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OUR FINANCIAL HIGHLIGHTS™

Operating Results

Total operating revenues

Net income

Net income atiributable to Duke Energy Corporation

Ratio of Earnings to Fixed Charges

Common Stock Data
Shares of common stock outstanding
Year-end
Weighted average — basic
Weighted average — diluted
Reported diluted earnings per share
Adjusted diluted earnings per share
Dividends per share

Balance Sheet Data

Total assets

Long-term debt including capital leases, redeemable
preferred stock of subsidiaries, less current maturities
Total Duke Energy Corporation shareholders’ equily

Earnings Per Share Dividends Per Share

2013

$24,598
$2,676
$2,665

30

706
706
706
$3.78
$4.35
$3.09

$114779

$38,152
$41,330

2012

$19.624
$1.782
$1768

2.5

704
574
575
$307
3432
$303

$113.856

$35.444
$40.863

2011

$14.529
$1.714
$1.706

3.2

415
11
444
$3.83
$438
§297

$62.526

$18.679
$22.772

Capital and Investment

S L A A S L Expenditures et
I;: B _
i - L
2011 2012 2013 2011 2012 2013 2011 2012 2013
T P R I N R TR TN R [T PRI TR I TSR RN b m PITLI nr a by b an L e T S (LA UM
TR TP I R T L 0 AR L P e PR P S A T SR T i [T P e B B R L I O A
FERN TV T TR TR R I TR U i I
B T T L B T B T P B P L B A (L ST LV AR DA TRYY '\\\
L L T P R L T O R T I P T O F L T A S 1 L [P R TSI L T | ety e fod



o dn,

Lynn Good | Vice Chairman. President and Chief Executive Officer

Dear stakeholders:

On behalf of the 28,000 men and women of
Duke Energy, | am proud to report that we
achieved what we set out to do in 2013. We
also made headway in preparing for the future.

In the last nine months since being
named CEQ. | have met with customers,
investors, regulators, policymakers and
civic leaders at the local, state and national
levels. I've also met with thousands of
Duke Energy employees acress our six
states in the Southeast and Midwest,
and n gur commercial businesses.

While each group bas a different set of
issues they care about, they all want to
know what is ahead for our company.
They ask questions that quickly get to
the heart of their concerns and interests
- whether it's about & company policy, a
community initiative, an environmental
issue or our long-term strategy for
investment and growth.

As the largest electric utility in the nation,
we have strengths of scale, diversity and
expertise, backed by an exceptional record
of accomplishment and service. But, of
course, we don't have all the answers.
That's why | always learn from these
conversations, particularly the most candid
and even uncomfortable ones. They build
understanding, trust and opportunities for
collaboration — often leading to better ideas.

Duke Energy has been learning and
adapting throughout its 110-year history,
inctuding disruptive pericds in the utdity
industry. We have adjusted to changes
in technologies, fuel prices, regulations,
gconomic conditions and consumer
behavior. Today, our industry faces a
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2 DUKE ERERGY

t€ Lighting the way reflects our commitment
to confront the future in a way that strengthens
relationships, anticipates change and seizes

new opportunities.”

new convergence of trends: flat-to-low
growth in demand; new environmental and
safety regulations; more complex customer
expectations; and the rise of districuted
generation sources.

Qur size doesn't guarantee success. In fact,
we have to be creative and work hard to
demonstrate that big can also mean agile,
flexible and innovative. The theme of our
report, Lighting the way, reflects our
commitment to confront the future in a way
that strengthens relationships. anticipates
change and seizes new opportunities. Qur
path forward will be built on a foundation of
doing what we say we will do,

ACCOMPLISHING WHAT WE SET OUT T0 DO
After our July 2012 merger with Progress
Energy, we knew we needed 10 concentrate
on the immediate priorities in our reguiated
utility business. Qur

7.2 MILLION utilities serve 7.2 million
retanl electric retail electric customers
custemers in North Carolina, South

Carolina, Florida, Indiana,
Ohio and Kentucky, as well as 500,000
natural gas customers in Ohio and Kentucky

- supporting 2 population of approximateiy
21 millicn people.

By the end of 2013, we had successfully
accomplished our goals in our regulated utility
business, which represents 85 to 90 percent
of Duke Energy's total adjusted earnings,

Placing in service the new Sutton combined-
cycle natural gas plant in North Caraling in
November capped a decade-long $9 bilfion
generation fleet medernization program.

Over this decade, we added about 6,600
megawatts of more efficient. cleaner-burning
plants. These new power stations are enabling
us 1o retire a similar amount of olg, less-efficient
generating capacity fueled by coal and oil,

In June, we put our $3.5 billion Edwardsport
plant in Indiana into commercial service.
This power station is the world's largest of its
kind and one of the cleanest coal plants ever
buill. 1t gasifies coal, sftrips out pollutants and
burns the synthetic gas to produce electricity.
After rigorous testing and tuning, Edwardsport
should reach its full capabilities {ater this year,

We also achieved constructive settiements
and approvals in five base rate cases across



MET OUR
2013 GOALS:

E
'
L

M Achieved constructive rate
case settlements and approvals

our jurisdictions to reflect modemnizing our
systemn for customers. These regulatory
outcomes will create about $600 million
in incremental annualized revenues, while
still keeping our overall electricity prices
helow the national average,

We met our merger-refated milestones as
well. By the end of 2013, we had exceeded
our target for fuel and joint-dispatch savings.
realizing about $190 million in cumutative
savings for our Carolinas customers. We also
exceeded our merger target of S 10 7 percent
in nonfuel operating and maintenance
expense savings. This puts us on pace o
deliver about 9 parcent, or $550 million, in
savings in 2014,

Another major accomplishment was
resolving the future of the damaged Crystal
River nuclear unit in Florda. In early 2013,
after considerable analysis, we decided to
retire the plant rather than attempt a costly,
uncertain repair.

In October, Florida regulators approved

a constructive regulatory agreement that
provides for cost recovery and a framework
to meet Florida’s future energy needs.

E/J Completed a $9 billion plant
modernization program

i Put Edwardsport clean
coal plant into service

EA Met merger-integration and
cost-savings mitestones

M Resolved Crystal River
Nuclear Plant future

i Achigved our financial
objectives

BEING ACCOUNTABLE

T0 OUR COMMUNITIES

Nothing is more important to us than
maintaining the public’s trust in Duke
Energy. That's why we acted quickly after
the February 2014 break in a stormwater
pipe at one of our coal ash basins in North
Carolina, which resulted in a release of ash
into the Dan River. We mobilized hundreds
of employees, contracters and experts to the
site. We permanently sealed the pipe, and
government testing confirmed that public
drinking water supplies remain safe.

We are accountable for this accident and
are working closely with the affected
communities. In coordination with state and
federal agencies, we will do what it takes
to address the impact on the river, We are
learning from this event and are Iooking for
ways to Iimprove the management of coal
ash at all our sites.

BUILDING A STRONG

FINANCIAL TRACK RECQRD

We are committed to maintaining investor
confidence 'n our long-Cycle, capital-
intensive business. This ensures we can

2013 ANNUIAL REPORT 3



4 DUKE ENERGY

TOTAL SHAREHOLDER RETURN

One year:

S&P 500 Index

Three years:

Five years;

-

S&P 500 Index
17.G%.

-
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Phitadelphia Utility Index

11%

Duke Energy Corporation

14.3%
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Philadelphia Utility Index

9.6%

Duke Energy Corporation

146

e I‘ "
Philadelphia Utilty Index

8.9%

access debt and equity markets to raise
competitively priced capital that is needed to
fulfill our obligations to customers taday and
years from now.

In 2013, Duke Energy delivered $4.35 in
adjusted diluted earnings per share, in the
middle of our guidance range. We achieved
a total shareholder return of 13 percent for
20132, cutperforming the Philadelphia Utility
Index {UTY) return of 11 percent. We also
outperfoermed the UTY for the fast three-,
five- and 10-year periods.

A growing dividend is

central to our investor value 87" YEAR

proposition. tn 2013, we ol guarterly

increased the dividend ividend
Fayments

approximately 2 percent,
the ninth consecutive
year of dividend increases and the 87th
consecutive year of paying a quarterly
dividend. In 2014, we expect to reach our
long-term target dividend payout ratio of
65 10 70 percent.

We improvad our credit profile after entering
2013 with an already strong balance sheet.
The three major credit-rating agencies



STRONG OPERATIONAL RESULTS, YEAR AFTER YEAR:

Safety: Reduced serious

injuries by 34 percent and

achieved the lowest total
injury rate in our history.

Goneraticn: Achieved
a combined nuclear fleet
capacity factor above 90
percent for the 15th year
in a row.

ReliaGility: Met the
operational challenges
of record-breaking
winter weather in 2014,

improved their outlooks for Duke Energy or
our various utility subsidiaries throughout
the year as we made progress in resolving
business challenges. These strong ratings
keep financing costs low so we can maintain
competitive prices for customers.

Our objective is 1o achieve between 4

to 6 percent growth in annual adjusted
diluted earnings per share through 2016,
off a 2013 base. This grawth will largely
come from our regulated utility business,
supplemented by impertant contributions
from our commercial businesses. This
includes further investments in our
commercial renewable energy portfolio
and our international business.

Duke Energy's international business is a
significant contributor to earmnings and cash
flow. In December, we returned $750 million
of offshore cash from this business and used
it to further strengthen our balance sheet,

In 2014, we are undertaking a strategic
review to determine how best o position
these international assets for optimal cash
flow and future growth, consistent with the
growth in our regulated business,

In February 2014, we announced that we
are beginning a process to exit cur Midwest
commercial generation business. The
volatility in this merchant generation market
does not fit our investor profile. We expect
fo complete the transaction in 2015 and

the proceeds to be accretive to adjusted
earnings per share, We remain committed to
our regulated utilities in the Midwest and the
more than 2 million cusiomers we serve.

MEETING THE 24/7

OPERATIONAL CHALLENGE

Achieving strong safety and operational results
in all our husinesses creates a foundation for
success for Duke Engrgy and all those who
depend on us. Overall, we had outstanding
performance in 2013, which enabled us to
provide safe, reliable and affordable energy.

Safety is an ingrained part of how we operate
the company. In 2013, we achieved the
lowest total injury incident rate in our history,
and reduced serious injuries by 34 percent,
to a record low rate. Tragically, however, one
employee and two contracters lost their lives
in work-related accidents. Qur goal is for
everyone to return home safely each day.

2013 ANHUAL REPORT 5
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REALIZING
MERGER
BENEFITS:

» Achieving significant benefits for both cur customers and investors was a
major driver of the 2012 merger between Duke Energy and Progress Energy.

® We are on track to deliver $687 million in fuel and joint-dispatch savings
over five years for our Carolinas customers.

® We also expect to achieve about $550 million in nonfuel operating and
maintenance expense savings in 2014, which helps hold down future rate
increases for all our customers.

Cur nuclear fleet of 11 units achieved a
combined capacity factor of 92.8 percent
in 2013, our 15th consecutive year above
S0 percent. During the critical months of
June through August, when low-cost power
was needed most to meet summer load,
the fleet capacity factor was 99.7 percent.
Two nuclear units set continuous-cperation
records exceeding 500 days.

Our fossil fleet of mostly coal and
combined-cycle natural gas plants also
performed well, achieving a forced outage
rate of 3.5 percent in 2013, building on

our improving trend since 2010. Thanks to
fleet madernization and joint dispatch, Duke
Energy is taking advantage of the lower
natural gas prices driven by the U.S. shale
gas revolution. Our integrated power system
in the Carolinas provides greater flexibility
to adapt to the new dynamics of ceal and
natural gas prices.

Our power delivery team is achieving

high reliability levels, even in the face of
extreme weather events in 2013 and early
this year. In June 2013, high-speed winds
maoved across the Carolinas, downing trees

and power lines, and causing outages for
about 700,0C0 customers. With advance
planning and our scale that enables rapid
mobilization of line crews,

including our Midwest RAPID

and Florida teams, we malilization
restored power to more of line crews
than 90 percent of these

customers within the first 36 hours. Similar
hergic responses occurred in November
when tornadoes and wind shears struck
Indizna and Ohio.

In January 2014, waves of severe arctic
cold led to recerd peak energy demands
on Duke Energy’s system everywhere but
Florida. Team planning and the resilience
of our integrated generation and delivery
system paid off. With few exceptions, we
kept the power flowing to our customers
throughout this period.

Then in February, our utility crews from
throughout our regions worked together
to meet the challenge of the Carolinas’
worst winter storm in a decade. This
record-breaking storm affected mere
than 800,000 customers.
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BRIDGING THE PAST AND FUTURE

The diligence, achievements and lessons
learned from the past give us confidence
to plan for a complex, uncertain future. As
we consider the trends reshaping the utility
industry, here are three strategic responses
that light our way forward.

Leading with productivity and new
efficiencies: Since 2007, U.S. per capita
elactricity use has been declining because
of more energy-efficient building codes,
appliances and lighting systems; the 2007-
2009 economic recession; utility-sponscred
efficiency programs; and the continued
focus on cutting energy expenses in homes
and businesses. At the same time, utilities
face additional costs from upgrading aging
infrastructure and complying with new
regulations for plant emissions, nuclear
safety and gric security.

Duke Energy's response to this squeeze
of iower growth and higher costs is to
redouble our efforts to be efficient and
productive. This was part of the rationale
behind the 2012 merger. Since then, we
have cansoiidated the corporate canters,

reducing costs by approximately 20 percent.
We're also integrating systems and sharing
resources across our operations to achieve
additional savings.

With cur larger scale, we're achieving
sigmiicant supply chain benefits as
we renegotiate contracts for materials,
equipment and services.

More than ever, we view cost management
and financial discipline as a strategic priority
that demands rigorous attention and new
approaches throughout the organization,

In visiting work sites, from nuclear maintenance
teams to the Toddville oil reclamation shop.,
[ love seeing the “ownership mentality” -

the daily commitment to managing resources
to hold down the prices our customers pay
and to support the company’s profitability
goals. Increasingly, employees closest to the
work are identifying more efficient ways to
operate our business.

As a result of these and other efforts, we
plan to hold our nonfuel operating and
maintenance expenses flat through 2016,
offsetting inflation and emerging costs,

2013 ANKUAL REPORT 7
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OUR SENIOR
LEADERSHIP
TEAM:

Embracing new technologies and
customer relationships; We'e also
shedding greater light on the intersection of
new technologies and customer expectations.
Customers for decades have expected high
reliabifity of electric service at a low price
because it is an essential service that underping
their quality of life and our modern economy.

Thanks to new digital tools, consumers
increasingly want greater centrol and choice
in how they manage energy consumption
and interact with their utilities. That is why
Duke Energy has initiated efferts to improve
the customer experience and strengthen
our roie as a trusted energy partner. This
includes modernizing the

1 MILLION power grid with digital
smart melers technologies. Recently,
m Chic we installed our 1

millionth smart meter in
Ohio. This new technaology helps customers
make more efficient use of energy and paves
the way for new products and services,

Meanwhile, across the nation, new
technologies and nontraditional providers are
tapping into the growing consumer interest

crwm—— - . TN T )

in energy management and on-site power
generation. North Czrolina has become a

leading state for solar development, driven
by state policies and tax incentives.

Since 2007, Duke

Erergy Renewables has $3 BILLION
invested $3 hillion in cemmercial
renawzhie

building a ccmmercial
renewable energy
portfclio. It now owns
and operates large utility-scale wind and
solar farms in 12 states. And our regulated
utilities have committed to approximately
$6 billion in contracts to supply renewable
energy for our customers. We're alsc an
industry leader in testing large-scale battery
storage and other emerging tectinologies.

energy pertfclio

Cuke Energy established a new organization
in 2013 o develop renewable energy
projects in our regulated utility business.
We are also piloting a renewable energy
purchase option for energy-intensive
customers, Solar energy is important to the
energy future of every state we serve, and
we want to encourage its development in
ways that are fair to all customers.



Adapting and growing our business:
Despite the national trend of low growth in
electricity usage, Duke Energy will continue
to grow — in part, by deploying capital
strategically to address the changing needs
of our customers, communities and industry.

New state mechanisms are facilitating
needed utility investments and growth
opportunities. Recent Indiana legislation
encourages upgrading the transmission and
distribution grid with more efficient, modern
tachnoiogies. We expect to invest between $1
billion to $2 billien in improving the Indiana
gricd over the next seven years. n Florida, a
2013 yegulatory agreement supports adding
necessary new generating capacity in the
next few years. Alternative forms of utility
regulation will contirue to evolve to reflect
systemic changes in our industry.

We are also growing our business by forging
new partnerships with wholesale customers,

primarily municipal and cooperative systems.

We've been successful in signing new

contracts to supply more of their power needs.

In February 2014, we announced exclusive
discussions with the North Carolina Eastern

From left to right: B. eith Trent Executive
Vice President and Chief Operating Officer
~ Regulated Utihties, Lee T. Mazzocchi
Semor Vice Preswdent and Chuef (ntegration
and Innovatian Officer, Lynn ). Good Yice
Chairman, President and Chief Execulive
Officer, Dhiaa M. Jamil Executive Vice
President and President — Duke Energy
Nuciear, Julie $. banson Executive Vice
President, Chief Legal Officer and
Corporate Secretary, Lioyd M. Yates
Executive Vice President — Regulated
Utities, Steve K. Young Executive Vice
President and Chief Financial Officer.
Jennifer L. Weber Executive Vice President
and Chef Human Resources Officer,

Marc E. Manly Executive Vice President
and President - Commercial Businesses

Municipal Power Agency (NCEMPA) to
purchase its minority interest in some of our
geperating plants. If we reach an agreement
and secure the nacassary approvals, we
will enter into a long-term, full-requirements
wholesale power contract with NCEMPA.

Part of cur growth strategy

is building on cur natural 50,000 NEW
advantage of serving househalds
attractive markets with in 2013
growing populations. We

gained mare than 50,C00 new households

in our service territories in 2013, We partner
with local and state leaders to attract new
companies, jobs and capital investment o

our communities. Duke Energy helped attract
more than $2.9 billion in capital investment
last year, representing more than 13,750 jobs.

The trends reshaping the utility industry
disrupt traditional ways of doing business,
and they also create cpportunities for
companies that anticipate and adjust to
change. Based cn my observations, | am
confident that Duke Energy will successfully
adapt to these new realities in ways that
benefit our customers and investors.

2013 ANRUAL REPORT
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£¢ Despite all that will be different in the
years ahead, our customers and communities
will remain at the heart of who we are and

why we're here.”

THIS MUCH 1S CLEAR TO ME

The men and women of Duke Energy are

fiercely dedicated to our 24/7 service mission.

