net Income 1,782 1714 1323
1.ess: Net Income Attributable to Noncontrolling Interests 14 8 3
Net Income Attributable to Duke Energy Corporation $1768 $1706 31320
Earnings Per Share — Basic and Diluted
Income from continuing operations attributable to Duke Energy Corporation common shareholders
Basic $ 300 $ 383 § 29
Diluted $ 300 % 38 § 299
Income from discontinued operations attributable to Duke Energy Corporation common shareholders
Basic $006 § — §$ oM
Dituted $ 006 $ — § 001
Net Income attributable to Duke Energy Corporation common sharehalders
Basic $ 307 ¢ 383 % 300
Dilusted $ 307 $ 38 $ 300
Dividends declared per share $ 303 § 297 ¢ 291
Weighted-average shares outstanding
Basic 514 444 439
Diluted 515 A44 440

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Statements of Comprehensive Income

Years Ended December 31,

{in millions) 2012 2011 2010
Net Income $1,782  $1714  $1.323
Other Comprehensive {Loss) Income, Net of Tax
Fareign currency translation adjustments {75) (149 79
Pension and OPEB adjustments® 19 (4%} 276
Net unrealized loss on cash flow hedges™ {28) {57} 1
Reclassification into earnings from cash flow hedges® {n 4 3
Unrealized gain on investments in auction rate securities® g 8 14
Unrealized gain on investments in available for sale securities® 5 4 —
Rectassification into eamings from available for sale securities® (5 o) _
(Other Comprehensive (Loss) Income, Net of Tax (76 (243) 373
Comprehensive Income 1,706 1471 1,696
Less: Comprehensive Income Attribitable 1o Nencontrolling Interests 10 1 z
Comprehensive Income Attributable to Duke Energy Corporation $1696 $1470  $1.694

(a)
L]
©
(d)
(e}
(U]

Net of $9 million tax expense in 2012, $23 million tax benefit in 2011 and $150 million tax expense in 2010,

Net of $6 million tax expense in 2012, $31 million tax benefit in 2011 and $1 million tax expense in 2010.
Net of $1 million tax benefitin 2012, $1 million tax expense in 2011 and insignificant tax expanse in 2010,
Net of $4 million tax expense in 2012, $4 million tax expense in 2011 and $8 million tax expense in 2010.
Net of $3 milfion tax expense in 2012 and $3 millfon tax expense in 2011.

Net of $2 million tax benefit in 2012 ang $2 million tax benefitin 2011.

See Notes to Consolidated Financia! Statements
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DUKE ENERGY CORPORATION
Consolidated Balance Sheets

December 31,
(in millions} 012 2011
ASSETS
Current Assets
Cash and cash equivalents $ 142§ 2110
Short-term investments 333 190
Receivables (net of allowance for doubtful accounts of $34 at December 31, 2017 and $35 at December 31, 2011} 1,516 784
Restricted receivables of variable interest entities (net of allowance for doubtful accounts of $44 at December 31, 2012 and $40 at December 31, 2011) 1,201 1,157
Inventory 3223 1,588
{ther 2,425 1,051
Total cunvent assets 10,122 6,880
investments and Other Assets
Investments in equity method unconsolidated affiliates 483 460
Nuclear decommissioning trust funds 4242 2,060
Goodwill 16,365 3,849
Intangibles, net 3n 363
Notes receivable 11 62
Restricted other assets of variable interest eniities 62 135
(ther 2,399 2,231
Total investments and other assets 23994 9,160
Property, Plant and Equipment
Cost 98,833 60,377
Cost, variable interest entities 1,558 913
Accumulated depreciation and amortization (31,969) (18,709
Generation facilities to be retired, net 136 b
Net property, plant and equipment 68,558 42 661
Regulatory Assets and Deferred Debits
Regulatory assets 11,004 3,672
Other 178 153
Total regufatory assets and deferred debits 11,182 3,825
Total Assets $113856  § 62526

See Hotes (o Consolidated Finantial Siatements
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DUKE ENERGY CORPORATION
Consolidated Balance Sheets —(Continued)
December 31,
{in millions) 2012 2011
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 2444 % 1433
Notes payable and commercial paper 145 154
Non-recourse notes payable of variable interest entities 312 m
Taxes accrued 459 431
Interest accrued 448 252
Current maturities of fong-term debt 3110 1394
QOther 2,511 1,091
Total current liabilities 10,029 5528
Long-term Debt 35,499 17,730
Non-recourse Long-Term Debt of Variable Interest Entities 852 949
Deferred Credits and Other Liabilities
Deferred income taxes 10,490 7,581
Investment tax credits 458 384
Accrued pension and other post-retirement benefit costs 2,520 856
Asset retirement obligations 5,169 1,936
Regulatory liabilities 5,984 2819
Qther YRyl 1778
Totat deferred credits and other liabikties 26,442 15,454
Commitments 2nd Contingencies
Preferred Stock of Subsidiaries 93 _
Equity
Common stock, $0.001 par value, 2 billion shares authorized: 704 million and 445 million shares eutstanding at
December 31, 2012 and Decamber 31, 2011, respectively 1 1
Additional paid-in capital 39,279 21,132
Retained earnings 1,884 1873
Accumulated other comprehensive loss (306) (234)
Total Duke Energy Corporation shareholders’ equity 40,863 22,172
Noncontrolling interests 8 93
Total equity 40,941 22,865
Total Liabilities and Equity $113896  $62526