When a polar vortex strikes, they work long

hours to keep the lights on and familizs warm.

When a community needs help, they roll up
their sleeves and pitch in to help. When our
company faces compiex problems or makes
mistakes, they embrace the chalienge of
gvercoming tham. I am proud of what they
do and gratefut for their commitment.

| also want to thank our company's senior

management team and Board of Directors

for their support over the last nine months,
They ask probing questions, offer insightful
perspectives and keep us moving forward

in the right directicn.

[t is extracidinary how far we've come since
the July 2012 merger with Progress Energy.
In looking back on 2013, | see that it was
a bridging year for our company - a time of
accomplishment, integration and transition.
We are achieving greater efficiencies,
producing electricity more cleanly and
delivering it more reliably.

As we anticipate what's next in our
industry, I am confident that we will
spearhead even greater improvements
and will be flexible, collaborative and
innovative in response to accelerating
change. We will build on our financial
track record for investors.

Maost importantly, we will do everything
we can to be the valued, trusted energy
provider and partner for the millions

of customers we serve and thousands
of communities where we live and
work. Despite all that will be different
in the years ahead. our customers and
communities will remain at the heart of
whao we are and why we're here.

Heed

Lynn J. Good

Vice Chairman, President and
Chief Executive Officer

March 7, 2014
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REGULATED UTILITIES

Generation Diversity (percent owned capacity)

S0%5 coal
Natural Gas/Fuel Qil
Nucfear
7 016 Hydro

Generated (net cutput ggawatt-hours (GWh))
4 150 Coal
. Nuclear
Natural Gas/Fuel Oil
N 2% Hydro and Solar
Customer Diversity Gn billed GWh sales)

3355 Residential
General Services
Indystrial
e 1595 wholesate/Other

Regulated Utilities consists of Duke Energy’s regulated
generation, electric and natural gas transmission and
distribution systems. Regulated Utilities generation portfelio is
a balanced mix of energy resources having different operating
characteristics and fuel sources designed to provide energy at
the lowest possible cost.

Elactric Operations

s Qwns approximately 49,600 megawatts (MW) of
generating capacity

& Service area covers about 104,000 square miles with
an estimated populatian of 21 million

m Service to approximately 7.2 million residential,
commercial and industrial customers

® 261 700 miles of distribution lines and a
32,300-mile transmission system

Gas Operations

m Repulated natural gas transmission and distribution services
to approximately 500,000 customers in southwestern Ohio
angd northern Kentucky
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COMMERCIAL POWER

Generation Diversity (percent owned capacity}

Natural Gas
156 coal
16?3 Renewable

Commercial Power owns, operates and manages power plants,
primarily located in the Midwest, and a renewable energy portfolio,
Commercial 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.

& Owns and operates a balanced generation portfolio of
approximately 6,600 net MW of power generation {excluding
wind and solar generation assets)

® Duke Energy Renewables currently has approximately 1,800
MW of wind and solar energy in operation {pie chart excludes

440 MW, which are from equity investments), and has a
significant pipeline of development projects

[NTERNATIONAL ENERGY

Generation Diversity (percent owned capacity)

6 600 Hydro
< Fuel Gil
Natural Gas
2% toa

International Energy operates and manages power generation
facilities and engages in sales and marketing of electric pawer
and natural gas outside the U.S. International Energy’s activities
target power generation in Latin America. International Energy

afso has an equity investment in National Methanel Co., a Saudi
Arabian regional producer of MTBE, a gasoline additive.

= (wns, operates or has substantial interests in approximately
4,600 net MW of generation fatilities

= Nearly two-thirds of International Energy’s generating
capacity is hydroelectric

[ I N T L T P T T R TS
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Wiltiam (8ill) Barnet Il Lynn ). Good William E. (Bill) Kennard

Chairman, President and Chief Executive
Dificer — Barnet Development Corporation

Vice Chairman, President and Chigf Executive
Otficer — Duke Energy Carporation

Member, Finance and Risk Management Commytize,
Regulatory Policy and Operations Comimuttee

Directin of Duke Energy or ils predecessor compames
since 2005

G. Alex Bernhard? Sr,
Chairman — Bernhardt Furniture Company

Member, Nuclear Oversight Committee, Regulatory Policy
and Opevattons Committee

Director of Duke Energy or its predecessor companies
since 1991

Michael G. Browning
Chairman — Browning Investments Inc.

Member, Audit Commuttee, Corporate Gavernance
Commitlee, Finance and Risk Management Commuttee
Director of Duke Energy or its predecessor companies
since 1990

Harris E. DeLoach Ir
Executive Chairman - Soncco Products Company

Member, Corporate Governance Commiitee,

Nucieal Oversight Commuttee

Director of Duke Energy or its predecessor companmes
since 2006

Daniel R. (Dan) DiMicco
Chairman Emeritus — Nucor Corporation

Membar, Corporate Governance Committee,

Nuciear Oversight Commuttee

Director of Duke Energy or s predecessar companies
since 2007

John H. Forsgren

Retired Vice Chairman, Executive Vice President
ard Chef Financial Officer — Northeast Utilities
Member, Finance and Risk Management Commitlee,
Nuciear Qversight Commuitee

Director 0 Duke Eneigy of its predecessor companies
since 2009
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Director of Duke Energy or its predecessor compares
since 2013

Ann Maynard Gray
Former Vice President, ABC Inc. and Former
President, Diversified Publishing Group of ABC Inc.

Chairman

Chaur, Corporate Governance Committee

Member, Compensation Committee, Finance and Risk
Management Committee

Dirgctor of Duke Energy or 1ts predecessor companies
since 1994

James H. {Jim} Hance Ir.
Retired Vice Chairman and Chief Financial
Qfficer — Bank of America Corperation

Charr, Finance and Risk Management Committee
Member, Audit Committee, Compensation Commultee

Dirgctor of Duke Energy or ifs predecessor comparies
since 2005

John T Herron
Retired President, CEO and Chief Nuclear Officer —
Entergy Nuclear

Member, Kuclear Oversight Committee, Regulatory
Pohcy and Operahions Committee

Director of Duke Energy or its predecessor compantes
since 2013

James B. (Jim) Hyler Jr.

Managing Director —

Investors Management Corporation
Member, Audit Committee, Finance and Risk
Management Commttee, Regulatory Policy and
Operations Commutiee

Director of Duke Energy or its predecessor companmies
since 2608

Senior Adviser - Gra:n Management

Member, Finance and Risk Management Commufiee
Director of Duke Energy o s predecessor companies
since 2014

E. Marie McKee
President - Corning Museum of Glass

Chair, Compensation Committee
Member, Audit Commuttee, Corporate Governance
Committee

Director of Duke Energy or ils predecessor companies
since 1993

E. lames (Jim) Reinsch

Retired Senior Vice President and Partner -
Bechtel Group

Member. Finance and Risk Management Committee,
Nuclear Oversight Committee

Director of Duke Eneigy or its predecessor compames
since 2009

James T {Jim) Rhodes
Retired Chairman, President and Chief Executive
Officer - Institite of Nuclear Power Operations

Chair, Nuclear Oversight Commtlee

Member, Regulatory Policy and Operations Comimittee
Director of Duke Energy or its predecessor compames
since 2001

Carlos A. Saladrigas
Chairman — Regts HR Group and Concordia
Healthcare Holdings, Inc.

Chair, Audit Commuttee

Member, Compensation Commutfee, Reguiatory Pohicy
and Operations Comimitlee

Director of Duke Energy or its predecessor campanies
since 200!

Philip R. (Phir} Sharp
President — Resources for the Future

Chair, Regulalory Policy and Operations Commuties
Member, Nuclear Gversight Committee

Durector of Duke Energy since 2007 and its predecessor
compames from 1995-2006
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CAUTIONARY STATEMENT REGARDING FORWARD-
LOOKING INFORMATION

This docuement 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 forward-looking statements are identified by terms and phrases
such as “anticipate,” “believe,” “intend,” “estimate,” “expect,” “continue,”
“should,” “could,” “may," “plan,” “project,” “predict,” “will,” “potential,”
“forecast,” “target,” "guidance,” "outlook” and similar exprassions. Forward-
looking statements involve risks and uncertainties that may cause actual results
ta be materially different from the results predicted. Factors that could cause
actual results to differ materially from those indicated in any forward-looking
statement include, but are not kimited to: state, federal and foreign legislative
and regufatory initiatives, including costs of compliance with existing and future
environméntal requiremants or climate ¢change, as well as rulings that affect
cost and investment recovery or have an impact on rate structures or market
prices; the ability to recover eligible costs, including those associated with
future significant weather events, and earn an adequate retum on investment
through the regulatary process; the costs of decommissioning Crystal River Unit
3 could prave to be more extensive than is currently identified and all costs
may not be fully recoverable through the regulatory process; the risk that the
credit ratings of the combined company or its subsidiaries may be different
from what the companies expect; costs and effects of legal and administrative
proceedings, settlements, investigations and claims; industrial, commercial and
residential growth or decline in service territories or customer bases resuiting
from customer usage patterns, including energy efficiency efforts and use of
alternative energy seurces including self-generation ard distributed generation
technologies; additicnal competition in electric markets and continued industry
consolidation; political and regulatory uncertainty in other countries in which
Duke Energy canducts business; the influence of weather and other natural
phenomena on operations, including the economic, operational and other effects
of severe storms, hurricanes, droughts and tornadoes; the ability to successfully
operate electric generating facilities and deliver electricity to customers; the
impact on facilities and business from a terrarist attack, cyber security threats,
data security breaches and other catastrophic events; the inherent risks
associated with the operation and potential construction of nuciear facilities,
including gnvironmental, health, safety, regulatory and financial risks; the
timing and extent cf changes in commodity price, interest rates and foreign
currency exchange rates and the ability to recover such costs through the
regulatory process, where appropriate, and their impact on liguidity positions
and the value of underlying assets; the results of financing efforts, including the
ahility to obtain financing on favorable terms, which can be affected by various
factors, including credit ratings and general economic conditions; declines in
the market prices of equity securities and rasultant cash funding requirements
tor defined benefit pension plans, other post-retirement benefit plans, and
nuclear decommissianing trust funds; changes in rules for regional transmission
organizations, including changes in rate designs and new and evolving capacity
markets, and risks related to obligations created by the default of other
participants; the ability to control operation and maintenance costs; the level of
creditworthiness of counterparties to transactions; employes workforce factors,
including the potential inability ta attract and retain key personnel; the ability
of subsidiaries to pay dividends or distributions to Duke Energy Corporation
helding company (the Parent}; the performance of projects undertaken by our

"o

o

nonregulated businesses and the success of efforts to invest in and develop
new opportunities; the effect of accounting pronouncements issued periodically
by accounting standard-setting bodies; the impact of potential 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
complete future merger, acquisition or divestiture plans.

Additional risks and uncertainties are identified and discussed in Duke
Energy's and its subsidiaries’ reports filed with the SEC and available at the SEC's
website at www.sec.gov. In fight of these risks, uncertainties and assumptions, the
events described in the forward-looking statements might nat occur or might ocour
Yo a different extert or at a different time than Duke Energy has descebed. Forward
looking statements speak only as of the date they are made, Duke Energy undertakes
no obligation to publicly update or revise ary forward-looking statements, whether
as a result of new information, future events or otherwise that occur after that date.

NON-GAAP MEASURES

Adjusted Earnings, Adjusted Diluted Eamnings per Share ("EPS™)
and Adjusted Segment Income

Duke Energy’s 2013 Annual Report references 2013 adjusted eanings of
$3,071 million and adjusted diluted EPS of $4.35.

Management evaluates firancial parformance in part based on the non-
GAAP financial measures, adjusted earnings and adjusted diluted EPS. These
items are measured as income from continuing operations after deducting income
attributable to nencontrolling interests, adjusted for the dollar and per share
impact of special items and mark-to-market impacts of econamic hedges in the
Commercial Power segment. Spegial items represent certain charges and credits,
which management believes will not be recurring on a regular basis, although
it is reasonably possible such charges and credits could recur. Mark-to-market
adjustments reflect the impact of derivative contracts, which are used in Duke
Energy's hadging of a portion of the economic vatue of its generation assets in the
Commercial Power segment. The mark-to-market impact of derivative contracts
is recognized in GAAP earnings immediately as such derivative contracts do
not qualify for hedge accounting or regulatory treatment. The economic value
of generation assets is subject to fluctuations in fair value due ta market price
volatility of input and output commodities {(e.g. coal, electricity, natural gas).
Economic hedging involves both purchases and sales of those input and output
commadities related to generation assets. Operations of the generation assets
are accounted for under the accrual method. Management believas excluding
mpacts of mark-to-market changes of the derivative contracts from adjusted
eamings until settlement better matches the financial impacts of the derivative
cantract with the portion of economic value of the underlying hedged asset.
Management believes the presentaticn of adjusted earnings and adjusted diluted
EPS provides useful infarmation to investors, as it provides them an additiona!
relevant comparison of Duke Energy’s performance across periods. Management
uses these non-GAAP financial measures for planning and forecasting and for
reporting results to the Board of Directors, emplayaes, shareholders, analysts
and investors concerning Ouke Energy's financial performance. The most directly
comparable GAAP measures for adjusted eamings and adjusted diluted EPS are
Net Income Attributable to Duke Energy Corporation and Diluted EPS attributabla
to Duke Energy Corporation common shareholders, which incfude the dollar and
per share impact of special items, mark-to-market impacts of economic hedges
in the Commercial Power segment and discontinued operations.


http://www.sec.gov

Management evaluates segment performance based on segment income. of economic hedges in the Commercial Power segment. Management believes
Segment income is defined as income from continuing operations net of income the presentation of adjusted segment income provides useful information to

attributable to noncontrolling interests. Segment income, as discussed below, investors, as it provides them with an additional relevant comparison of a
inclides intercompany revenues and expenses that are eliminated in the sepment’s performante across periods. The most directly comparable GAAP
Consolidated Financial Statements. Management also uses adjusted segmant measure for adjusted segment inceme is segment inceme, which represents
income as a measure of historical and anticipated future segment performance. segment income from continuing operations, including any speciat items and
Adjusted segment income is a non-GAAP financial measure, as it is based mark-to-market impacts of economic hedges in the Commercial Power segment.

upon segment income adjusted for special items and mark-te-market impacts
The following is a reconciliation of segment income, net income and diluted EPS to adjusted segment income, adjusted income and adjusted dituted EPS for
2013, 2012 and 2011:

Year Ended December 31, 2013

Total Per
Regulated International Commercial Reportahle Duke Diluted
(in millions, except per share amounts) Utilities Energy Power Segments Other Energy Share
Adjusted segment income $ 2178 $ 408 $ 15 $31909 $(128) $30M $ 435
Crystal River Unit 3 charges (215) — — (215) — {215) 0.31)
Costs to achieve Progress Energy merger _ — — — {184} (184} (0.26)
Nuclear development charges (N - — (H1)] — (57} 0.08)
Litigation reserve — —_ — — (14} {14} {0.02)
Economic hedges (Mark-to-market) — — (3 {3) — (3 {0.01)
Asset sales — — {15) {15) 1] 50 0.07
Segment income (1955) $ 2,504 $ 408 $ @ $2909  $(261) $ 2648
income from Discontinued Operations 17 0.02
Net Income Attributabie to Duke Energy $ 2,665 $ 317

Year Ended December 31, 2012

Total Per
Regulated  International Commercial Reportable Duke Diluted
{in millions, except per share amounts) Utilities Energy Power Segments Other Energy Share
Adjusted segment income § 2,086 $439 $93 $2618  $(13%) 32483 5 4%
Edwardsport impairment and other charges (402) — — (402) - (402) (0.70)
Costs to achieve Progress Energy merger — — — — (397) (397 0.70
Economic hedges (Mark-to-market) — — & 6 — {6 {0.01)
Democratic National Convention Hast Committee support — — — — (6) (6 (0.01)
Employee severance and office consolidation 60 — — 60 — 60 0.11
Segment income $ 1.744 $439 $ 87 $2.270 $(538) 1,732
Income from Discontinued Operations 36 .06
Net Income Attributabie to Duke Energy $ 1768 $ 307

Year Ended December 31, 2011

Total Per

Regutated  International Commercial Reportable Duke Diluted

(in milligns, except per share amounts} Uilities Energy Power Segments Other Energy Share

Adjusted segment income $ 1316 $ 466 $186 $1,968 $(2% §$1943 $ 438

Edwardsport impairment and other charges {135} — — {135} — (135) (0.30)

Emission allewance impairment — — (51) (51} — (51) 12

Costs to achieve Progress Energy merger — — — — (51 (51} (¢.12)

Economic hedges (Mark-to-market) — — { [§)] — {1} (0.01)
Segment income §1181 $ 456 $134 $178t $(70) 1,703

tncome frem Discontinued Operations 1 _

Net Income Attributable fo Duke Energy $ 1,706 $ 383




Buke Energy's 2013 Annual Repost also references Duke Energy’s
forecasted adjusted diluted EPS autlook range of $4.45 - $4.60 per share.
The materials also reference the long-term targeted range of growth of
4 percent-6 percent in adjusted diluted EPS (on a compound annual growth
rate (“CAGR™) basis). Due to the forward-looking nature of this non-GAAP
finanzial 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 all special items or mark-to-market
adjustments for future periods. The earnings guidance range assumptions for
2014 in¢lude a full year of earnings contributions fram the Midwest generation
flget, which management has begun a process to exit, Imespective of whether
this business is reclassified as discontinued operations for accounting
purposes, management expects to continue including any Midwest generation
fleet earnings in adjusted earnings, adjusted diluted EPS, and adjusted segment
income. Management believes it is unlikely a sale transaction will close in 2014.

Dividend Payout Ratio

Duke Energy’s 2013 Annual Repart includes a discussion of Duke
Energy’s anticipated long-term dividend payaut ratio of 65 percent-70 percent
based upon adjusted diluted EPS. This payout ratio is a non-GAAP financial
meastre as it is based upon forecasted diluted EPS from continuing operations
attributable to Duke Energy Corporation sharehalders, adjusted for the par-share
impact of special items and the mark-to-market impacts of economic hedges
in the Commercial Power segment, as discussed above under “Adjusted Diluted
Earnings Per Share (“EPS")". The most directly comparable GAAP measure
for adiusted diluted EPS is reparted diluted EPS fram cantinuing eperatiens
attributable to Duke Energy Corporation common shareholders, which includes
the impact of special items and the mark-to-market impacts of economic

hedges in the Commercial Power segment. Due to the forward-looking nature
of this non-GAAP financial measure for future periods, information to reconcile
it o the most directly comparable GAAP financial measure is not avaifable at
this time, as management is unable to project spacial items or mark-to-market
adjustments for future periods.