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Statements of Cash Flows

Years Ended December 31,

(in mitiions} 2012 2011 2010
GASH FLOWS FRCM OPERATING ACTIVITIES
Nt income $ 1782 $1714 $133
Adjustments to seconcile net income to net cash provided by operating activities:
Depreciation, amortization and accretion (including amortization of nuclear fuel) 2,652 2,026 1,994
Equity compongnt of AFUDC {300} {2600 (238
SeVerance expense 92 — —
FERC mitigation costs 117 — -
Commuynity suppert and charitable contributions expense 92 — —
Gains on sales of ather assets (44 (19} {268}
Impairment of other long-lived assets 586 335 738
Deferred income taxes 584 602 741
Equity in eamings of unconsolidated affiliates (148) (160} (116}
Voluntary opportunity cost deferral 101) — —
Contributions to qualified pension plans (304) (200) {400}
Accrued pension and other post-retirement benefit costs 239 104 117
(Increase} decrease in
Net realized and unrealized mark-to-market and hedging transactions 60 (48) 15
Receivables 39 2 19
Inventory {258) (247 198
QOther current assets 140 185 221
Increase (decrease} in
Accounts payable K} a1 167
Taxes accrued (142) 2 30
Other current fiabilities 295 (254 43
Other assets (129) 12 157
Other liabilities (139} (188) (240)
Net cash provided by operating activities 5,244 3672 4511
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (5501)  (4363) (4803
Investment expenditures. (6} (50} (52)
Acquisitions (451) (51) —
Cash acguired from the merger with Progress Energy n — —
Purchases of available-for-sale securities ane 319 {2166
Proceeds from sales and maturities of available-for-sale securities 4,537 3,063 2,261
Net proceeds from the sales of other assets, and sales of and collections on nofes receivable 212 118 406
Change in restricted cash (414) 22 (75
Other 14 21 6
et cash used in investing activities 6197 (4438 (4423

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Statements of Cash Flows — (Continued)

Years Ended December 31,

(in millions) 2012 2011 2010
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the:
Issuance of long-term debt $ 4170 32570 $2738
Issuance of common stock refated to employee benefit plans 2 67 302
Payments for the redemption of long-term debt (2,498} (278) (1,647}
Notes payable and commercial paper 218 208 (55}
Distributions 1o noncontralling interests (25) (26) {10}
Contributions from noncontrolling interests 76 — —
Dividends paid 1,752y  (1,329) (1,289
Cther {5 (10} (4)
Net cash provided by financing activities 267 1,202 a0
Net (decrease) increase in cash and cash equivalents (686) 440 128
(ash and cash equivalents at beginning of period 2,110 1,670 1,542
Cash and cash equivalents at end of period $1424 32110 $16%0
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $1032 § 813 § 795
Cash paid for income taxes $ 72 § 2 $ 64
Merger with Progress Energy
Fair valug of assets acquired j4884 § — § —
Fair valug of liabilities assumed $30873 8 — ¢ —
Issuance of common stock s180m 8 — § —
Significant non-cash transactions:
Accrued capital expenditures $ 684 & 409 § 361
Extinguishment of debt related to investment in Attiki Gas Supply, S. A. $ 66 $ — $ —
Deht associated with the consolidation of vaniable inferast entities $§ — § — ¥ 3w

See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
Consolidated Statements of Equity

Duke Energy Corporation Shargholders
Accumulated Other Comprehensive Income (Loss)

Net Gains Pension and
Common Additional Foreign (Losses) on OPEB Related Common
Stock Comwnon  Paid-in Retained  Currency  Cash Flow Adjustments Stockholders’ Noncentralling Total
{in millions} Shares  Stock Capital Earnings Adjustments Hedges Other to AOCI Equity Interests Equity
Balance at December 31, 2009 43 $ 1 $20661 9§ 1460 $ 17 $ 20 $3D $(336)  $2L750 $136  $21,386
Net income — — — 137 — —_ - — 1,320 3 1323
Other comprehensive income 80 4 14 276 374 (D 373
Common stock issuances, including
dividend reinvestment and employee
benefits 7 — 362 — — R — — 362 — 362
Common stock dividends — — — (1,288 — - - — (1,289 — (1,288
Changes in noncontrolling interest in
subsidiaries® — — — — — - — — — ) 4]
Balance at December 31, 2020 M43 § 1 $21023 §$149% $ 7 $ (8 $(1n $ (60  $22522 $131  $22,653
Net income — - — 1,706 — —_ - — 1,706 8 1,714
Other comprehensive (loss} income (142 (53) 8 (49 (236) 7 (243
Common stock issuances, including
dividend reinvestment and employes
benefits 2 — 109 — — —_ - — 109 — 109
Comemon stock dividends — —_ — (1,329 — - - — {1,329 — (1,329
Changes in roncontrolling interest in
subsidiaries® — — — — — —_ - — — (39 (39
Balance at December 31, 2011 45 $ 1 $21132 $1873 $ (45 $OD S @ $(109) %2772 $93 $22865
Net income®® — — — 1,768 — —_ - — 1,768 12 1,780
Other comprehensive (loss) income an {29 9 19 (72} ) {76
Common stock issued in connection
with the Progress Energy Merger 208 — 18,071 — — —_ — — 18,071 — 18,071
Common stock issuances, including
dividend reinvestment and employee
benefits 1 — 76 — — —_ - — 76 — 76
Comiman stock dividends - — —  (L752) — - — — {1,752) — (1,752
Deconsolidation of DS Comerstone,
LiCe — — — — — —_ - — — 82 82
Contribution from noncontrolling
interest in DS Cornerstane, LLCY — — — - — —_ - — — 76 76
Changes in noncontrolling interest in
subsidiaries® — — — — — —_— = — — (1n an
Balance at December 31, 2012 704 %1 $39,279 $1889 $(116) $(100) $ — $(90)  $40,863 $78 340941

{a) Includes $23 million, $26 million and $10 million in cash distributions to noncontroling interests in 2012, 2011 and 2010, respectively.
(b} For the year ended December 31, 2012, consolidated net income of $1,782 million includes $2 million attributable to preferred shareholders of subsidiaries. Income atiributable to preferred shareholders of subsidiaries is

not & companent of total equity and is excluded from the table above,

(c) Refer to Note 2 for further information on the deconsalidation of DS Cormerstone, LLC.

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 Carolinas, LLG
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Caralinas, LLC and subsidiaries {the “Company") as of December 31, 2012 and 2011, and
the related consolidated statements of operations and comprehensive income, member's equity, and cash flows for each of the three years in the period ended
December 31, 2012. These financial statements are the respensibility of the Company's management. Our responsibility is to express an opinion on these financial
statements 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 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 firancial 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, Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management,

as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke Energy Carolinas, LLC and
subsidiaries at December 31, 2012 and 2011, and the results of their operations and their cash flows for each of the three years in the period ended Decamber 31, 2012,
in conformity with accounting principles generally accepted in the United States of America.

/s/ Deloitte & Touche LLP

Charlotte, North Carelina
February 28, 2013
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DUKE ENERGY CARQEINAS, LLC

Consolidated Statements of Operations and Comprehensive Income

Years Ended December 31,

(in milfions) 2012 2011 2010
Operating Revenues $6,665  $6493 36,424
Qperating Expenses
Fuel used in electric generation and purchased power 1,864 1944 1,844
Operation, maintenange and other 1,979 1904 1,907
Depreciation and amortization 921 814 787
Property and other taxes 365 340 348
Impairment charges 3 12 —
Total operating expenses 5,160 5014 4,986
Gains on Sales of Other Assets and Other, net 12 1 7
Operating Income 1,517 1,480 1,445
Other Income and Expenses, net 185 186 212
Interest Expense 384 360 362
Income Before Income Taxes 1,318 1,306 1,285
Income Tax Expense 453 472 457
Net Income 865 834 838
Other Comprehensive Income, net of tax
Reclassification inte earnings from cash flow hedges® 2 3 4
Unrealized gain on investments in auction rate securities® 1 — 7
Comprehensive Income $ 868 ¢ 837 % 849

{2) Netof $1 million tax expense in 2012, $2 million tax expense in 2011 and $2 million tax expense in 2010.

(0)  Net of $1 million tax expense in 2012 and §5 million tax expense in 2010.
See Notes to Consolidated Financial Statements
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PARTII

DUKE ENERGY GARQLINAS, LLC
Consolidated Balance Sheets

December 31,
(in millions) 2012 2011
ASSETS
Current Assets
Cash and cash equivalents $ 19 3 29
Receivables (net of allowance for doubtful accounts of $3 at December 31, 2012 and December 31, 20i1} 188 262
Restricted receivables of variable interest entities (net of allowance for doubtiul accounts of $6 at December 31, 2012 and December 31, 2011) 637 581
Receivables from affiliated companies 3 2
Mote receivable from affiliated companies 382 923
Inventory 1,062 817
QOther 439 218
Total current assets 2,730 3,252
Investments and Other Assets
Muclear decommissioning trust funds 2,354 2,060
Other 934 968
Total investments and other assets 3,288 3,028
Property, Plant and Equipment
Cost 34190 32,840
Accumulated depreciation and amortization (11437) (11,269
Generation facilities to be retired, net 73 80
Net property, plant and equipment 22,826 21,651
Regulatory Assets and Deferred Debits
Regulatory assets 1727 1,894
Other 71 7l
Total regulatory assets and deferred debits 1798 1,965
Tatal Assets $ 30642 $2989%
LIABILITIES AND MEMBER'S EQUITY
Current Liabilities
Actounts payable $ 599 § 637
Accounts payable to affiliated companies 128 156
Taxes accrued 114 126
Interest accrued 96 115
Current maturities of long-term debt 406 1,178
Other 430 308
Total current liabilities 1,833 2,610
Long-term Debt 1,135 7496
Non-recourse Long-term Debt of Yariable Interest Entities 300 300
Long-term Debt Payable to Affiliated Companies 300 300
Deferred Credits and Other Liabilities
Deferred income taxes 5,181 4,555
Investment tax credits 215 233
Accrued peasion and other post-retirement benefit costs 221 248
Asset retirement obligations 1,959 1,846
Regulatory liabilities 2,102 1928
Other 324 926
Total deferred credits and other liabilities 10,602 9,736
Commitments and Contingencies
Member’s Equity
Member's Equity 9,888 9,473
Accumulated other comprehensive loss (16) (19
Tolal member’s equity 9,872 9,454
Total Liabifities and Member’s Equity $ 30,642  $293%