Total Available Liguidity

Duke Energy's 2013 Annual Report includes a discussion of Duke Energy's
total available liquidity. Total available liquidity presented is a ron-GAAP
financial measure as it represents cash and cash equivalents (excluding
amounts held in foreign jurisdictions and unavailable domestic cash),
short-term investments, and remaining availability under the master credit
fatility. The most directly comparable GAAP financial measure for available
liquidity is cash and ¢ash equivalents. The following is a recanciliatian of total
available liquidity as of December 31, 2013 and December 31, 2012, to the
most directly comparalle GAAP measure:

As of December 31,

{in millions) 2013 2012
Cash and cash eguivalents $ 1501 $ 1424
Short-temm investments 4 333
Less: Amounts held in foreign jurisdictions (1.139) (1,108
Less: Unavailable domestic cash (24) —

382 653
Plus: Remaining availability under master credit 5,248 4,900
Total avaitable liquidity $ 5,630 $ 5,553
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

This dacument inciudes forward-looking statements within the meaning of Section 274 of
the Securities Act of 1933 and Section Z1E of the Securities Exchange Act of 1934, Forward-
fooking statements are based on management’s beliefs and assumptions. These forward-locking

statements, which are intended to cover Duke Energy and the applicable Duke Energy Registrants,

"o

are identified by terms and phrases such as "anticipate,” “believe,” “intend,” “estimate,”
“expect,” “continue,” “should,” “could,” “may,” "plan,” "project,” “predict,” “will,” "potential”

“forecast,” “target,” “guidance,” “outlook,” and similar expressions, Forward-looking statements
involve risks and uncertainties that may cause actual results to be materially different from the
resulls predicted. Factors that could cause actual results to differ materially from these 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 tuture environmental requirements or climate change,
as well as rulings that affect cost and investment recavery or have an impact on rate
structures or market prices;

« The ability to recover eligible costs, including those associated with future signfficant
weather events, and earn an adequate return on investment theough the regulatory process:

* The costs of decommissioning Crystal River Nuclear Station — Umit 3 (Crystal River
Unit 3} could prove to be mare extensive than are currently identified and all costs may
not be fully recoverable through the regulatory process;

« The sk that the credit ratings of the company or its subsidiaries may be different from
what the companies expect;

+ Costs and effects of legal and administrative proceedings, seftlements, investigations
and claims;

* Industrial, commercial and residential growth or deciine in service territories or customer
hases resulting from customer usage patterns, including energy efficiency efforts and
use of alternative energy sources, including self-generation and distnbuted generation
fechnologies;

= Additional competition in electric markets and continued industry conselidation;

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

« The influgnce of weather and other natura! phenomena on cperztions, including the
economig, operational and other effects of severe storms, hurricanes, droughts and
tornadoes;

+ The ability te successfully operate electric generating facilities and deliver efectnoity
to customers;

* The impact on facilities and business from a terrorist attack, cyber secunty threats,
data security breaches, and other catastrophic events;

= The inherent risks associated with the operation and potential construction of nuclear
facilities, including environmental, health, safety, regulatery and financia! rishs:

« 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 regulatary
process, where appropriate, and ther impact on liguidity positions and the value of
underlying assets,

= The resufts of financing efforts. including the abulity to obtain financing on favorable
terms, which can be atfected by various factors, including credit ratings and general
economic conditions;

» Declines in the market prices of equity securities and fixed income securities and
resuttant cash funding requirements for defined benefit pensian plars, other post-
retirement benefit plans, and nuclear decommissioning trust funds,

= Changes in rules for regional transmission organizations, including changes in rate
designs and new and evalving capacity markets, and risks related {o obligations created
by the default of other participants;

+ The ability to control operation and maintenance costs;

* The level of creditworthiness of counterparties to transactions;

» Empleyee workforce factors, including the potential inability to attract and retain key
personnet;

+ The ability of subsidianes to pay dividends or distrbutions to Duke Energy Corporation
halding company {the Parent);

« The performance of projects undertaken by our nenregulated businesses and the
success of efforts to invest in and develop new apportunities;

» The effect of accounting pronsuncements issued perindically by accounting standard-
setting bodies;

* The impact ot potenlial goodwi ympairments;

» The abiiity to reinvest retained earmings of foreign subsidiaries or repatrizte such
earnings on a tax-free basis; and

« The ability to successfully complete future merger, acquisition or divestiture plans.

In light of these risks, uncertainties and assumptions, the events described n the
forward-logking statements might not accur or might occur to a different extent or at a different
time than the Duke Energy Registrants have described. Forward-fooking statements speak only
as of the date they are made; the Duke Energy Registrants undertzke no obligation to publicly
update or revise any forward-looking statements, whether as a result of new information, future
events or otherwise that occur after that date.



Glossary of Terms

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

Term or Acronym Definition Term or Acronym Definition
the 2006 Plan ................ Duke Energy's 2006 Long-Term lncentive Plan ~ DukeEmergy.................. Duke Energy Corporation {collactively with its
the 2010Plan ........... ... Duke Energy's 2010 Long-Term lncentive Plan subsidiaries}
the 2012 Settlement ... Settement agreementin 2012 among Dule Erergy ke Energy Caralinas. ... Duke Energy Carolinas, LLC
Florida, the OPC and other customer advocates Duke Energy Florida. ........... Duke Energy Florida, Inc.
the 2013 Settlement............... Settlement agreement in 2013 among Duke Energy Duke Energy Indiara . .......... Duke Energy Indiana, Inc.
Flor?da, the OPC ard crther customer advocates Duke Energy Kentucky . ......... Duke Energy Kentucky, Inc.
AC- o f‘ncé‘r‘ézfrsde‘r"fi;‘;‘i’;‘n's"lem“” for control of Duke Energy Ohio. . ............ Duke Energy Ohio, Inc.
AFUDC. ... Allowange for Funds Used During Construction Duke Energy P(ogress """"" Ouke Energy Pragess, ac. _
Aguavtia ... ... L Ll Aguaytia Integrated Energy Project Duke Energy Registrants ... E#::gysng[:% Eg:f;ﬁ;géasmggﬁ:ggﬁg 35
AU Administrative Law Judge Florida, Duke Energy Ohio, and Duke Energy
ANEEL............. ... ... Brarilian electricity regulatory agency Indiana
AOC . oo Accumaiated Other Comprehensive Income Duke Energy Retail............. Duke Energy Retail Sales, LLC
BISOM. oo Bison Insurance Company Limited Duke Energy Vermillion ......... Duke Energy Vermitlion Il, LLC
BPM .o Bulk Power Marketing DukeMet..................... DukeNet Communications Holdings, LLC
Brunswick oo Rrunswick Nuclear Station DWQ .. ... North Carolina Division of Water Quality
CAA o Clean Air Act EE .. Energy efficiency
CAR oo Clean Air Interstate Rule BIP Progress Energy’s Equity Incentive Plan
Catawbd ..o oo oo Catawba Nuclear Station Electric Settlement ............ Settlemen_t agreement in 2013 among Duke
. ‘ X Energy Ohio and all intervening parties
Catawba Riverkeeper, . ......... Catawba Rwefkeeperfuundatmn, Inc. 0G....... Effluent Linnitation Guidelines
OOR- Coal Combustion Resicuals EPAL ... U.S. Environmental Protection Agency
LS Carbon Qapture a_"d Storage EPC... .. Engineering, Procurement and Construction
CT """"""""""""" C.ombusnon Turbine . o o EPS. . Earnings Per Share
Cinergy ... s Cinergy C{.]rp.' (collectively with its subsidiaries) RISA .. Employee Retirement Income Security Act
€O v Carbu'n Dioside ‘ o ESOP. ... Employee Stock Ownership Plan
[ Com.b‘lned Cunstrgctmn anq Operating LICEHS.E B Flectric Secuity Plan
CPCN .o anlflcate of f‘ubilc Convenience and Necessity R Effective tat rate
CRC. s ClnergleAecelvah!es Company ' Ll_'C FASB.. ... Financial Accounting Standards Board
ORES. oo Compefitive Retail Electic Suppier FERC. ... Federal Energy Regulatory Commission
Crescent .......... ... Crescent Resources LLC ) ‘ )
) ‘ } ] ] Fitech ... ... ..l Fitch Ratings, Inc.
Crystal River Unit 3. ........... Crystal River ﬂuclear Statlun —Unit3 Florida Progress. ............. Florida Progress Corporation
CSAPR oo Cm;s-State A?r PD"”W" Rule FPSC. oo, Florida Public Service Commission
3. ST Defined Benefit (Pension Pla.n) _ FRR. Fixed Resource Requirement
DC.Circut. ... LS. Court of Appeals for the District of Cotumbia N Lo
DECAM........... Duke Energy Commercial Asset Management, Inc IR, Financialtransmission fghts
""""""" i ] " FundingCorp. ................ Florida Progress Funding Corporation
DEGS... oo Duke Energy Generat-lon Services, Inc. GRAP. ... o Generaliy Accepted Accounting Principfes in
CEIGP ... Duke Energy Internatianal Geracao the United States
Paranapenema SA Gas Settlement. ... ............ Settlement agreement in 2013 among Cuke
DENR ..., Department of Emviranment and Natural Resources Energy Ohio, PUCO Staff and intervering parties
DEPR ..o Duke Energy Progress Receivables Company, LG GBRA......... ... .......... Generation Base Rate Adjustment reccvery
DERF. .o Duke Energy Receivables Finance Company, LLC mechanism
BETM. oo Duke Energy Trading and Marketirg, L1C GHG.......... Greenhouse Gas
DOE. . o US. Degartment of Energy Global ...................... U.5. Globat, LLC
DOJ .o US. Department of Justice GWh ..o Gigawatt-hours
B oo Dry sorbent injection for control of acid gas HAP......o. Hazardous Air Pollutant
EMmissions Harris ... Sheargn Harris Nuclear Station
DSM .o Demand Side Management HB 948 North Carolina House Bill 998



Term or Acronym Definition Term or Acronym Definition
AP e State Environmental Agency of Farana NSPS. New Source Performance Standard
IBAMA. ... ... Brazil Institute of Environment and NSR. New Source Review
Remewable Natural Resources NWPA oo, Nuclear Waste Policy Act of 1982
Ibener..............c.ooii Iberoamericana de Energia Ihener, S.A. NYSE . New York Stock Exchange
IBNR ... Incursed but not yat reported OCONEE ....ovviiiieiainnns Oconee Nuclear Station
R Internal Gombustion OPC. ... Florida Office of Public Counsel
WRS o International Financial Reporting Standards OPEB. oo Other Post-Retirement Benefit Obligations
GEC ... Integrated Gasification Combined Cycle ORS. South Carolina Office of Regulatory Staff
INPO ... Institute of Nuclear Power Operations QUCC. o Indiana Office of Utility Consumer Counselor
RP Integrated Resource Plan OVEC. . ... o Ohio Valley Electric Corporation
RS Internal Revenue Service theParent . .................. Duke Energy Corporation Holding Company
IS0 Independent System Operator PM. PIM Interconnection, LLC
G Investment Tax Credit Progress ENergy............... Progress Energy. Inc.
L R RRRRRREE Indiana Utiity Regulatory Commission [ Public Service Commission of South Carolina
Investment Trusts ... (EirantOthlru;;s of gu[g(ekEnEergy Prfgggss. Duke PSD. Prevention of Significant Deterioration
A Jor::;g;m:;c: ::I'EEI’::It oty rdlana Public Staff .. ................ North CaTgli-na Utilitie§ Cummissi.un Public Staff
L Kentucky Public Service Commissicn EECD """""""""""" zt::li;:dnIF‘:::R?:?""SS]O" of Ohio
e S oPE Quaiting S Pupess Erty
Lee Nuclear Station ............ William States Lee Il Nuclear Station QL”P? """"""""""" Quarterly Income Preferred SeFurltles
LBVY. oo Duke Energy Flerida's proposed nuclear plant in Relafive TSR .......oveoee ngn[]efdosj:eer Eg::;;%y stock relative to a pre-
ey Coury Fa REPS Renewable Energy and Energy Efficiency
Legacy Duke Energy Directors .. .. medri"r?ei{;rgf the pre-merger Duke Energy board "7 Portfolio Standard
UBOR ..o London Interbank Offered Rate RODIMSON.....oove s Rot.)ins.(?n NuFEFar Station
MATS. ... Mercury and Air Toxics Standards (previously RPM oo Reliabilty Pricing Mocel
referred to as the Utility MACT Rule) RSP, o Rate Stabilization Plan
Mcf . Thousand cubic feet RTO. ... Regional Transmission (rganization
MeGUire. ..., McGuire Nuclear Station SAFSTOR ... Safe Storage Configuration
6 Manufactured gas plant SCOA.. ... Sumitemo Corporation of America
MISD. .o, Midcontinent Independent System Operator, Inc. ~ SEC.........ooois Securities and Exchange Commission
MMBtu . ... ... Million British Thermal Unit Segment Income .. ............ Income from continuing operations net of
, , . income attributable to noncontrolling interests
Moody's ...l Moady's Investor Service, Inc. o
MIBE. . ... ... . et Methyl tertiary butyl ether 0, Sulfur dioide
MIEP. ... oo MIS0 Transmission Expansion Planning Spectra Energy[ """""""" Spectra Energy Cor[?. | f :
Mo Meganat Specta Captal ... Specta oty Captal, L ormery Dk
MP. Multi Value Prejects SR Standard & Poor’s Rating Services
MW Megawat-hour SS0. Standard Service Offer
NCAG. ... North Carolina Attorney General Subsidiary Registrants. .. ... Duke Energy Carclinas, Progress Energy, Duke
NCEMG ..o North Carolina Electric Membership Corporation Energy Progress, Duke Energy Florida, Duke
NCRC. ... .o Floritta’s Nuclear Cost Recovery Clause Energy Ohio and Duke Energy Indiana
NCSC. ..o, North Carofina Supreme Coust Supreme Court................ US. Supreme Court
NCUC North Carofina Utilifies Commission Suttan . ... L.V. Sutton combined cycle facility
NCWARN ... s, N.C. Waste Awareness and Reduction Network the Trust ..o FPC Capital | Trust
NDTF . Nuclaar decommissioning trust funds TR Total shareholder return
NELL .o Nuclear Electric Insurance Limited VEBAL. ... Duke Energy Corporation Employee Benefits Trust
NMC Natignal Methanol Company Vermillion .. ................. Vermillion Generating Station
NOL. Net aperating loss VIE o Variable Interest Entity
NO, oo Nitrogen oxide VAP Voluntary Severance Program
Non-GHG. ... Non Greenhouse Gas WACC ..., Weighted Average Cost of Capital
NPNS. . Normal purchase/normal safe WWPA. ... Wabash Valley Power Association, Inc.

NRC.... ... .. .., L..5. Nuclear Regulatory Commissicn
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ITEM 1. BUSINESS
DUKE ENERGY

General

Duke Energy Corporation (coliectively with its subsidiaries, Duke Energy}
i an energy company headquartered in Charlotte, North Carglina, subject to
regulation by the Federal Energy Regulatory Commission (FERC). Duke Energy
aperates in the U.S. primarily through its direct and indirect wholly owned
subsidiaries, Duke Energy Carolinas, LLC (Duke Energy Carolinas}, Duke Energy
Progress, Inc. (Duke Energy Progress) (formerly Carolina Power & Light Company
d/b/a Progress Energy Carolinas), Duke Energy Florida, Inc. (Duke Energy
Florida} (formerly Florida Power Corparation d/h/a Progress Energy Florida),
Duke Energy Ohio, Inc. (Duke Energy Okio), and Duke Energy Indiana, inc. (Duke
Energy indiana), as well as in Latin America. When discussing Duke Energy’s
consolidated financial information, it necessarily includes the results of its six
separate subsidiary registrants, Duke Energy Carolinas, Duke Energy Progress,
Progress Energy, Inc. (Progress Energy), Duke Energy Florida, Duke Energy Ohio,
and Duke Energy Indiana, which are colfectively refarred to as the Subsidiary
Registrants. All of these entities, along with Ouke Energy, are collectively
referred to as the Duke Energy Registrants.

The Duke Energy Registrants electronically file reports with the Securities
and Exchange Commission (SEC}, including annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, proxies and
amendments to such reports.

The public may read and copy any materials 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 an the eparation
ot the Public Reference Roam by calling the SEC at 1-800-SEC-G330. The SEC
also maintains an Internet site that contains reports, proxy and information
stataments, and other information regarding issuers that file electronically with
the SEC at hitp.//www.sec.gov. Additionally, information about the Duke Enargy
Registrants, including reports fited with the SEC, is available through Duke

Energy's website at hitp-//www.duke-energy.com. Such reperts are accessible
at ng charge and are made available as seon as reasonably practicable after
such material is filed with or furnished to the SEC.

Business Segments

Duke Energy conducts its operations in three business segments;
Reguiated Utilities, Intesnationa! Energy and Commercial Power. The remainder
of Duke Energy’s operations are presented as Other. Duke Energy’s chief
operating decision maker regularly reviews financial infarmation about each of
these business segments in deciding how to allogate resources and evaluate
performance. For additional information on each of these business segments,
including financial and geographic information, see Note 3 to the Consolidated
Financial Statements, “Business Segments.”

Tha following sections describe the business and operations of each of
Duke Energy's reportable business segments, as well as Other.

REGULATED UTILITIES

Regulated Utilities conducts operations primarily through Duke Energy
Carolinas, Duke Energy Progress, Duke Enargy Flarida, Duke Energy Indiana,
and the regulated transmission and distribution operations of Duke Energy Ohig.
These electric and gas operations are subject ta the rules and regulations of
the FERC, the North Carolina Utilities Commission (NCUC), the Public Service
Comumission of South Carolina {PSCSC), the Florida Public Service Commission
{FPSC}, the Public Utilities Commission of Ohio (PUCD), the Indiara Utility
Regulatory Commissian (IURC), and the Kentucky Public Service Commission
(KPSC).

Regutated Utilities serves 7.2 million retail electric customers in six states
in the Southeast and Midwest regions of the United States. Its service area
covers approximately 104,000 square miles with an estimated population of
21 million peaple. Regulated Utilities serves 500,000 retail natural gas
customers in scuthwestern Ohio and northern Kentucky. Electricity is also sold
wholesale to incorporated municipalities, electric cooperative utiiities and other
load-serving entities.

The following table represents the distribution of billed sales ty customer class for the year ended December 31, 2013.