See Notes to Consolidated Financial Statements
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PARTII

DUKE ENERGY CAROLINAS, LLC
Gonsolidated Statements of Cash Flows

Years Ended December 31,

{in millions) 2012 2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 865 $ 83 $ 838
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization (including amortization of nuclear fuel) 1,143 1,020 984
Equity companent of AFUDC {154) (168} (174)
FERC mitigation costs 46 — —
Communily support ard charitable conkibutions expense 98 — —_
Gaing on sales of other assets and other, net (12) N n
Impairment charges — 12 —
Deferred income taxes 479 564 456
Voluntary opportunity cost deferral (100) — —
Accrued pension and other post-retirement benefit costs 41 32 34
Contributions to qualified pension plans — 33 (158)
{Increase} decrease in
Net realized and unrealized mark-to-market and hedging transactions — {91 i
Receivables n 22 114
Receivables from affiliated companies 1) 88 o0
Inventory (128) (177 134
Other current assets 45 144 (65)]
Increase {decrease} in
Accounts payable (51) 120 86
Accaunts payable to affiliated companies (28) (39 25
Taxes accrued (12) 12 (23)
Other currant liabilities 165 (170 4
Other assets (117 (46 19
Other liabilities (126} (249) {158}
Net cash provided by operating activities 2,133 1874 2,030
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (1,908} (2,272 (2,280
Purchases of available-for-sale securities (2,481} (2,227 (1,045
Proceeds from sales and maturities of available-for- sale securities 2,445 2,179 1,066
Change in restricted cash — 2 7
Notes receivable from affiliated companies 541 (384) 250
Other (12) (13 —
Net cash used in investing activities (1,419) (2,915 {2,000
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 645 1,498 692
Payments for the redemption of long-term debt (L1771 @ (607)
Distributions to parent (450) (299) (350)
Other () (15) @
Net cash {used in) provided by financing activities (388) 1,177 (269
Net {decrease) increase in cash and cash equivalents 270) 136 (241)
Cash and cash equivalents at beginning of period 2% 153 394
Cash and cash equivalents at end of period $ 1 $ 289 $ 153
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $ 35 $ 337 § 342
Cash {received} paid for income taxes $ (38 $(2» $ 69
Significant non-cash transactions:
Accrued capital expenditures $ 194 $ 209 $ 181

See Notes to Consolidated Financial Statements
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PARTII

DUKE ENERGY CAROLINAS, LLC
Consolidated Statements of Member's Equity

Accumulated Other
Comprehensive ncome (Loss)

Net Gains

(Losses) on

Member's Cash Flow
(in millions) Equity Hedges Other Total
Balance at December 31, 2009 $8,304 $ (28 3 $8271
Net income 838 — — 838
Qther comprehensive incoms — 4 7 11
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  $8916
Net income 834 — — 834
QOther comprehensive income 3 .3
Distributions to parent (299) — — (299)
Balance at December 31, 2011 $9.473 $an $ (@ 39454
Net income 865 — — 865
QOther comprehensive income 2 1 3
Distributions to parent (450) — — (450)
Batance at December 31, 2012 $9,888 $ (15) ${1) $9.872

See Notes to Consolidated Financial Statements
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PART Il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directers and Stockhelders of
Progress Energy, Inc.
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Progress Energy, Inc. and subsidiaries {the “Company”) as of Dacember 31, 2012 and 2011, and the related
consalidated statements of operations and comprehensive income, common stockhelders” equity, and cash flows for each of the three years in the period ended December 31,
2012. We also have audited the Company's internal control over financial reporting as of December 31, 2012, based on criteria established in infernal Contrel —
Integrated Framework issued by the Committes of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible for these financial
statements, for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, included in
the accompanying Management’s Annual Report On Infernal Control Over Financial Reporting. Our responsibility is to express an opinion on these financial statements and an
opinion on the Company’s intemal control aver 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 financial statements are free of material misstatement and whether effective intemal control
over financial reporting was maindained in all material respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. Qur audit of internal control over financial reporting included obtaining an understanding of internal control over financial
raporting, assessing the risk that a material weakness exists, testing and evaluating the design and operafing effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We befieve that our audits provide a reasonable
basis for our opinions.

A company's internal controf 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 personnel to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company’s internal control over financial reporting includes those policies and procedures that (1} pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles and that receipts
and expenditures of the company are being made only in accerdance 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 effect on the
financial statements.