Duke Duke Duke Duke Duke

Energy Energy Energy Energy Energy

Carolinas®  Progress®  Florida™ Ohio®  Indiana®

Residential 32% 9% 43% 36% %
General service 2% 25% 39% 38% 25%
Industrial 25% 18% 8% 2% 3%
Total retail sales 89% 1% 956% 98% 83%
Wholesale sales 11% 28% 4% % 17%
Total sales 100% 100% 100% 100% 100%

{2} Pnmary general service sectors include heatthcare, education, financial services. informabon technoiogy and military buildings, Prmary industral sectars include textles, chemicals, rubber and piastics, paper, faod and

beverage, and aute manufacturing

{b)  Pnmary general senice sectors nclude tourism. healthcare and agriculture. Primary industial sectors include phosphate 1ock mining and processing, sleclronics design and manufactunng, and Gitrus and ather food

Processng.

[c) Prmary general service sectors include healthcare. educaton, real estate and rental leasing, financial and msurance sernces, #nd wholesale trade serices Pnmary industrial sectors inclode aerospace, primary metals,

themicals and foed.

(d)  Primary general serwice sectors include retail, financial, healthcare and education senvices. Primary industnal sectars include prmary and fabricated metals, transporiation equipment, building matenials, food and beverage,

and chemicals.

The number of residential, general service and industrial customers
within the Regulated Utilities service territory is expected to increase over time.
However, grawth in the near-term is being hampered by the current economic
conditions. Average usage per residential customer is expected to remain flat
far the foreseeahle future. While total industrial sales increased in 2013 when
compared to 2012, the growth rate was medest when compared to historical
periods.

Seasonality and the Impact of Weather

Regulated itilities’ costs and revenues are influenced by seasonal
patterns. Peak sales of electricity occur during the summer and winter months,
resulting in higher revenue and cash flows in these periods. By contrast, lower
sales of electricity occur during the spring and fall, allowing for scheduled plant
maintenance. Peak gas sales occur during the winter months. Residential and


http://www.sec.gov
http://www.duke-energy.com
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general service customers are most impacted by weather. Estimated weather
impacts are based on actual current period weather compared to normal weather
conditions. Normal weather conditions are defined as the long-term average ot
actual historical weather conditions.

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

Degree-day data are used to estimate energy required to maintain
comfortable indoor temperatures based an each day's average temperature.
Heating-degree days measure the variation in weather based cn the extent
the average daily temperature falls below a base temperature. Cooling-degree
days measure the variation in weather based on the extent the average daily
temperature rises above the base temperature. Each degree of temperature
below the base temperature caunts as ene heating-degree day and each degree
of temperatura above the base temperature counts as one cooling-degree day.

Competition

Retail

Regulated Utilities” businesses gperate as the sole supplier of electricity
within their service territories, with the exception of Ghio, which has a
competitive electricity Supply market. Regulated Utilities owns and operates all of
the facilities necessary to generate, ransmit and distribute electricity. Services
are priced by state commission approved rates designed fo include the costs
of providing these services and a reasonable retumn on invested capital. This
regulatory policy is intended to provide safe and reliable electricity at fair prices.
Competition in the regulated electric distribution business is primarily from
on-site generation of industrial customers and distributed generation, such as
rooftop solar, at residential, general service and/or industrial customer sites.

Regulated Utilities is not aware of any proposed legistation in any
jurisdiction that would giva its retail customers the right to choose their
electricity provider or otherwise restructure or deregulate the electric industry.

Although there is no pending legistation at this time, if the retail jurisdictions
served by Regulated Utilities become subject to deregulation, the recovery of
stranded costs could become a significant consideration. Stranded costs primarily
include the generation assets of Regulated Utilities whose value in a competitive
marketplace may be less than their current book value, as well as above-market
purchased power commitments from qualified facifities (QFs). QFs are typically small
pawer production facilities that generate power within a utility company's senvice
territory for which the utility companies are Jegally obligated to purchase the energy
at an avoided cost rate. Thus far, all states that have passed restructuring legislation
have provided for the opportunity to recover a substantial portion of stranded costs.

Recently Completed Generation Projects

Regulated Utilities’ Jargest stranded cost exposure is primarily related to
Duke Energy Florida's purchased power commitments with QFs, under which it
has future minimum expected capacity payments through 2025 of $3.5 billion.
Duke Energy Florida was obligated to enter into these contracts under provisions
of the Public Utifities Regulatory Policies Act of 1978. Duke Energy Florida
continues to seek ways to address the impact of escalating payments under
these contracts. However, the FPSC allows full cecovery of the retail portion of
the cost of power purchased from QFs. See Nete 5 to the Consalidated Financial
Statements, "Commitments and Contingencies” for additienal information
refated these purchased power commitments.

In Ohia, Regulated Utilities conducts competitive auctions for electricity
supply. The cost of energy purchased through these auctions is recoverad from
retail customers. Regutated Utilities eams retail margin in Ohio on the transmission
and distribution of electricity only and not on the cost of the underlying energy.

Wholesale

Regulated Utitities competes with other utilities and merchant generators
for bulk power sales, sales to municipalities and copperatives, and wholesale
transactions. The principal factors in competing for these sales are price,
availability of capacity and power, and reliability ot service. Prices are influenced
primarily by market conditions and fuef costs.

increased competition in the whalesale electric utility industry and
the availability of transmission access could affect Regulated Utilities' load
forecasts, plans for power supply and wholesale energy sales and relatad
revenyes. Wholesale energy sales will be impacted by the extent to which
additional generation is available to sell to the wholesale market and the ability
of Regulated Utilities to attract new customers and to retain existing customers.

Energy Capacity and Resources

Regulated Utilities awns approximately 53,000 megawatts (MW) of
generation capacity, For additional information on Regulated Utilities’ generation
facilittes, see ltem 2, “Properties.”

Energy and capacity are also supplied throtugh contracts with other
gererators and purchased on the open market. Factors that coufd cause
Regulated Utilities to purchase power for its customars include generating plant
outages, extrema weather conditions, generation reliability, growth, and price.
Regulated Utilities has interconnections and arrangements with its neighboring
utilities to facilitate planning, emergency assistance, sale and purchase of
capacity and energy, and reliability of power supply.

Regulated Utilities’ generation portfolio is a balanced mix of energy
resources having different operating characteristics and fuel sources desigred
to provide energy at the lowest possible cost to meet its obligation to serve retail
customers. All options, including owned generation resources ard purchased
pawer opportunities, are continually evaluated an a real-time basis fo select and
dispatch the lowest-cost resources available to meet system load requirements.

Regulated Utilities completed its generation fieet modernization program in 2013. The additional capacity from this program has allowed Regulated Utilities to
retire or plan to retire older, less efficient capacity. The following table summarizes the generatign projects constructed and plaged in service during tha past thrae years,

Commercial Cost

Megawatts Fuel Operation (in millions)

Duke Engrgy Carclinas Cliffside Unit 6 825 Coa! 2012 2100
Duke Energy Carolinas Buck Combined Cycle 620 Natural Gas 2011 675
Duke Energy Caralinas Dan River Combined Cycle 620 Natural Gas 2012 675
Duke Energy Progress H.E Lee Combined Cycle 920 Natural Gas 2012 725
Duke Energy Progress Smith Combined Cycle 1,084 Natural Gas 2011 575
Duke Energy Progress LV Sutton Gombined Cycle 625 Natural Gas 2013 575
Duke Energy Indiana Edwardsport IGCC 618 Coal 2013 3.550
Total 5312 $ 8875
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Potential Plant Retirements

The Subsidiary Registrants periodically file Integrated Resource Plans
(IRP} with 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 IRPs filed by the Subsidiary Registrants in 2013 and
2012 included planning assumptions to potentially retire certain coal-fired
generating facilities earlier than their ¢current estimated useful lives. These
facilities do not have the requisite emission contral equipment, primarily to

Sources of Electricity

meet U.S. Environmental Protection Agency (EPA) regulations that are not yet
effective. These facilities total approximately 2,447 MW at five sites. Duke
Energy continues to evaluate the potential need to retire these coal-fired
generating facilities earlier than the current estimated useful lives, and plans

to seek regulatory recovery for amounts that would not be otherwise recovered
when any assets are retired. For additional infarmation related to potentiz) plant
retirements see Note 4 to the Consolidated Financial Statements, “Regulatory
Matters."

Regulated Utilities relies principally on coal, natural gas and nuclear fuel for its generation of electricity. The following table lists sources of electricity and fue!

tosts for the three years ended December 31, 2013,

Cost of Delivered Fuel per Net

Generation by Source®'™ Kilowatt- hour Generated (Cents)*®

PLDK] 2012 M 2013 2012 m
Coal® 3% 39.1% 526% 167 355 317
Nuclear” 87% 30.8% 330% 0.66 0.62 .55
Qil and gas™ 01.3% 14.0% 12% 418 403 589
Al fuets (cost-based on weighted average)® 85.7% 83.9% 86.8% 21% 2.55 221
Hydroelectric and solar' 1.5% 0.8% 0.9%
Total generation §1.2% 84.7% 81.7%
Purchased power and net inferchange™ 12.8% 15.3% 12.3%
Total sources of erergy 100.0% 100.0% 100.0%

(a} Statistcs include Duke Energy Progress and Duke Energy Flonda begining July 2, 2012.

{8} Stetistics wlated to all fusks reflect Regulated Utdhes nemershin itecest w nintly qwned generation facilihes
(c) Generating figures arg net of output required to replenish pumped storage faciities during off-peak periods.

{di Purchased power includes renewable energy purchases

{e) Includes the effect of the Joint Dispatch Agreement (IDA) and Mitigation Sales. Mibigation sales are excluded from the Regelated Ublities segment.

Coal

Regulated Utilities meets its coal demand through a portfolia of long-term
purchase contracts and short-term spot market purchase agreements. Large
amounts of ¢oal are purchased under feng-term contracts with mining operators
who mine both underground and at the surface. Regulated Utilities uses spot-
market purchases to meet coal requirements nat met by long-term contracts.
Expiration dates for its long-term contracts, which have various price adjustment
provisions and market re-openers, range from 2014 to 2016 for Duke Energy
Carolinas, 2014 to 2018 for Duke Energy Progress, 2014 to 2016 for Duke Energy
Florida, and 2014 to 2025 for Duke Enargy Indiana. Regulated Utilities expects
to renew these contracts or enter into similar contracts with other suppliers as
existing contracts expire, though prices wili luctuate over time as coal markets
change. Coal purchased for the Carolinas is primarity produced from mines in
Central Appalachia, Northern Appalachia and the lllinois Basir. Coal purchased
for Florida is primarity produced from mines in Central Appalachia and the
Mincis Basin. Coal purchased for Indiana is primarily produced in Indiana and
Winis. Regulated Utilities has an adequate supply of coal under contract to
fuel its projected 2014 operations and a significant portion of supply to fuel its
projected 2015 operations. Coal inventory levels have begun to normalize during
the past year as weather patterns have trended closer to historical averages,
combiried with improving economic indicators and higher natural gas prices,
which are resutting in higher coal-fired generation. Significantly colder than
normal temperatures in December 2013 and January 2014 continued the trend of
higher natura! gas prices and increased coal-fired generation.

The current average sulfur content of coal purchased by Regulated Utifities
is between 1.5 percent and 2 percent for Duke Energy Carolinas, between
1.5 percent and 2 percant for Duke Energy Progress, between 1 percent and
2.5 percent for Duke Energy Florida, and between 2 percent and 3 percent for
Duke Erergy Indiana. Regulated Utilities’ environmental controls, in combination
with the use of sulfur dioxide (SO,) emission allowances, enable Regulated
Utilities to satisfy current SO, emission Limitations for its existing facilities,

Nuclear

The industrial pracesses for producing nuclear generating fuel genarally
involve the mining and milling of uranium ore to preduce uranium toncentrates,
and services to convert, enrich, and fabricate fuel assemblies.

Regulated Utilities has contracted for uranium materials and services
to fuel its nuclear reactors. Uranium concentrates, conversion services and
enrichment services are primarily met through a diversified portfolio of long-term
supply tontracts. The contracts are diversified by supplier, country of origin
and pricing. Regulated Utilities 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-term
requirements nct 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, Regulated Utilities generally
sources these services to a single domestic supplier on a plant-by-ptant basis
using multi-year contracts.

Regulated Utilities has entered into fuel contracts that cover 100 percent
of its uranium concentrates, conversion services, and enrichment services
requirements through at least 2014 and cover fabrication services requirements
for these plants through at least 2018. For future requirements not already
covered under long-term contracts, Regulated Utilities believes it will be able to
renew contracts as they expire, or enter into similar contractuaf arrangements
with other suppliers of nuclear fuel materials and services.

0il and Gas

il and natural gas supply for Regulated Utilities' generation fleet
is purchased urder term and spot contracts from various suppliers. Duke
Energy Carolinas, Duke Energy Progress, Duke Energy Florida and Duke Energy
Indiana use derivative instruments to limit a portion of their exposcre to price
fluctuations for natural gas. Regulated Utilities has dual-fuel generating facilities
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that can aperate with both fuel cil and natural gas. The cost of Regulated
Utilities’ oil and natural gas is either at a fixed price or determined by market
prices as reported in certain industry publicatians. Regulated Utilities believes it
has access to an adequate supply of oil and gas for the reasonably foreseeable
tuture. Regulated Utilities" natural gas transportation for its gas generatipn

is purchased under term firm transportation contracts with interstate and
intrastate pipelines. Regulated Utilities may also purchase additional shorter-
term transportation for its load requirements during peak periods. The Regulated
Utilities natural gas plants are sarved by several supply zones and multiple
pipelines.

Purchased Power

Regulated Utilities purchased approximately 11.7 million megawatt-
hours (MWh}, 19.8 million MWh and 19.0 million MWh of its system energy
requirements during 2013, 2012, and 2011, respectively, under purchase
obligations and leases and had 3,8C0 and 4,500 MW of firm purchased capacity
under contract during 2013 and 2012, respectively. These amounts include MWh
for Duke Erergy Progress and Duke Energy Florida for all periods presented.
These agreements include approximately 398 MW of firm capacity under contract
by Duke Energy Florida with certain QFs. Regulated Utilities may need to acquire
additional purchased power capacity in the future to accommodate a portion of
its system load needs. Regulated Utilities 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

Regulated Utilities is responsible for the purchase and the subsequant
delivery of natural gas to retail customers in its Ohio and Kentucky service
tarritories. Regulated Utilities” natural gas procurement strategy rs to buy firm
natural gas supplies and firm interstate pipeline transportation capacity during
the winter season and during the non-heating season through a combination of
firm supply and transportation capacity along with spot supply and interruptible
transportation capacity. This strategy allows Regulated Utilities to assure
reliable natural gas supply for its nan-curtailable customers during peak winter
conditions and provides Regulated Utilities the flexibility to reduce its contract
commitments if firm customers choose alternate gas. In 2013, firm supply
purchase cammitment agreements provided approximately 100 percent of the
natural gas supply.

Inventory

Generation of electricity is capital intensive. Regulated Utilities must
maintain an adequate stock of fuel and materials and supplies in order ta ensure
continugus operation of generating facilities and reliable delivery to customers,
fs of December 31, 2013, the inventory batance for Regulated Utilities was
$3,043 million. See Note 1 to the Consolidated Financial Statements, “Summary
of Significant Accounting Policies,” for additional information.

Dan River Ash Basin Release

On February 2, 2014, a break in a stormwater pipe beneath an ash basin
at Duke Energy Carolinas’ retired Dan River steam station caused a release of
ash basin water and ash into the Dan River, On February 8, 2014, a permanent
plug was installed in the stormwater pipe stopping the release of materials inta
the river. Duke Energy Caralinas estimates 30,000 to 39,000 tons of ash and
24 million to 27 million gallons af basin water were refeased intg the river.

Duke Energy cannot reasonably estimate the cost associated with
remediation of this release at this time. Other costs related to the Dan River
release and other ash basins, including regulatory directives, natural resources
damages, future kawsuits, future claims, long-term environmental impact
costs, long-term operational changes, and costs associated with new laws and
regulations cannot be reasonably estimated at this time.

Nuclear Matters

Regulated Utilities owns, wholly or partially, 12 nuclear reactors located at
seven stations. Nuclear insurance includes: nuclear liability coverage; progerty,
decontamination and premature decommissicning coverage; and replacement
power expense coverage. Joint owners reimburse Regulated Utilities for certain
expenses associated with nuclear insurance in accordance with joint owner
agreements. The Price-Anderson Act requires plant owners to provide for public
nuclear liability claims resulting fram nuclear incidents to the maximum total
financial profection fiability, which currently is $13.6 bitlion, See Note 5 to the
Consalidated Financial Statements, “Commitments and Contingencies —
Nuclear Insurance,” for mere information,

Regulated Utilities has a significant future financial commitment to
dispose of spent nuclear fuel and decommission and decentaminate each plant
safaly. The NCUC, FPSC and PSCSC require Regulated Utilities to update their
cost estimates for decommissioning their nuclear plants every five years.

The following table summarizes the fair vatue of nuclear decommissioning trust fund {NDTF) balances and cost study results for Duke Energy Carolinas, Duke

Energy Progress, and Duke Energy Florida.

NDTF
Decommissioning Year of Cost
December 31, 2013 December 31, 2012 Coststad! Study
Duke Energy Carolinas $ 2,840 $ 2354 $ 3420 2013
Duke Energy Progress 1,539 1,259 3,000 2009
Duke Energy Florida 753 629 1,083 2013

(a} Represents cost per the mast recent site-specific nuclear decommissioning cost studies, ingluding costs to decommission piant components not subject to radioactrve contamination.
(b} Inciudes the Subsidiary Registrants’ ownership interest in jointly owned reactors. Other jont owiiers are responsible for decommissioning costs related to their interest in the reactors

The NCUC, FPSC and PSCSC have allowed Regulated Utilities” to recover
estimated decommissioning costs through retail rates over the expected
remaining service periods of their nuclear stations. Regulated Utilities believes
the decommissioning costs being recovered through rates, when coupled with
the existing fund balance and expected fund earnings, will be sufficient to
provide for the cost of future decommissioning. See Note 9 to the Consclidated
Financial Statements, “Asset Retirement Obligations,” for more information.

The Nuclear Waste Policy Act of 1982 {as amended) {NWPA) provides
the framework for development by the federal government of interim storage
and permanent disposal facilities for high-level radioactive waste materials.
The NWPA promotes increased usage of interim storage of spent nuclear fuel at

existing nuclear plants. Regulated Utilities will continue to maximize the use of
spent fuel storage capability within its own facifities 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
nuclear fuel and high-level radioactive waste. Delays have occurred in the DOE's
prapased permanent repository to be located at Yucca Mountain, Nevada.