Because of the inherent limitations of internal controt over financial reporting, including the possibility of collusion or improper management override of controls,
material misstatements due to error 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 become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Progress Energy, Inc. and
subsidiaries as of December 31, 2012 and 2011, and the results of their operations and their cash flaws for each of the three years in the period ended December 31,
2012, in conformity with acceunting principles generally accepted in the United States of America. Also, in our opinicn, the Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2012, based on the criteria established in fnternal Control — Infegrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2013
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PART Il

PROGRESS ENERGY, INC.
Consolidated Statements of Operations and Comprehensive Income

Years Ended December 31,

{in millions) 012 2011 2010
Operating Revenues $9.405 $8948  $10,223
Operating Expenses
Fuel used in electric generation and purchased power 4304 4,043 4,621
Operation, maintenance and other 2,445 2,060 2,045
Dapreciation and amortization 747 701 820
Property and other laxes 510 562 580
Impairment charges 200 3 9
Total operating expenses 8266 7369 8,171
{Losses) Gains on Sales of Other Assets and Other, net @ 4 (8)
Operating Income 1,137 1,583 2,044
Other Income and Expenses, net 130 52 109
Interest Expense 40 725 747
Income From Continuing Operations Before Income Taxes 527 910 1,406
Income Tax Expense From Gontinuing Operations 112 3 539
Income From Continuing Operations 355 587 867
Income {Loss) From Discontinued Operations, net of tax 52 (5 (4
Net income 407 582 863
Less: Net Income Attributable to Noncontrolling Interests 1 7 7
Net Income Attributable to Parent $ 400 ¢ 575 ¢ 8%
Net Income $ 407 ¢ 582 § 863
Other Comprehensive {Loss) Income, net of tax
Pension and OPEB adjustments® @ 34 (13}
Reclassification info eamings from pension and OPEB adjustments® 2 5 3
Net unrealized loss on cash flow hedges® (5 (80 (34}
Reclassification into eamings from cash flow hedges™ 8 8 6
Reclassification of cash flow hedges to regulatory assets'® 97 — —
Other Comprehensive Income {Lass), net of tax 98 (40} (38)
Comprehensive Income 505 542 825
Less: Comprehensive Income Attributable to Noncontrolling Interests 1 7 7
Comprehensive Income Attributable to Parent $ 498 $ 53 § 818

(3} Netof $1 million tax benefit in 2012, $24 million tax expense in 2011 and $8 million tax benefit in 2010,
{by Netof $1 million tax expense in 2012, $3 million tax expense in 2011 and $2 million tax expense in 2010.
{c) Netof $3 million tax benefit in 2012, $56 million tax benefit in 2011 and $22 million tax benefit in 2010.
{d}  Met of $6 million tax expense in 2012, $5 million tax expense in 2011 and $4 million {ax expense in 2010.
{e)  Net of $62 million tax expense in 2012.

See Notes to Consolidated Financial Statements
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PART Il

PROGRESS ENERGY, INC.
Consolidated Balance Sheets

December 31,
(in millions) 2012 2011
ASSETS
Current Assets
Gash and cash equivalents § 1 ¢ w0
Receivables (net of allowance for doubtiul accounts of $16 at December 31, 2012 and $27 at December 31, 2011) 780 883
Receivahles from affiliated companies 15 —
[nventory Laal 1429
Other 766 778
Total current assets M43 3,320
Investments and Other Assets
Nuclear decommissioning trust funds 1,888 1,647
Goodwill 3,655 3,655
Other 530 504
Total investments and other assets 6,073 5,806
Property, Plant and Equipment
Cost 35,130 34,797
Cost, variable interest entities 16 6
Accumulated depreciation and amortization (125120 (12,684
Generation facilities to be retired, net 63 163
Net property, plant and equipment 22,697 22,092
Regulatory Assets and Deferred Debits
Regulatory assets 5,292 3429
QOther 100 89
Total regulatory assets and deferred debits 5,392 3,513
Total Assets $37405 $34931

See Notes to Consolidated Financial Statements
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PART I}

PROGRESS ENERGY, INC.

Consolidated Balance Sheets — (Continued)

December 31,
(in millions} 2012 2011
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 1066 ¢ 968
Accounts payable lo affliated companies 30 —
Mates payable and commercial paper — erl
Notes payable to affiliated companies 455 —
Taxes accrued 8 56
Interest accrued 192 200
Currant maturities of long-term debt 843 961
Other 1,118 1,163
Total cuerent liabilities 3,787 4,019
Long-term Debt 13,311 11,918
Long-term Debt Payable to Affiliated Companies 214 273
Deferred Credits and Other Liabilities
Deferred income taxes 2,558 2,193
Investment tax credits 95 103
Accrued pension and other post-retirement benefit costs 1,608 1,625
Asset retirement obligations 2413 1,265
Regulatory liabilities 2,468 27
Other 612 690
Total deferred credits and other fiabilities 9,755 8,603
Commitments and Contingencies
Preferred Stock of Subsidiaries 93 93
Equity
Common stock, $0.01 par value, 100 shares authorized, issued and outstanding at December 31, 2012; no par value, 500 million shares authorized,

295 million shares issued and outstanding at December 31, 2011 — 7418
Additional paid-in capita! 1465 16
Retained earnings 2183 2,152
Accumulated other comprehensive loss &N (165}

Total common sharehalders” equity 10,181 10,021
Noncontralling interests 4 4
Total equity 10,185 16025
Total Liabilities and Equity $37.405  $34931