Until the DOE begins to accept the spent nuclear fuel, Duke Energy
Carolinas, Duke Energy Progress and Duke Energy Flarida will continue to sately
manage their spent nuclear fuel, With certain modifications and additional
approvals by the Nuclear Regulatory Commission (NRC), including the expansion
of on-site dry cask starage facilities, spent nuclear fuel storage facilities will be
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sufficient to provide storage space for spent fued through the expiration of the
operating licenses, including any ficense renewals, for all sites except Sheargn
Harris Nuclear Station (Harris) and Crystal River Unit 3. Under current regulatory
guidelines, Harris has sufficient storage capacity in its spent fued pools through
the expiration of its renewed operating license. Crystal River Unit 3 was retired
in 20013, with plans to place the facility in SAFSTOR (extended storage) prior to
final decommissicning. An on-site dry cask storage facility will be instalied 1o
accommodate storage of all spent nuclear fuel until the DOE accepts the spent
nuclear fuel,

The nuclear power industry faces uncertainties with respect to the cost
and long-term availability of dispesat sites for spent nuclear fuel and gther
radioactive waste, compliance with changing regulatory requirements, capital
autlays for modifications and new plant construction, the technological and
financial aspacts of decommissioning plants at the end of their licensed lives,
and requirements relating to nuclear insurarce. Nuclear units are periodically
temoved from service to accommodate normal refueling and maintenance
outagas, repairs, uprates and certain other modifications.

Regulated Utilities is subject fo the jurisdiction of the NRC for the design, construction and operation of its nuctear generating facilities. The foliowing table

includes the current expiration of nuclear operating licenses.

Unit Year of Expiration
Duke Energy Carolinas

Catawba Unit 1 2043
Catawba Unit 2 2043
McGuire Unit 1 2041
McGuire Unit 2 2043
Oconee Unit 1 2033
Ocanee Unit 2 2033
Qconee Unit 3 2034
Duke Energy Progress

Brunswick Unit 1 2036
Brunswick Unit 2 2034
Harris 2046
Robinson 2030
Duke Energy Florida

Crystal River Unit 34 2016

(2) Duke Energy Flonda has requested the NRC terminate the Crysta! River Unit 3 operating license as a result of the retirement of the unit

The NRC issues orders with regard to security at nuclear plants in
response ta new or emerging threats. The maost recent orders include additional
restrictions en auclear plant access, increased security measures at nuclear
facilities and closer coordination with intelligence, military, law enforcement
and emergency respanse functions at the federal, state and local levels, As the
NRC, other governmental entities and the industry continue to consider security
issues, it is possible that mere extensive secunity plans could be required.

Regulation

State

The NCUC, PSCSC, FPSC, PUCO, IURC and KPSC (calizctively, the state
utility commissions} approve rates for retail electric and gas service within their
respective states. The state utility commissions, except for the PUCO, also have
authority over the construction and cperation of Regulated Utilities' generating
facilities. Certificates of Public Convenience and Necessity (CPCN) issued by
the state ulility commisstons, as applicable, authorize Regulated Utilities to
censtruct and operate its electric facilities, and to sell electricity to retail and
wholegale customers. Pricr approval from the refevant state utility commission
is required for Regulated Utilities to issue securities. The underlying concept

of utility ratemaking is to set rates at a leve! that allows the utility to collect
revenues equal to its cost of providing service plus earn a reasonable rate of
return on its invested capital, including equity.

Each of the state utility commissians aliows recovery of certain costs
through varicus cost-recovery clauses, to the extent the respective commission
determines in periadic hearings that such ¢osts, including any past over or
under-recovered costs, are prudent. The clauses are in addition to approved
base rates.

Fuel, fuel-related casts arnd certain purchased power costs are eligible for
recavery by Regulated Utilities. Regulated Utilities uses coal, il, hydroelectric,
natural gas and nuclear fue! to generate electricity, thereby 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
results of Regulated Utilities, urless a commission 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 timing of cash flows of
Regulated Utilities.
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The following table summarizes base rate cases approved and effective in the past three years.

Equity
Annual Return on Component of
Increase Equity  Capital Structure Effective Date  Other
Duke Energy Carotinas 2013 North Carolina Rate Case™ $ 2 18.2% 93% September 2013 )
Duke Energy Carolinas 2013 South Carolina Rate Case™ 118 10.2% 53% September 2013 ©
Duke Energy Carolinas 2011 North Caralina Rate Case 309 10.5% 53% February 2012
Duke Energy Carotinas 2011 South Carolina Rate Case 93 10.5% 53% february 2012
Duke Energy Progress 2012 North Carolina Rate Case™ 178 10.2% 53% June 2013 (@
Duke Energy Ohio 2012 Electric Rate Case 49 9.84% 53% May 2013
Duke Energy Qhio 2012 Natural Gas Rate Casa - 9.84% 53% December 2013 (e)
Duke Energy Florida 2013 FPSG Settiement - 10.5% 49% Dctober 2013 100
Duke Energy Florida 2012 FPSC Settlement 150 10.5% 49% January 2013 {g}h)

fa)
[}

Rates will ncrease over a two or three year penod as approved by the NCUC and PSCSC. Annual increase amounts represent the total increase once effective.
Terms of this rate case inchude (i1} recognition of uclear outage expenses over the refueting cycle rather than when the outage occurs, {v) & $10 madlian shargholder contnbuticn fo agencies prowding energy assistance to low-

ngome customers, (i) an annual reduction in the regulatory kability for costs of removal of $30 million for each of the first two years, and (v} na additional base rate increases to be effective before September 2015

©

Terms of this rate case include () recognition of nuclear oulage expenses over the refueling cycle rather than when the outage occurs, (i) an approximate $4 million sharehoider contnbution to agencies prowding energy

assistance o low-income customers and for economic development, (i) a reduction in the regulatory hability for costs of removal of $45 million for the first year, and {iv) no addtional base rate increases to be effective

before Septembier 2015
(d

Terms of tins rate case mclude (i) recogrition of nuclear cutags expenses over the refueling cycle rather than when the autage occurs, (it a $20 milion shareholder contribution to agencies providing energy assistance to

low-ncome customers, and i) a reduction in the regulatory liability for costs of removal of $20 million or the first year,

(e)

Aithough the PUCO approved no increase i base rates, more than half of the revenue reques! was approved to be recovered in vanous nders, including recovery of costs refated to former manufactured gas plants (MGP}.

Recovery of $56 million of MGP costs via a nder was approved in November 2013, The nder 15 effective in March 2014

cost to build a dry cask storage faciity, beginning no fater than 2017.
Terms of this settiement include the removal of Crystal River Unit 3 assets from rate base
Capital structure ncludes deferred income tax, cuslomer deposits and invesiment 1ax credits

]

For more information on rate matters and other regulatory proceadings, see
Note 4 to the Consolidatad Financial Statements, “Regulatory Matters — Rate
Related Information.”

Federal

The FERC approves Regulated Utilities' cost-based rates for electric
sales to certain wholesale customers, as well as sales of transmission service.
Regulations of FERC and the state utility commissions govern access to
regulated electric and gas customers and other data by nonregulated entities and
services provided between regulated ang nonregulated enargy affiliates. These
regulations affect the activities of nonregulated affiliates with Regulated Utilities.

Regional Transmission Organizations (RTO}. PIM Interconnection,

LLC {PIM} and Midcontinent independent Transmission System Qperator, Inc.
{MIS0) are the Independent System Operators (IS0) and FERC-approved RTOs
for the regions in which Duke Energy Ohio and Duke Energy Indiana operate.
PiM and MISQ cperate energy, capaciy and other markets, and, through central
dispatch, control the day-to-day operations of bulk power systems.

Duke Energy Ohio is a member of PIM and Duke Energy [ndiana is a
member of MISO. Transmission owners in these RTO0s have turned over control of
their transmission facilities, and their transmission systems are currently under
the dispatch control of the RTO0s. Transmission service is provided on a region-
wide, open-arcess basis using the trarsmission facilities of the RTO members at
rates based on the costs of transmission service.

Enviropmental. Regulated Utilities is subject to the jurisdiction of the EPA
and state and lacal environmental agencies. For a discussion of environmenta!
regulation, see “Environmental Matters” in this section.

See "Other Issues” section of Management's Discussion and Analysis of
Finangsa! Condition and Results of Operations for a discission about potential
Global Climate Change legislation and other EPA regulations under development
and the potential impacts such legislation and regulation could have on Duke
Energy’s operations.
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Terms of this settlement include i} no additianal base rate increases untl 2019, () partial recovery of Crystal River Unit 3 beginning n 2014, and (n) full recovery af Crystal River Unit 3. not to exceed $1.465 million, plus the

{NTERNATIONAL ENERGY

International Energy principally operates and manages power generation
facifities and engages in saies and marketing of efectric power, natural gas,
and natural gas liquids outside the U.S. Its activities principally target power
generation in Latin America. Additionally, International Energy owns 2
25 percent interest in National Methanol Company (NMC), a large regional
praducer of methanol and methyl tertiary butyl ether (MTBE) located in Saudi
Arabia. International Energy's ownership interest will decrease to 17.5 percent
by the end of 2016. The investment in NMC is accounted for under the equity
method of accounting.

International Energy’s customers include retail distributors, electric utifities,
independent power producers, marketers, and industrial and commercial companies.
International Energy's current strategy is focused on aptimizing the value of its current
Latin American portfofio and expanding the portfolio through investment in generation
opportunities in Latin America.

For information on International Energy's generation facilities, see item 2,
“Properties.”

Competition and Regulation

International Energy’s sales and marketing of electric power and natural
gas competes directly with other generators and marketers serving its market
areas. Competitors are country and region-specific but include government-
owned electric generating companies, local distribution companies with
self-generation capability and other privately owned electric generating and
marketing companies. The principal elements of competition are price and
availability, terms of sezvice, flexibility and refiability of sesvice.

A high percentage of International Energy’s partfolio consists of baseload
hydroelectric generation facitities, which compete with other forms of electric
generation available ta International Energy’s customers and end-users,
including natural gas and fuel oils. Economic activity, conservation, legistation,
governmental regulations, weather, additional generation capacities and other
factars affect the supply and demand for electricity in the regions served by
International Energy.
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International Energy’s operations are subject to both country-specific
and international laws and regulations. (See “Environmental Matters™ in this
section.)

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 generaticn operations censist primarily of Duke
Energy Ohio's coal-fired and gas-fired nonregulated generation assets located in
the Migwest region of the United States and wind and solar generation located
throughout the United States. The asset portfolio has a diversified fuef mix with
baseload and mid-merit coal-fired units as weil as combined cycle and peaking
natural gas-fired units.

Generation from the coal-fired and gas-fired assets is dispatched into
the PJM wholesale market. These assets earn energy and capacity revenue at
market prices. Duke Energy Ohio is a PIM Fixed Resource Requirement (FRR}
entity through May 31, 2015. As an FRR entity, Duke Energy Ohia is cbligated
ta self-supply capacity for the Duke Energy Ohio load zone. Commercial Power
has econpmically hedged its forecasted coal-fired generation and a significant
portion of its forecasted gas-fired generation for 2014. Commercial Power also
has long-term economic hedges in place for a portion of expected caal and gas
generation through 2017 and 2018, respectively. Capacity revenues are 100
percent fixed in PIM through May 2017

Energy and renewable energy credits generated by wind and solar projects
are generally sold 2t contractual prices. Contracts are executed with load serving
entities, which, in most instarces, have cbligations under state-mandated
renewabl¢ energy portfolio standards or similar state or local renewable energy
goals. Most contracts have a term which approximates the estimated useful life
of the underlying generation project. In addition, Commercial Power operates and
develops transmission projects.

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

Commercial Power also has a retail sales subsidiary, Duke Energy Retail
Sales, LLC (Duke Energy Retail), which is certified by the PUCO as a Competitive
Retail Electric Supplier (CRES} provider in Chio. Duke Energy Retail serves retail
electric and gas customers in Ohio with energy ard cther energy services at
competitive rates.

Capacity Rider Filing

On August 29, 2012, Duke Energy Ohio applied to the PUCD for the
estahlishment of a charge for capacity provided pursuant to its obligations as
an FRR entity. The charge, which is consistent with Ohio’s state compensation
mechanism, is estimated to be approximately $729 million, and reflacts Duke
Energy Ohio's embedded cost of capacity. On February 13, 2013, the PUCG
denied Duke Energy Ohio's request.

Midwest Generation Exit

On February 17, 2014, Duke Energy Ohio announced that it had initiated
a process to exit its nonreguiated Midwest generation business, Considering
& marketing period of several months and potential regulatory approvals,
Duke Energy Ohio expects to dispose of the nonregulated Midwest generation
business by early to mid-2015. In the first quarter of 2014, Duke Energy Ohio
will reclassify approximately $3.5 billion carrying value of its Midwest generation
business to assets held for sale and expects to recerd an estimated pretax
impairment charge of $1 biliion to $2 hillion to reduce the carrying value to
estimated sales proceeds less cost to sell.
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Other Matters

Commercial Power is subject to regulation at the faderal level, primarily
from the FERC. Regulations of the FERC gavern access to regulated electric
customer and other data by nonregulated entities, services provided between
regulated and nonregutated energy affiliates, and Commercial Power's
investments in transmission projects. These regulations affect the activities of
Commercial Power.

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

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.)

Ses “Other Issues” section of Management's Discussion and Analysis of
Financial Condition and Results ¢f Operations for a discussien about potential
Global Climate Change legislation ard ather EPA regulations under development,
and the patentiaf impacts such legisfation could have on Duke Energy's
operations.

Market Envirenment and Competition

The market price of commedities and services, alang with the quality
and reliability of services provided, drive competition in the wholesale energy
business. Commercial Fower's main competitors include other nonragulated
generators and whelesale power providers.

Sources of Electricity

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

Coal

Commercial Power meets its coal demand through a portfalio of purchase
supply contracts and spot agreements, Large amounts of coal are purchased
under supply cortracts with mining operators who mine both enderground
and at the surface. Commercial Power uses spot-market purchases to meet
coal requirements not met by supply contracts. Expiration dates for its supply
contracts, which have various price adjustment provisions and market
re-openers, range through 2018. Commercial Power expects to renew these
contracts or enter into similar contragts 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 majority of Commercial
Power's coal is sour¢ed from mines in the Northern Appalachian and Illinois
basins. Commercial Power has an adaquate supply of coal to fuet its projected
2014 cperations. The majority of Commercial Power’s coal-fired generation is
equipped with environmental contrals. As a result, Commercial Power is able to
satisfy the current emission limitations for S0, for existing facilities.

Gas

Commercial Power is responsible for the purchase of natural gas to its
gas turbine generators. In general Commergial Power hedges its natural gas
requirements using physical and financial contracts. Physical gas is purchased
in the spot market and under long-term contracts to meet gereration needs.

OTHER

The remainder of Duke Energy’s aperations is presented as Other. While
it is not an operating segment, Other primarily includes unallocated corporate
interest expense, certain unallocated corparate costs, Bison Insurance Campany
Limited (Bison}, Duke Energy’s wholly owned, captive insurance subsidiary,
contributions to the Duke Energy Foundation, and other investments in
businesses the Company is in various stages of exiting or winding down. On
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December 31, 2013, Duke Energy sold its interest in DukeNet Communications
Holdings, LLC (DukeNet) to Time Warrer Cable, Inc. Following the repayment
of existing DukeNet indebtedness at ¢lpsing, fransaction expenses and

other purchase price adjustments, Duke Energy received cash proceeds of
approximately $215 million,

Bison's principal activities as a captive insurance entity include the
indemnification of various husiness risks and kosses, such as property, business
interruption, workers' compensation and general liability of subsidiaries and
affiliates of Duke Energy.

Regulation

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

Executive Officers

Geographic Regions

For a discussion of Duke Energy's foreign operations see “Management's
Discussion and Analysis of Results of Operations” and Nate 3 to the
Consolidated Financial Statements, “Business Segments.”

Employees

On December 31, 2013, Duke Energy had 27,948 employees. A total of
5,548 operating and maintenance employees were represented by unions.

Lynn }. Good 54

Vice Chairman, President and Chief Executive Officer. Ms. Good assumed her current postion in July 2013. Prior to that, she served as

Executive Vice President and Chief Firancial Officer since 2009. Prior to that, she served as President, Commercial Businesses since November
2007. Priot to that, she served ag Senior Vice President and Treasurer since December 2006; prior to that she served as Treasurer and Vice
President, Financial Planning since Octcber 2006; and pricr to that she served as Vice President and Treasurer since April 2006, upon the

merger of Duke Energy and Cinergy.

Dhiaa M. Jamil 57

Executive Vice President and President, Duke Energy Nuclear. Mr. Jamil assumed tis current position in March 2813. Prior to that, he

served as Chief Nuclear Officer since February Z008. He also served as Chief Generatian Oficer far Duke Energy fromt July 2009 to June 2012.
Prior to that he served as Senior Vice President, Nuclear Support, Duke Energy Carolinas, LLG since January 2007,

Julia S. Janson 19

Executive Vice President, Chief Legal Officer and Corporate Secrelary, Ms. Janson assumed her current position in December 2012, Prior

to that she had held the pasition of President of Duke Energy Ohio and Oube Energy Kentucky since 2008. Sha als held the pasition of Seniar
Vice President of Ethics and Compliance and Corporate Secretary for Duke Energy after its merger with Cinergy.

Marc E. Manly 6l

Executive Vice Fresident and President, Commercial Businesses. Mr. Manly assumed his current position in December 2012. Prior to

that he had held the positions of Chief Legal Officer since April 2006, upon the merger of Duke Energy and Cinergy. He also held the position of
Corporate Secretary from December 2008 until December 2012.

Brian D. Savoy 38

Vice President, Controller and Chief Accounting Officer. M. Savoy assumed his current position in September 2813. Prior fo that he held

the position of Director, Forecasting and Analysis since 2009. He held the position of Vice President and Controller of the Commercial Power

segment from 2006-2009.

B. Keith Trent 54

Executive Vice President and Chief Operating Officer, Regulated Utilities. Mr. Trent assumed his current position in December 2012. He

previously held the position of Executive Vice President, Regulated Utilities upan the merger with Progress Energy in fuly 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 Policy Dfficer since Dictober 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.

Jenniter L. Weber 47

Executive Vice President and Chief Human Resources Officer. Ms. Weber assumed her current position in Jaruary 2011, Prior fo that she

senved as Senior 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 53

Executive Vice President, Regulated Utilities. Mi. Yates assumed his current position in November 2012. Prior to that, ke was named

Executive Yice President, Customer Operations in July 2012, upon the merger of Duke Energy and Progress Energy, Mr. Yates served as Chief
Executive Officer, Duke Energy Progress, Inc. from july 2007 unti June 2012.

Steven K. Young 55

Executive Vice President and Chief Financial Officer. Mr. Young assumed his current position in August 2013, Prior 1o that, he served as

Vice President, Chief Accounting Gfficer and Controller. He assumed the role of Chief Accounting Officer in July 2012, He assumed the rofe of
Contraller in December 2006. Prior to that he served as Vice President and Controller since April 2006, upon the merger of Duke Energy and

Cinergy.

Executive cfficers serve until their successors are duly elected or appeinted.

There are o family relationships between any of the executive officers, nor any arrangement or understanding between any executive officer and any other

person involved in cfficer 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 regulatians with regard to air and water
quality, hazardous and sotid waste disposal and other enviranmental matters.
Environmental laws and regulatigns atfecting the Duke Energy Registrants
include, but are rot limited to:

« The Clean Air Act (CAA), as well as state laws and regulations impacting
air emissions, including State Implementation Plans related to existing
and new national ambient air quality standards for azone and particulate
matter. Qwners and/or operators of air emission sources are responsible
for obtaining permits and for annual comgpliance and reporting.

The Clean Water Act which requiras permits for facilities that discharge
wastewaters into the environment.

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

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

The Natignal Envirenmental 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 akout potential
Global Ctimate Change legislation and the potential impacts such legislation
could have on the Duke Energy Registrants’ operations. Additionally, other
recently passed and potential future environmental laws and regulations could
have a significant impact on the Duke Energy Registrants’ results of aparations,
cash flows or financial position. However, if and when such laws and regulations
become effective, the Duke Energy Registrants will seek appropriate regulatory
recovery of costs ta comply within its regulated eperations.

For more information on environmental matters involving the Duke
Energy Registrants, including possible liability and capital costs, see Note 5 to
the Consotidated Financial Statements, “Commitments and Contingencies—
Environmental.” Except to the extent discussed in Note 5 to the Conselidated
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 environment, is
incarporated into the routine cost structure of our various business segments
and is not expected to have a material adverse effect on the competitive
position, consolidated results of operations, cash flows or financial position of
the Duke Erergy Registrants.

DUKE ENERGY CAROLINAS

Duke Energy Carolinas generates, transmits, distributes and sells
electricity in portions of North Carolina and South Carolina. Duke Energy
Caralinas’ service area covers approximately 24,000 square miles and supplies
electric service to 2.4 million residentia!, commercial and industrial custemers.
For information about Duke Energy Carolinas’ generating plants, see em 2,
“Properties.” Duke Energy Carelinas is subject to the regulatory provisions of the
NCUC, PSCSC, NRC and FERC.

Substantially all of Duke Energy Carolinas operations are regulated and
qualify for regutatory accounting, Duke Energy Carolinas operates one reportable
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husiness segment, Regulated Utility. For additional infarmation regarding
this business segment, including financial information, see Note 3 to the
Consolidated Financial Statements, “Business Segments.”

PROGRESS ENERGY

Progress Energy, Inc. is a public utility holding company primarily
engaged in the regulated electric utility business. Headquartered in Raleigh,
Morth Carolina, and subject to regulation by the FERC, it owns Duke Energy
Progress and Duke Energy Florida. When discussing Progress Energy's financiaf
informatian, it necessarily includes the results of Duks Energy Progress and Duke
Energy Florida.

Substantially all of Progress Energy's operations are regulated and qualify
for regulatory accounting. Progress Energy operates one reportable business
sagment, Regulated Utilities. For additional informatien regarding this business
segment, inctuding financial informatian, see Note 3 to the Censofidated
Financial Statements, “Business Segments.”

DUKE ENERGY PROGRESS

Duke Energy Progress generates, transmits, distributes and sells electricity
in portions of North Carolina and South Caralina. Ouke Energy Progress’ service
area covers approximately 34,000 square miles, and supplies electric service
to approximately 1.5 million residential, commercial and industrial customars,
For information about Duke Energy Progress’ generating plants, see ltem 2,
“Properties.” Duke Energy Progress is subject to the regulatory provisions of the
NCUC, PSCSC, NRC and FERC.

Substantially all of Duke Energy Progress’ operations are regulated and
qualify tor regulatory accounting. Duke Energy Progress operates one reportable
business segment, Regulated Utility. For additional information regarding
this business segment, including financial information, see Note 3 to the
Consolidated Financia) Statements, “Business Segments.”

DUKE ENERGY FLORIDA

Duke Energy Florida generates, transmits, distributes, and sells electricity
in portions of Florida. Duke Energy Florida's service area covers approximately
20,000 square miles and supplies electric service to approximately 1.7 miffion
residential, commercial and industrial customers. For information about Duke
Energy Flarida’s generating plants, see ltem 2, “Properties.” Duke Energy Florida
is subject to the regulatary provisions of the FPSC, NRC and FERC.

Substantially all of Duke Energy Florida's operaticns are regulated and
qualify for regulatary accounting. Duke Energy Florida operates one reportable
business segment, Regulated Utility. For additional information regarding
this business segment, including financial information, see Note 3 to the
Consolidated Financial Statements, “Business Segments.”

DUKE EXERGY OHIO

Duke Energy Ohio is a public utility that provides service in portions of Ohio
angd Kentucky. References herein to Duke Energy Ohig include Duke Energy Ohio
and its subsidiaries. Duke Energy Ohio is subject to the regulatory provisions of
the PUCO, KPSG and FERC.

Business Segments

Duke Energy Ohig operates two business segments: Regutated Utilities
and Commercial Power. For additional information on each of these business
segments, including financial information, see Note 3 ta the Consolidated
Financial Statements, “Business Segments.”

The foliowing is a brief description of the nature of eperations of each of
Duke Energy Ohio's reportable business segments.
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REGULATED UTILITIES

Regulated Utitities transmits and distributes electricity in Ohio. Regulated
Utilities also generates, transmits and distributes electricity in Kentucky.
Regulated Utilities also transports and selis natural gas in Ohio and Kentucky.
Duke Energy Ohic applies regulatory accounting to substantially all of the
operations in its Regulated Utifities operating segment.

Duke Energy Ohios Regulated Utilities service area covers 3,000 square
miles and supplies electric service to 830,000 residential, commercial and
industrial customers and provides regulated transmission and distribution
services for natural gas to 500,000 customers. See ltem 2, “Properties” for
further discussion of Duke Energy Ohia's Regulated Utilities 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
positiens. Commercial Power's generation operations consist primarily of
coal-fired and gas-fired nonregulated generation assets located in the Midwest
region of the United States. The asset portfolio has a diversified fuel mix
with baseload and mid-merit coal-fired units as well as combined cycle and
peaking natural gas-fired units. Generation from the coal-fired and gas-fired
assets is dispatched into the PJM wholesale market. These assets eamn energy
and capacity revenue at market prices. See Item 2, “Properties”, for further
discussion of Duke Energy Ghio's Commercial Power generating facilities.

On February 17, 2014, Duke Energy Ohio announced that it had initiated
a pracess to exit its nonregulated Midwest generation business. Considering
a marketing period of several months and patential regutatory approva's,

Duke Energy Ohio expects to dispose of the nonregulated Midwest generation
business by early to mid-2015. In the first quarter of 2014, Duke Energy Ohio
will reclassify approximately $3.5 biflion carrying value of its Midwest generation
business to assets held for sale and expects to record an estimated pretax
impairment charge of $1 bilfion to $2 billion to reduce the carrying value to
estimated sales proceeds less cost to sell,

Duke Energy Ohio is a PJM FRR entity through May 31, 2015. As an FRR
entity, Duke Energy Ohio is required to self-supply capacity for the Duke Energy
Ghio load zone.

See Note 4 to the Consofidated Financial Statements, “Regutatory
Matters,” for further discussion related to regulatary filings.

[n 2013, 2012, and 2011 Duke Energy Ohio earned approximately
37 percent, 36 percent, and 24 percent, respectively, of its consefidated
operating revenues from PJM. These revenues relate to the sate of capacity and
electricity from all of Duke Energy Ohio's nonregulated generation assets in 2013
and 2012 and its gas-fired nonregulated generation assets in 2011.

DUXE ENERGY INDIANA

Duke Energy Indiana generates, transmits and distributes electricity in
portions of indiana. Duke Erergy Indiana's service area covers 23,000 square
miles and supplies electric service ta 800,000 residential, commercial and
industrial customers, See ltem 2, “Properties” for further discussion of Duke
Energy Indiana's generating facilities, transmission and distribution. Duke Energy
Indiana is subject to the regulatory provisions of the IURC and FERC.

Substantially all of Duke Energy Indiana’s operations are regulated and
qualify for regulatory accounting. Duke Energy Indiana operates one reportable
business segment, Regulated Utility. For additional informatien regarding
this business segment, including financial information, see Note 3 to the
Consolidated Financial Statements, “Business Segments.”
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ITEM 1A. RISK FACTORS

In addition to other disclosures within this Form 10-K, including
Management’s Discussion and Analysis — Matters Impacting Future Results
for each registrant in ltem 7, and other documents filed with the SEC from time
1o time, the following factors should be considered in evaluating Duke Energy
and its subsidiaries. Such factors could affect actual results of operations and
cause results to differ subistantially from those currently expected or scught.
Unless otherwise indicated, risk factors discussed below generally relate to
risks associated with all of the Duke Energy Registrants. Risks identified at the
Subsidiary Registrant lave! are generally applicable to Duke Energy.

REGULATORY, LEGISLATIVE AND LEGAL RISKS

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

The Duke Energy Registrants’ ragulated utility businesses are regulated
on a cost-of-service/rate-of-return basis subject to statutes and regulatory
commission rules and procedures of North Carolina, South Caralina, Florida,
Ohio, Indiana and Kentucky. If the Duke Energy Registrants' regulated utility
earnings exceed the returns established by the state utility 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 regulatary bodies do not allow recovery of costs incurred in
providing service on a timely basis, the Duke Energy Registrants’ future eamings
could be negatively impacted.

If legistative and regutatory structures were to evolve in such a way that
the Duke Energy Registrants’ exclusive rights to serve their regulated customers
were erqded, their future eamings could be negatively impacted.

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 legislation
tould have a significant adverse impact on the Duke Energy Registrants” results of
operations, financial position, or cash flows. Retail competition and the unbundling
of regulated electric service could have a significant adverse financial impact
on the Duke Energy Registrants due to an impainment of assets, a loss of retail
customers, lower profit margins or increased costs of capital. The Duke Energy
Registrants cannot predict the extent and timing of entry by additional competitors
into the electric markets. The Duke Energy Registrants cannot predict if or when
they will be subject ta changes in legislation or regulation, ner can they predict the
impact of these changes on their financial position, results of eperations or cash
fiows,

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

The Duke Energy Registrants are subject to regulation by FERC, NRC, EPA
and various other federal agencies. Regulation affects almost every aspect of the
Duke Energy Registrants’ businasses, including, among other things, their ability
{o: 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 pay dividends upstream to the Duke Energy Registrants. Changes to federat
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regulations are continuous and ongoing, The Duke Energy Registrants carnot
predict the future course of regulatory changes or the ultimate effect those
changes will have on their businesses. However, changes in regulation can cause
delays in or affect business planning and transactions and ¢an substantially
increase the Duke Energy Registrants’ costs.

The Dan River ash basin release could impact the financial condition of the
Duke Energy Registrants,

There is uncertainty regarding the extent and timing of the costs and
liabilities relating to the Dan River ash basin release, including the amount
and extent of any civil or criminal penalties, and resulting litigation. These
uncertainties are likely to continue for an extended period and may cause costs
to increase. Thus, the Dan River ash basin release could have a material adverse
impact on the Duke Energy Registrants’ financiaf position, results of operations
and cash flows. Furthermaore, releases of a similar nature at any of the Duke
Energy Registrants’ other ash basins could also result in a material adverse
impact to their financial position, results of operations and cash flaws.

The Duke Energy Registrants are subject to numerous environmental laws
and regulations requiring significant capital expenditures that can increase
the cost of operations, and which may impact or limit business plans, or
cause exposure to environmental liabilities.

The Duke Energy Registrants are subject to numerous environmental
laws and regulations affecting many aspects of their present and future
operations, including air emissions, water quality, wastewater discharges,
solid waste and hazardous waste. These laws and regulations can result in
increased ¢apital, operating, and other costs. These laws and regulations
generally require the Duke Energy Registrants to obtain and comply with a wide
variety of environmental licenses, permits, inspections and other approvals.
Compliance with environmental laws and regulations can require significant
expenditures, including expenditures for cleanup costs and damages arising from
contaminated properties. 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 their facilities are in compliance could be prohibitively expensive.
As a result, the Duke Energy Registrants may be required to shut down or alter
the operation of their facilities, which may cause the Duke Energy Registrants
to incur Yosses. Further, the Duke Energy Registrants’ regulatory rate structure
and their contracts with customers may not necessarily allow for the recovery
of capital costs incurred to comply with new environmentar regulations. Alsq,
the Duke Energy Registrants may not be able to obtain or maintain from time to
time a1 raquired environmenta! regulatory approvals for their operating assefs or
development projects. Delays in obtaining any required environmental regutatory
approvals, failure to obtain and comply with them or changes in envirenmental
laws or regulations to more stringent compliance fevels could result in additional
costs of operation for existing facilities or development ¢t new facilities being
prevented, delayed or subject to additional costs. Although it is not expected
that the costs of complying with current environmental regulations will have
a material adverse effect an the Duke Energy Registrants’ financial position,
results of aperztions or cash flows due ta regulatory cost recovery, no assurance
can be made that the costs of complying with environmental regulations in the
future will not have such an effect.

The EPA has proposed new federal regulations governing the management
of coal combustion by-products, cooling water intake structures, wastewater and
carhon dicvide (CO ) emissions. These regulations, as well as new regulations
or legistative actions resulting from the Dan River ash basis refease, may
require the Duke Energy Registrants ta make additional capital expenditures and
increase operating and maintenance costs,
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Duke Energy’s investments and projects located outside of the U.S, expose
it to risks related to the laws, taxes, economic and political conditions, and
policies of foreign governments. These risks may delay 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-related investments and projects outside the U.S. The economic,
regulatory, market and political conditions in some of the countries where Duke
Energy has interests may impatt its ability to obtain financing on suitable ferms,
Other risks retate to its customers’ ability to honar their abligations with respect
to projects and investments, defays in construction, limitations on its abifity
to enfarce legal rights, and irterruption of business, as well as risks of war,
expropriation, nationalization, renegotiation, frade sanctions or nuliification of
existing contracts and changes in law, regulations, market rules or tax policy.

OPERATIONAL RISKS

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 cperate and negatively influence
electricity operations. Declines in demand for electricity as a result of economic
downturns in the Duke Energy Registrants’ regulated electric service territories
will reduce overall sales and lessen cash flaws, especially as industrial
custamars reduce production and, therefore, consumption af electricity. Although
the Duke Energy Registrants’ regulated electric business is subject to regulated
allowable rates of return and recovery of certain costs, such as fuel, under
perindic adjustment clauses, overall declines in electricity sold as a result of
economic downturm ar recession could recuce revenues and cash flaws, therety
diminishing results of operations. Additicnally, prolonged economic downturns
that negatively impact the Duke Energy Registrants’ results of operations and
cash flows could result in future material impairment charges to write-down
the carrying value of certain assets, including goodwill, to their respective fair
values,

The Duke Energy Registrants also sel! 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 returp
on their capital investments through mandated rates, and revenugs and results
of aperations are likely to depend, in large part, upen prevailing market prices.
These market prices may fluctuate substantially over relatively short periods
of time and could reduce the Duke Energy Registrants’ revenues and marging,
thereby diminishing results of operations.

Factors that couid impact sales valumes, generation of electricity and
market prices at which the Duke Energy Registrants are able to sell electricity are
as foHows:

« weather conditions, incfuding abnormally mitd winter or summer
weather that cause iower energy usage for heating or cooling purposes,
respectively, and periods of low rainfall that decrease the ability to
operate facilifies in an ecanomical manner;

+ supply of and demand for energy commodities;

* transmission or fransportation constraints or inefficiencies that impact
nonregulated energy operations;

* availability of competitively priced alternative energy sources, which
are preferred by some customers over electricity produced from coal,
nuclear or gas plants, and customer usage of energy-efficient equipment
that reduces energy demand;

= natural gas, crude oil and refined products production levels and prices;
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« ahility to procure satisfactary levels of inventory, such as ¢oal, gas and
uranium; and

= capacity and transmission service intg, or out of, the Duke Erergy
Registrants’ markets.

Natural disasters or operational accidents may adversely affect the Duke
Energy Registrants’ operating results.

Natural disasters {such as electromagnetic events or the 2011 earthquake
and tsunami in Japan) or other operational accidents within the industry (such
as the San Bruno, California natural gas transmissicn pipeline failure) could
have direct significant impacts on the Duke Energy Registrants as well as on kay
contractors and suppliers. Such events could indirectly impact the Duke Energy
Registrants through changes to palicies, laws and regufations whose compliance
costs have a significant impact on the Duke Energy Registrants’ financial
position, results of operatians and cash flows.

The Duke Energy Registrants’ financial position, results of operations and
cash flows may be negatively affected by a lack of growth or slower growth
in the number of customers, or decline in customer demand or number of
customers.

Growth in customer accounts and growth of customer usage each directly
influence demand for electricity and the need for additional power generation
and delivery facilities. Customer growth and customer usage are affected by
a numbet of facters outside the control of the Duke Energy Registiants, such
as mandated energy-efficiency measures, demand-side management goa's,
distributed generation rescurces and economic and demographic conditions,
such as population changes, job and income growth, housing starts, new
business formation and the overall levet of economic activity.

Certain regulatory and legislative bodies have introduced or are
considering requirements and/or incentives to reduce energy consumption
by certain dates. Additionally, technalogical advarces 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 consumptian.

Advances in distributed generation technologies that produce power,
including fuel celts, micro-turbines, wind furbines, and solar cells, may reduce
the cost of alternative methods of producing power to a level competitive with
tentral power station electric production utilized by the Duke Energy Registrants.

Some or all ¢f these factors, could result in a lack of growth or decline in
customer demand for electricity or number of customers, and may cause the
failure of the Ouke Energy Registrants to fully realize anticipated benefits from
significant capital investments and expenditures which could have a material
adverse effect on their financial position, results of operations and cash flows.