See Notes to Consolidated Financial Statements
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PART Il

PROGRESS ENERGY, INC.
Consolidated Statements of Cash Flows

Years Ended December 31,

{in millions) 2012 2011 20610
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 407 ¢ 582 § 863
Adjustments to reconcile net income fo net cash provided by operating activities:
Depreciation, amortization and accretion {including amortization of nuclear fuel) 897 830 1,044
Equity component of AFUDC (106) {103) 92)
Severance expense 38 — —
FERC mitigation costs 71 —_ —
Community support and charitable contributions expense 36 — —
Gains (losses) on sales of other assets and other, net (16} [6)] 9
Impairment charges 146 3 5
Deferred income taxes 263 353 478
Amount to be refunded to customers 100 288 —
Accrued pension and other post-retirement benefit costs 179 124 121
Contributions to qualified pension plans {346) (331 (129)
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions 7 (10} (17
Receivables 43 167 {178)
Receivables from affiliated companies (15 — —
Inventory ) {210} 89
Other current assets 2 {111} 81
Increase {decrease) in
Accounts payable 175 (64} 115
Accounts payable to affiliated companies 30 — —
Taxes accrued 25 (16 26
QOther current liabilities 81 67 78
Other assets (25) Y] (29)
Other liabilities (87) 98 60
Net cash provided by operating activities 1,840 1,615 2,531
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (2,366) (2,256)  (2,445)
Purchases of available-for- sale securities (13714 (5017 (7,009
Proceeds from sales and maturities of available-for-sale securities 1,325 4,970 6,990
Insurance proceads 7 7 64
Change in restricted cash 24 (29 —
Other 102 36 —
Net cash used in investing activities (2,287y {(2212) {(2.400)

See Notes to Consolidated Financial Statements
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PART Il

PROGRESS ENERGY, INC.
Consolidated Statements of Cash Flows — (Continued)

Years Ended December 31,
{in millions} 2012 11 2010
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the:
Issuance of long-term debt $20714 $1286 § 591
Issuance of common stock 6 53 434
Payments for the redemption of long-term debt 962y (1,010} {410}
Payments of short-term debt with original maturities greater than 90 days {65) — —
Progeeds from issuance of short-term debt with original matunities greater than: 90 days 65 — —
Notes payable and commescial paper (671} 667 {140}
Motes payable to affiliated companies 455 — -
Distributions to noncontrolling interests n 7 6
Dividends paid (445} (738 (n
Other n {39) 3
Net cash provided by (used in) financing activities 443 216 (245}
Net increase (decrease) in cash and cash equivalents 1 (381) (114}
Cash and cash equivalents at beginning of peried 230 611 725
Cash and cash equivalents at end of period $ 231 § 230 $ sl
Supplemental Disclosures
Cash paid for interest, net of amount ¢apitalized $ 14 §$ 7.3 § 109
Cash paid for {recaived fram) income faxes $ W 3 08 § (56
Significant non-cash transactions:
Accrued capital expenditures $ 315 ¢ 380 § 364
Asset retirement obligation additions and estimate revisions $ 837 ¢ @ § (39
Capital expenditures financed through capital leases $ 40 § — § —

Seg Notes o Consolidated Financial Statements
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PART Il

PROGRESS ENERGY, INC.

Consolidated Statements of Common Stockholder’s Equity

Accumulated Other
Gomprehensive Income (Loss}
Pension
Unearned Net Gains  and OPEB
ESOP {Losses} on Related Common
Additional Common Retained  Cash Flow Adjustments Stockholders” Noncentrolling Total
{in millions} Common Stock  Paid-in Capital Stock  Earnings Hedges to AOCI Equity Interests  Equity
Balance at December 31, 2009 $ 6,862 $ 1 ${12) $2,675 $ 35 $(52) ¢ 9449 $ 6 $ 945
Cumulative effect of change in accounting
principle — — — — — — — @ (2
Net income®® — — — 856 — — 856 3 859
QOther comprehensive loss — — — — (28) (0 (38 — (38}
Common stock issuances, including dividend
rginvestment and empioyae benefits 461 — — — — — 461 — 461
Miocation of ESOP shares 9 — 12 — —_ — 2t -— 21
Common stock dividends — — — (726) — — (726) — (726}
Distributions to noncontrolling interests — — — — — — — @ @
QOther — — — — — — — 4] (1)
Balance at December 31, 2010 $ 7332 $§ 1 $— $2.805 $ 6 $62  $10023 $ 4 $10,027
Netincome® — e -— 575 — — 375 3 578
Other comprehensive {loss) income — — — — 79 39 (40 — {40
Common stock issuances, including dividend
reinvestment and employee benefits 86 5 — — — — 91 — 9
Common stack dividends — - — (628) — — (628) — (628)
Distributions to noncontrolling interests — — — — — — — 3) 3
Balance at Becember 31, 2011 $ 7418 $ 16 $— $2752 $(142) $@)  $10021 $ 4 $10,025
Net ingome®® — — — 400 — — 400 3 403
(ther comprehensive income (loss) — — — — 100 ] 98 — 98
Comman stack issuances, including dividend
reinvestment and employee benefits 18 13 — — — — 31 — 3l
Comman stock dividends — — — (369) — — {369} — (369)
Distributions to noncontrolling interests — — — — — — — 2 (2}
Recapitalization for merger with Duke Energy (7,436) 7436 — — — — — — —
QOther — — — — — — — {0 )
Balance at December 31, 2012 $ — $ 7,465 §— $2783 $ (42 $(2)  $10181 $ 4 $10,185