Furthermare, the Duke Energy Registrants currently have enargy-efficiency
riders in place to recover the cost of energy-efficiency programs in North
Carolina, South Caratina, Florida, Ohig and Kentucky. Should the Duke Energy
Registrants be required o invest in conservation measures that result in reduced
sales fram effective conservation, regulatory lag in adjusting rates for the impact
of these measures could have a negative financial impact.

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.

Elactric power generation is generally a seasonal busingss. In most parts
of the U.$., and other markets ir which Duke Energy operates, demand for power
peaks during the warmer summer months, with market prices typically peaking
at that time. In other areas, demand for power peaks during the winter. Further,

16

extreme weather conditions such as heat waves or winter storms could cause
these seasonal fluctuations to be mare pronounced. As a result, in the future,
the averall operating results of the Duke Energy Registrants’ businesses may
fluctuate substantially on a seasonal and quarterly basis and thus make period-
to-period comparisen less relevant.

Sustained severe drought conditions ¢ould impact generation by
hydroelectric plants, as well as fossil and nuclear plant operations, as these
facilities use water for cooling purposes and for the operation of envircnmental
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; properly damage,
including downed transmission and distribution lines; and additional and
unexpected expenses to mitigate storm damage. The cost of storm restoration
efforts may not be fully recoverable through the regulatory process.

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

The Duke Energy Registrants depend on fransmission and distribution
facilities owned and operated by utilities and cther 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 transmissicn 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 growth and performance in these regions. In addition, the
ISGs who oversee the transmission systems in regional power markets have
imposed in the past, and may impose in the future, price limitations and other
mechanisms to address velatility in the power markets. These types of price
limitations and cther mechanisms may adversely impact the profitability of the
Duke Energy Registrants’ wholesale power marketing business.

Fluctuations in commodity prices or availability may adversely affect
various aspects of the Duke Energy Registrants’ operations as well as their
financia! condition, results of operations and cash flows.

The Duke Energy Registrants are exposed to the effects of market
fluctuations in the price of natural gas, coal, fuel ail, nuclear fuet, electricity and
other energy-related commodities as a result of their ownership of energy-related
assets. Fuel costs are recovered primarily through cost-recovery clauses, subject
to the approval of state utility commissions.

Additionally, the Duke Energy Registrants are exposed to risk that
counterparties will not be able to fulfill their obligations. Disruption in the delivery
of fuel, including disruptions as a result of, among ather things, transportation
delays, weather, labor relations, force majeure events, or environmental
regulations affecting any of these fuel supgliers, could limit the Duke Energy
Registrants to operate their facilities. 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 result in
the receipt of, or posting of, derivative collateral with counterparties, depending
on the daily derivative position. Fluctuations in commodity prices that lead to the
return of collateral recetved and/or the posting of collateral with counterparties
negatively impact liquidity. Downgrades in the Duke Energy Registrants’ credit
ratings could lead to additional collateral posting requirements. The Duke Energy
Registrants continually monitor derivative positions in relation to market price
activity.
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Potential terrorist activities or military or other actions, including cyber
attacks and data security breaches, could adversely affect the Duke Energy
Registrants’ businesses.

The continued threat of terrorism and the impact of retaliatory military
and other action by the U.S. and its allies may lead to increased political,
ecenamic and financial market instability and volatility in prices for natural
gas and oil, which may have material adverse effects in ways the Duke Energy
Registrants cannot predict at 4his ime. in addition, future acts of terrorism and
passible reprisals a$ a consequence of action by the U.S. and its allies could be
directed against companies operating in the U.S. or their international affiliates.
Information technofogy systems, infrastructure and generation facilities such
as nuctear ptants could be potential targets of terrorist activifies or harmful
activities by individuals or groups. The potential for terrorism has subjected the
Duke Engrgy Registrants’ operations to increased risks and could have a material
adverse effect on their businesses. In particular, the Duke Energy Registrants
may experience increased capital and operating costs to implement increased
security for their cyber systems and plants, including nuclear power plants under
the NRC's design basis threat requirements. These increased costs could include
additional physical plant security and security personne] or additional capability
folowing a terrorist incident.

Information security risks have generally increased in recent years as a
result of the proliferation of new technologies and the increased saphistication
and frequency of cyber attacks and data security braaches. The utility industry
requires the continved operation af sophisticated information technology systems
and netwark infrastructure, which are part of an interconnected regional grid.
Additionally, connectivity to the Internet continues to increase through smart
grid and other initiatives. Because of the critical nature of the infrastructure,
increased connectivity to the Internet and technology systems’ inherent
vulnerability to disability or failures due to hacking, viruses, acts of war or
terrorism or other types of data security breaches, the Duke Energy Registrants
face a heightened risk of cyber attack. In the event of such an attack, the Duke
Energy Registrants could (i) have business operations disrupted, property
damaged, customer imformation stolen and ather private information accessed
(ii) experience substantial loss of revenues, repair and restoration costs,
implementation costs for additional security measures ta avert future cyber
attacks and other financial loss, and (iii) be subject to increased regulation,
litigation ard reputational damage.

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

Certain events, such as an aging workfarce, mismatch of skill set or
complement fo future needs, or unavailabifity of contract resources may lead
to operating challenges and increased costs. Tha challenges include lack
of resources, toss of knowledge base and the lengthy time required for skill
development. In this case, costs, mcluding costs for contractors ta replace
employees, productivity costs and safety costs, may rise, Failure Yo hire and
adequately train replacement employees, including the transfer of significant
internal histarical knowledge and expertise to new employess, or future
availability and cost of contract labor may adversely affect the ability to manage
and operate the business, especially considering the workforce needs associated
with nuclear generation facilities. If the Duke Energy Registrants are unable
to suceessfully attract and retain an appropriately qualified workforce, their
financial position or results of operations could be negatively affected.

Duke Energy's investments and projects located outside of the U.S. expose
it to risks related to fluctuations in currency rates. These risks, and Duke
Energy’s activities fo 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
tisks related fo fluctuations in currency rates. As each local currency's value
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changes refative to the LS. dollar, the value in U.S. dollars of Duke Energy's
assets and liabilities in such locality and the cash flows generated in such
locality, expressed in UL.S. dollars, also change. Duke Energy’s primary foreign
currency rate exposure is to the Brazilian Real.

Duke Energy selectively mitigates some risks associated with foreign
currency fluctuations by, among other things, indexing contracts to the U.S. daollar
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,

The costs of retiring Duke Energy Florida's Crystal River Unit 3 could prove
{o be more extensive than is currently identified.

Exit costs to wind down operations and ultimately to retire and decommission
the plant could exceed estimates and, if not recaverable through the regulatory
process, could adversely affect Duke Energy's. Pragress Energy's and Duke Energy
Florida's financial condition, results of operations and ¢ash flows.

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

The price at which Duke Energy Ohia can sell its generation capacity and
energy is dependent on a number of factors, which include the overall supply
and demand of generation and load, other state legislation or regutation,
transmission congestian, and its business rules. As a result, the prices in
day-ahead and real-time energy markets and RT0 capacity markets are
subject to price volatility. Administrative costs imposed by RTOs, including
the cost of administering energy markets, are also subject to volatility. PIM
conducts Reliability Pricing Model (RPM) base residual auctions for capacity
on aft annual planning year hasis. The results of the PIM RPM base residual
auction are impacted by the supply and demand of generation and load ard
2lso may be impacted by congestion and PIM rules relating te bidding for
Demand Response and Energy Efficiency resources. Auction prices could
fluctuate substantially over relatively short periods of time. Duke Erergy Ohio
cannot predict the outcome of future auctions, but if the auction prices are
sustained at low fevels, its rasults of operations, financial condition and cash
flows could be adversely impacted.

The rutes governing the various regional power markets may also
change, which could affect Duke Energy Ohio’s and Duke Energy Indiana's
costs and/or revenues. To the degree Duke Energy Ohio and Duke Energy
Indiana incur significant additional fees and increased costs to participate in
an RT0, their results of operations may be impacted. Duke Energy Ohio and
Duke Energy Indiana may be allocated a portion of the cost of transmission
facilities built by others due to changes in RTO transmission rate design.
Duke Energy Ohio and Duke Energy Indiana may be reguired to expand their
transmission system according to decisions made by an RTO rather than
their own internal planning process. While RTO transmission rates were
initiafly 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 additicn, RTOs has been developing reles associzted
with the allocation and methodology of assigning costs associated with
improved transmission reliability, reduced transmission congesticn and firm
transmission rights that may have a financial impact on Duke Energy Ohio and
Duke Energy fndiana.

As a members of an RT0, Duke Energy Ohio and Duke Energy Indiana are
subject to certain additional risks, including those assaciated with the aliceation
among RTO members, of losses caused by unreimbursed defaults of other
participants in the RTO markets and those asscciated with complaint cases filed
against an RTO that may seek refunds of revenues previously earned by RTO
members.
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NUCLEAR GENERATION RISKS

Duke Energy Carolinas, Duke Energy Progress and Duke Energy Florida may
incur substantial costs and liabilities due to their ewnership and operation
of nuclear generating fagilities.

Ownership interest in and operation of nuclear statiens by Duke Energy
Carafinas, Duke Energy Progress and Duke Energy Florida subject them to
various risks. These risks include, amang other things: the potential harmfut
effects on the environment and human health resulting from the operation
of nuclear facilities and the storage, handling and dispesal of radicactive
materials; limitations on the amounts and types of insurance commercially
availahle ta caver osses that might arise in connection with nuclear
operations; and uncertainties with respect to the technological and financial
aspects of decommissioning nuclear plants at the end of their licensed lives.

Ownership and operation of nuclear generation facilities requires
compliance with licensing and satety-related requirements imposed by the NRC.
In the event of non-compliance, the NRC may increase regulatory oversight,
impose fines, and/er 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, amang other things, events within
or outside of the contrel of Duke Energy Carolinas, Duke Energy Progress and
Duke Energy Flarida, such as a seripus nuclear incident at a facility owned by
a third party, could necessitate substantial capital and other expenditures, as
well as assessments to cover third-party losses. In additien, if a serious nuclear
incident were to occur, it could have a materiat adverse effect on the results
of operations and financial condition of Duke Energy Carolinas, Duke Energy
Progress and Duke Energy Florida,

LIQUIDITY, CAPITAL REGUIREMENTS AND GOMMON STOCK RISKS

The Duke Energy Registrants raly 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. 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 capita! requirements not satisfied
by the cash flow from their operations and to fund investments originally
financed through debt instruments with disparate maturities, the Duke Energy
Registrants rely on access to short-term money markets as well as longer-term
capital markets. The Subsidiary Registrants also rely on access to short-term
intercompany borrowings. If the Duke Energy Registrants are not able to access
capital at comgetitive rates or at all, the ability to finance their operations and
implement their strategy and business plan as scheduled could be adversely
affectad. An inability to access capital may limit the Duke Energy Registrants’
ability to pursue improvements cr acquisitions that they may otherwise rely on
for future growth.

Market disruptiors may increase the cost of borrowing or adversely
affect the ability to access one or more financial markets. Such disruptions
could include: economic downturns, the bankruptcy of an unrelated energy
company, capital market conditions generally, market prices for electricity
and gas, terrorist attacks or threatened attacks or their facilities or unrelated
energy companies, or the overall heatth 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
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funds when their obligations to do so arisa. 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 a revolving credit facifity to provide back-up for
its commercial paper program ard letters of credit to support variable rate
demand tax-exempt bonds that may be put to the Duke Energy Registrant issuer
at the option of the holder. The facifity includes borrowing sublimits for the Duke
Energy Registrants, each of whom is a party to the credit facility, and financial
covenants that limit the amount of debt that can be outstanding as a percentage
of the total capital for the specific entity. Failure to maintain these covenants at
a particular entity could preclude Duke Energy from issuing commercial paper or
the Duke Energy Registrants from issuing letters of credit or borrowing under the
revolving eredit facility.

The Duks Energy Registrants must meet credit quality standards and there
is no assurance they will maintain investment grade credit ratings. if the
Duke Energy Registrants are unable to maintain investment grade credit
ratings, they would be required under credit agreements to provide coflat-
eral in the form of letters of credit or cash, which may materially adversely
affect their liquidity.

Each of the Duke Energy Registrants’ senior long-term debt issuances is
currently rated investment grade by various rating agencies. The Duke Energy
Registrants cannat ensure their senior long-term debt will be rated investment
grads in the future.

If the rating agencies were to rate the Duke Energy Registrants below
investment grade, their barrowing costs would increase, perhaps significantly.
In addition, their potential pool of investors and funding sources would likely
decrease. Further, if the short-term debt rating were to fall, access to the
commercial paper market could be significantly limited. A reduction in liquidity
and borrowing availability could ultimately impact the ability to indefinitely
reinvest the earnings of Duke Energy’s international aperations, which could
result in significant income taxes that would have a material effect on its results
of operations.

A downgrade below investment grade could also require the posting of
additional collateral in the form of letters of credit or cash under various credit,
tommpdity and capacity agreements and irigger termination clauses in some
interest rate derivative agreements, which would require cash payments. All
of these events would likely reduce the Duke Energy Registrants’ liquidity and
profitability and could have a material effect on their financial position, results of
operations of cash fiows.

Non-compliance with debt covenants or conditions could adversely affect
the Duke Energy Registrants' ability to execute future borrowings.

The Duke Energy Registrants’ debt and cradit agreements contain
various financial and ether covenants. Failure to meet those covenants beyond
applicable grace periods could result in accelerated dus dates and/or termination
of the agreements.

Market performance and other changes may decrease the value
of the NDTF investments of Duke Energy Carolinas, Duke Energy
Progress and Duke Energy Florida, which then could require
significant additional funding.

Owimership and operation of nuclear generation facilities also requires the
maintenance of funded frusts that are intended to pay for the decommissioning
costs of the respective nuclear power plants. The performance of the capital
markets affects the values of the assets held in trust to satisfy these future
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obligations, Duke Energy Carolinas, Duke Energy Progress and Duke Energy
Florida have significant obligations in this area and hold significant assets in
these trusts. These assets are subject to market fluctuations and will yield
uncertain returns, which may fall below projected rates of return. Although

a number of facters 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, Duke Energy
Progress and Duke Energy Florida are unable to successtully manage their NDTF
assets, their financiaf condition, results of operations and cash flows could be
negatively affected.

Poor investment performance of the Duke Energy pension plan
holdings and other tactors impacting pension plan costs could
unfavorably impact the Duke Energy Registrants’ liguidity and results
of operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS

The costs of providing nan-contributory defined benefit pensicn 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, future government regulation and required
or voluntary contributions made to the plans. 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
{0 increase the vatue of plan assets and, depending upon the other factors
impacting costs as listed abave, Duke Energy could be required ta fund its
pfans 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 an the Duke Energy Registrants’ financial position,
results of operations or cash flows.

None.
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ITEM 2. PROPERTIES

REGULATED UTILITIES

The following table provides information related to Regu'ated Utilities’ electric generation stations as of December 31, 2013. The MW displayed in the table

below are based on summer capacity.

Total MW Owned MW Ownership
Fatility Plant Type Primary Fuel Location Capacity Capacity Interest
Duke Energy Carolinas
Oconge Nuclear Uranium sC 2538 2538 100%
Catawba™ Nuclear Uranium sC 2,258 435 19.25
McGuire Nuciear Uranium NC 2,258 2.258 100
Belews Creek Fossit Steam Coal NG 2.220 2220 100
Marshall Fassil Steam Coal NC 2,078 2.078 100
JE. Rogers Fossil Steam Coal NG 1,377 1377 100
Bad Creek Hydro Water 5C 1,360 1.360 100
Lincoln Combustion Turbme Gas/il NG 1,267 1,267 100
Allen Fossil Steam Coal NC 1,127 1127 100
Rockingham Combustion Turbine Gas/0il NG 825 825 100
Jocassee Hydro Water SC 780 780 100
Dan River Combined Cycle (as NG 637 637 100
Buck Combined Cycle Gas NC 631 631 100
Mill Creek Combustion Turbine Gas/Qil SG 536 596 100
WS Lee Fossil Steam Coat S 378 3N 100
Cowans Ford Hydro Water NG 325 325 100
Keowee Hydro Water SC 152 152 100
W.S. Lee Combustion Turbing Gas/0il SC 82 82 100
Distributed generation Renewable Solar NG 8 8 100
Other small hydro {25 plants) Hydro Water NC/SC 663 663 100
Total Duke Energy Carolinas 21,552 19,729
Duke Energy Progress
Roxboro™ Fassil Stgam Coal NC 2432 2,342 96.30%
Brunswick™ Nuclear Uraniym NG 1,870 1,527 8167
Smith Combined Cycle Gas/Qil NC 1,102 §.102 100
Harris™ Nucfear Uranium NC 928 778 83.83
H.E Lee Combined Cycle Gas/0il NC 920 920 100
Wayne County Combustion Turhing Gas/0il NC 863 863 100
Smith Combustion Turbine Gas/0il NG 813 813 100
Darlington Combustion Turbine Gas/Qul sC 789 789 100
Rebinson Nuclear Uranium SC 7l 741 100
Maya™ Fossil Steam Coal NG 727 609 8383
L.V. Sutton Combined Cycle Gas/0il [ 622 627 100
Asheville Fossil Steam Coal NC 376 376 100
Asheville Combustion Turbine Gas/Ail NG 324 324 100
Weatherspoon Combustion Turbine Gas/0il NG 129 129 100
Walters Hydro Water NC 112 112 100
L.V, Sutten Combustion Turbine Gas/0il NC 61 6l 100
Blewett Combustion Turbine qil NC 52 52 100
(ther small hydro {3 plants) Hydro Water NC 110 10 100
Total Duke Energy Progress 12,971 12,2710