(a) Forthe year ended December 31, 2012, consolidated net income of $407 million includes $4 million attributable to preferred shareholders of subsidiaries. For the year ended December 31, 2011, consolidated net income of
$582 million includes $4 million atiributable to preferred shareholders of subsidiaries. For the year ended December 31, 2010, consolidated ret income of $863 million includes $4 million attributable to preferred shareholders

of subsidiaries. Income attributable to preferred shareholders of subsidiaries is not a component of fotal equity and is excluded from the table above,

See Notes to Consolidated Financial Statements
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PARTII

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of and Stockholders of
Carolina Power & Light Company d/b/a Progress Energy Carofinas, inc.
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc. and subsidiaries {the “Company™)
as of Decerber 31, 2012 and 2011, and the related consolidated statements of operations and comprehensive income, common stockholder’s equity, and cash flows for each
of the three years in the period ended December 31, 2012. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on ur audits,

We conducted our audits in accerdance 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 shout 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. Our audits included considaration of internal control aver financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opirion. 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 helieve that our audits provide a reasonable basis far our opinion.

In our opinion, the consolidated financial staterments referred to above present fairly, in all material respects, the financial position of Carolina Power & Light Company
d/b/a Progress Energy Carolinas, Inc. and subsidiaries at December 31, 2012 and 2011, and the results of their operations and their cash flows for each of the three
years in the periad ended December 31, 2012, in conformity with accounting principles generally accepted in the United States of America.

/5/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2013
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PART Il

CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.
Consolidated Statements of Operations and Comprehensive Income

Years Ended December 31,

{in millions} 2012 2011 2010
Operating Revenues $4706  $4547 34933
Operating Expenses
Fuet ysed in electric generation and purchased power 1,895 1,795 2.008
QOperation, maintenance and other 1,494 1,181 1,158
Depreciation and amortization 535 514 478
Property and other taxes 219 211 218
Impairment charges 54 3 5
Total operating expenses 4197 3,674 3,867
Gains on Sales of Other Assets and Other, net 1 3 1
Operating Income 510 876 1,067
Other Income and Expenses, net 79 80 71
Interest Expense 207 184 186
Income Before Income Taxes 382 772 952
{ncome Tax Expense 110 256 350
Net Income 212 516 602
Less: Net Income (Loss) Attributable to Noncontrolling Interests — — 1
Net Income Attributable to Controlling Interests 12 516 603
Less: Preferred Stock Dividend Requirement 3 3 3
Net Income Available to Parent $ 269 $ 513 % 600
Net lncome $ 272 $ 516§ 602
Other Comprehensive (Loss) Income, net of tax
Net unrealized loss on cash flow hedges®® @ (43 (10
Reclassification into earnings from cash flow hedges® 4 5 4
Reclassification of cash flow hedges to regulatory assets® il — —
Gther Comprehensive Income (Loss), net of tax ) (38) (6
Comprehensive Income 343 478 596
Less: Comprehensive Income (Loss) Attributable to Noncontrolling Interests — — (1)
Comprehensive lncome Attributable to Controlling Interests $ 343 ¢ 48 § 597

(2} Netof $3 million tax benefit in 2012, $28 million tax benefit in 2011 and $6 million tax benefit in 2010.
{b)  Net of $2 million tax expense in 2012, $3 million tax expense in 2011 and $3 miflion tax expense in 2010,

{c)  Net of $46 million tax expense in 2012.
See Notes to Consalidated Financial Statements
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PART il

CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.

Consolidated Balance Sheets

December 31,
{in mifiions) 2012 2011
ASSETS
Current Assets
Cash and cash equivalents $ 18 $ 2
Receivables (net of allowance for doubtful accounts of $9 at December 31, 2012 and 2011) 458 192
Receivables from affiliated companies 5 1
Inventory 828 770
Other 313 226
Total current assets 1,622 1,509
!nvestments and Other Assets
Nuclear decommissigning trust funds 1,259 1,088
Other 251 210
Total investments and other assets 1,510 1,298
Property, Plant and Equipment
Cost 21,168 19,367
Cost, variable interest entifies 16 16
Accumulated depreciation and amortization 8,185y  (7,991)
Generation facilities to be refired, net 63 163
Net property, plant and equipment 13,062 11,555
Regutatory Assets and Deferred Debits
Regulatory assets 1,845 1,682
(ther 29 22
Total regutatory assets and deferred debits 1,874 1,704
Total Assets $18,088  $16,066
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable § 542 § 518
Accounts payable to affilialed companies 16 29
Notes payable and commercial paper — 188
Notes payable to affiliated companies 364 31
Taxes accrued 23 23
tnterest accrued 69 n
Gurrent maturities of long-term debt 407 502
QOther 517 417
Total curient liabilities 1,998 1,785
Long-term Debt 4433 3.7
Deferred Credits and Other Liabilities
Deferred income taxes 2,162 1,903
Investment tax credits 32 98
Accrued pension and other post-retirement benefit costs 15 687
Asset retirement obligations 1,649 896
Regulatory liabilities 1538 1543
(Other 295 303
Total deferred credits and other liabilities 6,451 5430
Commitments and Contingencies
Preferred Stock 59 59
Equity
Common stock, no par vafue, 200 million shares authorized; 160 million shares issued and outstanding at December 31, 2012 and 2011 2,159 2,148
Retained eamings 2,968 3,011
Accumulated other comprehensive loss — (7
Total common stockholder’s equity 5127 5,088
Total Liabilities and Equity $18,068  $i6,066

See Notes to Conselidated Financial Statements
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PART Il

CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.

Consolidated Statements of Cash Flows

Years Ended December 31,
{in millions} 2012 2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES
et income $ 22 % 518 $ 602
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and accretion (ncluding amortization of muclear fuel) 615 654 593
Equity companent of AFUDC (69) ) (Y]
Severance expense 18 — —
FERC mitigation costs n — —
Community support and charitable contributions expense 36 — —
Gains on sales of other assets and other, net (n 3 (1
Impairment charges — 3 5
Defesred income taxes 164 262 285
Accrued pension and other post-retirement benefit costs 70 43 43
Contributions to qualified pension plans (141} (217) (95)
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions (25) 23 1y
Receivables ? 84 {68)
Receivables from affiliated companies @ 8 5
Iventory (58} {182 23
QOther current assets (24) 116 22
Increase {decrease) in
Accounts payable 149 (22 49
Accounts payable to affiliated companies 41 (45) 20
Taxes accrued (5 (] Y
QOther current liabilities 23 40 39
QOther assets (28) {(38) 22
QOther liabilities (6 16 37
Net cash provided by operating activities 1,167 1137 1518
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (1,525)  {1426) (1,38
Purchases of available-for-sale securities (582) (572 (490}
Proceeds from sales and maturities of available-for-sale securities 532 515 437
Notes receivable from affiliated companies — 2 202
QOther 91 12 3
Net cash used in investing aclivities (1,484) (1,469 (1,230}
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 988 485 ——
Payments for the redemption of long-term debt (502} v} (1}
Notes payable and commercial paper (188} 185 —
Notes payable to affiliated companies 333 31 —
Contribution from parent — — 14
Dividends paid to parent (310} (585) (100}
Dividends paid on preferred stock (k3] )] 3).
{ther 3 1 (3
Net cash provided by (used in) firancing activities 313 122 (93}
Net {decrease) increase in cash and cash equivalents & (210 195
Cash and cash equivalents at beginning of period 20 230 Eb]
Cash and cash equivalents at end of peried $ 18 ¢ 2 § 230
Supplemental Disclosures
Cash paid for interest, net of amount capitafized $ 249 ¢ 199 % 166
Cash paid for (received from) income taxes $ 19 § 91 § 108
Significant non-cash {ransactions:
Accrued capital expenditures $ 232 § 20 § 47
Asset retirement obligation additions and estimate sevisions $ 698 $ @ 3 1
Capital expenditures financed through capital leases $ 1 5§ — 5 —

See Notes to Consolidated Financial Statements
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PARTII

CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.

Consolidated Statements of Common Stockholder’s Equity

Accumulated Other
Comprehensive Income {Loss)
Uneamed Net Gains
ESOP (Losses) on Common

Common Common Refained  Cash Flow Stockholders’ Nencontrolling Total

{in millions) Stock Stock  Earnings Hedges Equity Interests Equity

Balance at December 31, 2000 $2,108 $12  $2588 $20 $4.657 $ 3 $4660
Cumulative effect of change in accounting principle — — — — — 2 @

Net income — — 603 — 603 {0 602
Other comprehensive loss — — — (6) (6) — (6}

Allocation of ESOP shares 10 12 - — 22 — 22

Stock-based compensation expense 12 — — — 12 — 12
Dividend to parent — — (100 — (100) — (100
Preferred stock dividends at stated rate — - (3) — (3 — (3
Tax. dividend — — (5 — (%) — (5)
Balance at December 31, 2010 $2.130 $— $3.083 $(33) $5,180 $—  $5180

Net income — — 516 — 516 — 516
Qther comprehensive loss — — — (38 (38} — {38
Stock-based compensation expense 18 — — — 18 — 18
Dividend 1o parent — — {585) — (585) — (585)
Preferred stock dividends at stated rate — — 3) — 16)] — (3)

Balance at December 31, 2011 $2.148 $— $301 EXe2)) $5,088 $—  §5088

Net income — — 272 — 272 — 272

Gther comprehensive income —_— — — 7l 71 — 71

Stock-based compensation expense 11 — —_ — 11 — 11
Dividend to parent — — (310 — (310 — (310)
Preferred stock dividends at stated rate — — (3) — 3 — 3>
Tax, dividend — — 03] — 2 — @

Balance at December 31, 2012 $2,159 $— $2.968 $— $5127 $—  $5127

See Notes to Consolidated Financial Statements
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