20



PART |

Total MW Owned MW Ownership
Facility Plant Type Primary Fuel Location Capacity Capacity Interest
Duke Energy Florida
Crystal River Fossil Steam Coal FL 2,291 2291 100%
Hines Combined Cycle Gas/Qil FL 1912 1912 100
Bartow Combired Cycle Gas/Qil FL 1074 1.074 100
Anclote Fossil Steam Gas/Qil fl 1.011 1011 100
Intercession City™ Combustion Turtine Gas/0il Fl 986 986 {c)
DeBary Combustion Turbine Gas/0il FL 636 636 100
Tiger Bay Combined Cycle Gas/0il FL 205 205 100
Bartow Combustion Turbine Gas/Cil FL 177 177 100
Bayboro Combustion Turbine Qil FL 174 174 100
Suwannee River Combustion Turbine Gas/0il fl 155 135 100
Turner Combustion Turbine it fL 134 134 100
Suwannee River Fossil Steam Gas/0il FL 129 129 100
Higgins Combustion Turbine Gas/0il fL 105 105 100
Avon Park Combustion Turbine Gas/0il FL 18 48 100
University of Flotida Cogeneration Combustion Turbine Gag FL 46 48 100
Rio Pinar Combustion Turbine Qil FL 12 12 100
Total Duke Energy Florida 9,095 9,095
Duke Energy Ohio
East Bend* Fessil Steam Coal KY 600 14 69%
Woodsdale Combustion Turbine Gas/Propane OH 462 462 100
Miami Fort (Unit 6) Fossil Steam Coal OH 163 163 100
Total Duke Energy Chio 1,225 1,039
Duke Energy Indiana
Gibson' Fossil Steam Caal IN 3132 2822 90.10%
Cayuga® Fossil Steam Coal/0il IN 1,005 1,005 100
Wabash River® Fossil Steam Coal/0it IN 676 676 100
Edwardsport Fossil Steam Coal IN 595 595 100
Madison Combustion Turhine Gas CH 576 576 100
Vermillion™ Combustion Turbine Gas IN 568 355 62.50
Wheatland Combystion Turbine Gas IN 460 460 100
Noblesville Combined Cycle Gas/0if IN 285 285 100
Gallagher Fossil Steam Coal N 280 280 100
Henry County Combustion Turbine Gas/0il iN 129 129 100
Cayuga Combustion Turbine Gas/Qil IN 99 99 100
Connersvilie Combustion Turbine il N 26 36 100
Miami Wabash Combustion Turbine Oil IN 80 80 100
Markland Hydra Water IN 45 45 100
Total Duke Energy Indiana 8,016 7493
Total Regulated Utilities 52,859 49,626
Totals by Plant Type
Nuclear 10,393 8,217
Fossil Steam 20.589 19,885
Combined Cycle 7,388 7,388
Combuystion Turbine 10,734 16,521
Hydro 3.547 1547
Renewable 8 8
Total Regulated Utilities 52,859 49,626

fa}) Jointly owned with North Carolina Municipal Power Agency Number 1. North Carolina Electric Membership Corporation and Predmont Municipal Power Agency

(8} Jointly owned with North Carchina Eastern Municipal Power Agency,
{c)  Duke Erergy Florida owns and operates Intercession City Station Units 1-10 and 12-14. Umit 11 is jointly owned with Georgia Power Company. Georgia Power Company has the exclusive right to the output of this umt dunng

the months of June through September. Duke Energy Flonda has the exclusive right to the output of this unit for the remainder of the year
(d)  Jountly ewned with The Oaylon Power and Light Company

(e)  Duke Energy Indiana owns and operates Gibson Station Uinits 1-4 and owns 50.05 percent of and operates Uit 5. Unit 5 is jointly owned with Wabash Valley Power Association, inc and indiana Municipal Power Agency.

8 includes Cavega internal Combusbon (IC).

(g8 Includes Wabash River iC.

() Jountly owned with Wabash Valley Power Association.
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The following table provides information related to Regulated Utilities' electric transmission and distribution properties as of December 31, 2013.

Duke Duke Duke  Duke Duke Total
Energy  Energy Energy Energy Energy Regulated
Carolinas Progress Florida  Ohip Indiana  Utilities

Electric Transmission Lines
Miles of 525 KV 600 300 200 — — 1,100
Miles of 345 KV — — — 1,000 700 1,700
Miles of 230 K 2,600 3300 1,700 — 700 8,300
Miles of 100 to 161 KV 6.800 2600 1000 700 1,400 12,500
Miles of 13 to 6% KY 3.100 — 2300 800 2500 8,700
Total conductor miles of electric transmission lines 13,100 6200 5200 2500 5300 32,300

Electric Distribution Lines

Miles of overhead lines 66700 44600 24,100 13800 22500 171,700
Miles of underground line 35,600 23000 17,300 5700 8400 90,000
Total conductor miles of electric distribution lines 102300 67,600 41400 19500 30500 201,700
Number of electric transmission and distribution substations 1,500 3008 500 300 500 3,300
Miles of gas mains — — — 1200 — 7.200
Miles of gas service lines — — — 6,100 — 6,100

Substantially a!l of Regulated Utilities’ electric plant in service are mortgaged under indentures relating to Duke Energy Carolinas', Duke Energy Progress’, Duke
Energy Fiorida's, Duke Energy Ohia’s and Duke Energy Indiana's various series of First Martgage Bonds.

INTERNATIONAL ENERGY

The following table provides additional information related ta International Energy’s electric generation stations as of December 31, 2013. The MW displayed in

the table below are hased on summer capacity.

Total MW Owned MW Ownership
Facility Primary Fuel Location Capacity Capacity Interest
Paranapanema™ Water Brazil 2275 2,089 92%
Egenor Water/Diesel Pery 622 622 100
Cerros Coforados Water/Gas Argentina 576 524 91
DEI Chife Water/Digsel/Gas Chile 380 380 100
DEI El Salvador Oil/Diesel £l Salvador 328 296 90
DEI Guatemala Qil/Diesel/Coat Guatemala 336 356 100
Blectroguil Diesel Ecuador 192 163 25
Aguaytia Gas Peru 170 173 140
Tota! international Energy 4399 4,600

(@) Includes Canoas | ang Il which are jowtly owned with Compantua Brasileira de Aluminio, as well as the whally owned Palmeiras and Retiro small hydro pfants,

International Energy also owns a 25 percent equity interest in NMC. In 2013, NMC produced approximately 800,000 metric tons of methanal and approximately
! million metric tons of MTBE. Approximately 40 percent of methanal is normally used in the MTBE production.

COMMERCIAL POWER

The follawing table pravides informaticn selated to Commercial Power's electric generation stations as of December 31, 2013. The MW displayed in the table

below are based on summer capacity.
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Total M Owned MW Ownership
Facility Plant Type Primary Fuel Location Capacity Capacity Interest
Duke Energy Ohio
Styart® Fossil Steam Coal OH 2,308 900 39%
Zimmer® Fossil Steam Coal OH 1,300 605 45.5
Harging Rock Combined Cycle Gas OH 1,226 1,226 100
Miami Fort (Units 7 and 8) Fossil Steam Coal OH 1,020 652 ¢4
Beckjord'# Fossit Steam Coal OH 802 543 61.7
Conesville™® Fossil Steam Coal {H 780 312 40
Washington Combined Cycle Gas QH 617 617 100
Fayefte Combined Cycle Gas PA 614 614 100
Killgn®® Fossil Stearn Coal OH 600 198 33
Lee Combustion Turbing Gas 1L 268 568 100
Beckjord Combustion Turbine oil OH 188 188 100
Dick's Creek Combustion Turbine Gas OH 136 136 100
Miami Fort Combustion Turbine il OH 36 5 100
Total Duke Energy Chio 10,215 6,615
Duke Energy Renewables
Los Vientos Wirdpower Renewable Wind I 402 402 100%
Top of the World Renewable Wind wY 200 200 100
Notrees Renewable Wind ™ 153 153 100
Campbell Hill Renewable Wind WY 99 93 100
North Allegheny Renewable Wind PA 70 70 100
Lauret Hill Wind Energy Renewabie Wind PA 69 69 160
Deotillo Renewable Wind T* 39 59 100
Kit Carson Renewable Wind Co ot 3l 100
Silver Sage Renewable Wind wY 42 42 100
Happy Jack Renewable Wind WY 29 23 100
Shirley Renewable Wind wi 20 20 100
Highlander Renewable Solar CcA 21 21 100
Bagdad Renewabe Solar A 15 15 100
TX Solar Renewabie Solar T 14 14 100
Washinglen White Post Renewable Solar NC 12 12 100
QOther small solar Renewable Solar Various 44 44 100
Total Duke Energy Renewables 1,300 1,300
Total Commercial Power 11515 1315
Totals By Plant Type
Fossil Steam 6810 320
Combined Cycle 2457 2457
Combustion Turbine 948 948
Renewable 1,300 1,300
Total Commercial Power 11,513 1,915

@y jounkly ewned with Ohuo Power Company and/of The Dayton Power & Light Company.

{b) Stahon ts not operated by Duke Energy Ohio.

() Beckword Unit 4 with a total capacry of 150 MW was retired on February 17, 2014,

In addgition 1o the above facitities, Commercial Pawer owns an equily interest in the 535 MW capacity Sweetwater wind projects located in Texas, the 295 MW
capatity DS Comerstone wind projects located in Kansas and the 13 MW capacity INDU Solar Holding JV. Commercial Power’s share in these projects is 440 MW,

OTHER

Duke Energy owns appraximately 5.2 million squars 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, ingluding regulatory and
envirgnmentat matters, see Nota 4 to the Gonsolidated Financial Statements,
“Regulatary Mattars™ and Note 5 to the Consalidated Financial Statements,
“Commitments and Contingencies — Litigation” and "Commitments and
Contingencies — Environmental.”

Ash Basin Litigation

North Carolina Department of Environment and Natural Resources
Enforcement Actions

In the first quarter of 2013, environmental organizations sent notices
of intent ta sue to Ouke Energy Carolinas and Quke Energy Prograss related
to alleged groundwater violations and Clean Water Act violaticns from ¢oal
ash ponds at two of their coal-fired power plants in North Carglina. The North
Carolina Department of Ervironment and Natural Resources {DENR) file
enforcement actions against Duke Energy Carolinas and Duke Energy Progress
alleging vialations tf water discharge permits and North Carolina groundwater
standards. The case against Duke Energy Carolinas was filed in Mecklenburg
County Superior Court. The case against Duke Energy Progress was filed in
Wake County Superior Court. On October 4, 2013, Duks Energy Carolinas,

Duke Energy Progress and DENR negotiated a proposed consent order. The consent
order assesses civil penalties (approximately $100,000 in the aggregate)

and imposes a compliance schedufe raquiring Ouke Energy Carolinas and Ouke
Energy Progress to undertake monitoring and data collaction activities toward
making appropriate carrective action to address any substantiated violations.
On February 10, 2014, DENR asked the court to postpone consideration of the
consent order while DENR reviews Duke Energy Carolinas” and Duke Energy
Progress’s coal ash ponds in light of the release that occurred at Dan River on
February 2, 2014. On February 20, 2014, DENR informed the court it will make 2
recommendation on the preposed consent order by March 21, 2014. See Note 5
to the Consolidated Finarcial Statements, “Commitments and Contingencies —
Litigation — Duke Energy Carolinas” for additional information related to the Dan
River release.

On August 16, 2013, the DENR filed an enforcement action against Duke
Energy Carolinas 2nd Duke Energy Progress related to their remaining plants in
North Caralina, alleging violations of the Clean Water Act and viofations of the
North Caralina grourdwater standards. The case against Duke Energy Carolinas
was filed in Meckienburg County Superior Court. The case against Duke Energy
Progress was filed in Wake County Superior Court. Both of thesa cases have
been assigned to the judge handling the enforcement actions discussed above,
Catawba Riverkeeper Foundation, Inc. (Catawba Riverkeeper) moved to intervene
in the Duke Energy Carolinas case. Southern Environmentaf Law Center, on
behalf of several gnvironmental groups, moved to intervene in the Duke Energy
Progress case. On November 17, 2013, the court granted, in part, Catawba
Riverkeeper's and Southern Environmental Law Center's motians to intervene,
allowing them full party status as to certain plants, but granting only permissive
intarvention for the remaining plants.

Catawba Riverkeeper Foundation, Inc. v. Duke Energy Carolinas

On June 11, 2013, Catawba Riverkeeper filed a separate action in the
United States Court for the Western District of North Caralina. The lawsuit
contends the state enforcement action discussed abave does not adequately
address issues raised in its notice of intent to sue. On August 1, 2013, Duke
Energy Caralinas filed a motion to dismiss this case in light of North Carolina’s
difigent prosecutian in the state enforcement actions. Catawba Riverkeeper
filed objections to the Magistrate’s recommendation of dismissal on
December 18, 2013.
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Cape Fear River Watch, Inc., Sierra Club, and Waterkeeper Alliance v.
Duke Energy Progress

On September 12, 2013, Cape Fear River Watch, Inc., Sierra Club, and
Waterkeeper Alliance filed a citizen suit in the Federal District Court for the
Eastern District of North Carolina, The lawsuit alleges unpermitted discharges
to surface water and groundwater violations. Duke Energy Progress filed a motion
to dismiss this lawsuit on Kovember §, 2013,

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

Avian Mortalities

On November 22, 2013, Duke Energy entered into a seftlement with the
.S, Department of Justice (D0J) related to the incidental deaths of golden eagles
and other migratory birds resulting from turbine callisions at four wind farms in
Wyoming. Terms of the agreement include two misdemeanor violations of the
Migratory Bird Treaty Act, payment of $1 million in fines and restitution, five
years' probation, and implementation of a migratory bird compliance plan. The
agreement includes a ten-year non-prosecution agreement for future incidental
deaths at four facilities. Duke Energy undertakes adaptive management practices
designed to avoid and minimize additional avian impacts.

Brazilian Transmission Fee Assessments

On July 16, 2008, Duke Energy International Geracao Paranapanema
S.A. {DEIGP) filed a lawsuit in the Brazilian federal court challenging
transmission fee assessments imposed under two new resolutions promulgated
by the Brazilian electricity regulatary agency (ANEEL) {collactively, the
Rescluticns). The Resolutions purpart to impose additional transmission fees
an generation companies located in the State of Sao Paulo for utilization of the
electric fransmission system. The fees were retroactive to July 1, 2004 and
eftective through June 30, 2009. The charges were based upon a flat-fee that
failed to take into account the locational usage by each generator. DEIGP's
additicnal assessment under these Resalutions amounts to approximately
$57 millian inclusive of interast through December 2013. Pending resolution
of this dispute on the merits, DEIGP deposited the disputed portion of the
assessment into a court-manitored escrow, and paid the undisputed portion to
the distribution companies. In a decision published er October 2, 2013, the trial
court affirmed an additional fing imposed by ANEEL on April 1, 2009 for DEIGP's
tailure to pay the disputed portion of the assessment. DEIGP appealed the trial
court's rufing and deposited $10 million into a court-monitored escrow.

Brazilian Regulatory Citations

In September 2007, the State Environmental Agency of Parana (IAP)
assessed seven fines against DEIGP totaling $15 million for failure to comply
with reforestation measures allegedly required by state regulations in Brazil,

On January 14, 2010, DEIGP received a notice that ane of the fines was
subsequently increased, on grounds that DEIGP is an 2lleged repeat offender;
however, in 2012 the decision to 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 $3 million, were judged to

be valid in the administrative courts. DEIGP challenged those administrative
rulings in the Brazilian state courts, by filing judicial actions far annulment and
also requested its payment obligations be enjoined pending resolution an the
merits. In one of the four cases, the court granted DEIGP’s request for injurction,
and subseguently ruled on the merits in favor of DEIGP The plaintiff filad an
appeal. In two of the four cases, the court granted DEIGP's request for injunction,
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and a decision on the merit is pending. in the fourth case, DEIGP's request for
injunction was denied; however, DEIGP was granted permission to deposit the
total amount of the fine in the court registry and to suspand entry of the debt in
the state fax liability roster.

Additionally, DEIGP was assessed three environmental fines by the
Brazilian federal ervironmental enforcement agency, Brazil Institute of
Environment and Renewable Natural Resources (IBAMA), totaling appraximately
$1 million for improper maintenance of existing reforested areas. DEIGP believes
that it has property maintained all reforested areas and has challenged these
assessments.

ITEM 4. MINE SAFETY DISCLOSURES

Gibson Notice of Violations

Pursuant to Notices of Violation dated Jure 23, 2011 and July 16, 2013,
the EPA has asserted that, on several occasions between Avgust 1, 2008 through
March 31, 2013, Duke Energy Indiana’s Gibson steam station violated opacity
limits contained in its Title ¥ permit. Duke Energy Indiana expects {o enter inte
a settlement agreement with the EPA in the first quarter of 2014, which would
require payment of a civil penalty of $199,000.

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 symbal DUK). As of February 25, 2014, there ware
approximately 181,065 commaon stockholders of record.

Common Stock Data by Quarter

2013 2012
Stock Price Stock Price
Range™ Range®

Dividends Dividends

Declared Declared
Per Share High Low  PerShare® High Low
First Quarter $0.765  $7268 36444 $0750  $66.33  $62.01
Second Quarter™ 1545 75.46 64.62 1515 70.20 60.57
Third Quarter —_ 12.01 64.15 — £9.87 63.03
Fourth Quarter 0.780 73.53 66.05 0.765 65.90 5663

{a)  Stock prices represent the intra-day hgh and low stock price.

(6) On July 2, 2012. immediately prior to the close of the merger with Progress Energy, Duke Energy executed a one-Tor-three reverse stock spit All per share amounts for are presented as if the one-for-three reverse stock spiit
had been effective at the begmning of the earhiest period presented.

) Duadends m the second quarter of 2013 increased from $0.785 pec shars to $0.78 per share and dondends in the second quarter of 2012 wereased from $0.7% per share 1o $0.755 per share

Duke Energy expects to continue its policy of paying reguter cash Duke Energy’s operating subsidiaries have certain restrictions on their
dividends; hawever, there is no assurance as to the amount of future dividends ability to transfer funds irs the form of dividends or loans to Duke Energy. See
as they depend on future earnings, capital requirements, and financial condition,  Note 4 to the Consolidated Financial Statements, “Regulatary Matters” for
and are subject to declaration by the Board of Directors. further information regarding these restrictions.

Securities Authorized for Issuance Under Equity Compensation Plans

Duke Energy will provide infarmation that is responsive to this ltem 5 in its definitive proxy statement or in an amendment ta this Annual Report not fater
than 120 days after the end of the fiscal year covered by this Annual Report, in either case under the caption “Security Ownership of Certain Beneficial Qwners and
Management and Related Stockholder Matters,” and passibly elsewhere therein. That information is incorporated in this Item 5 by reference,

Issuer Purchases of Equity Securities for Fourth Quarter of 2013

There were no repurchases of equity securities during the fourth quarter of 2013.
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Stock Performance Graph

The performance graph below fflustrates a five year comparison of cumulative total returns of Duke Energy Corporation commen stock, as compared with the
S&P 500 Stock Index and the Philadelphia Utility Index for the five-year period 2008 through 2013,

This performance graph assumes an initiaf investment of $100 invested on December 31, 2008, in Duke Energy common stack, in the S&P 500 Stock Index and
in the Philade!phia Utitity Index and that all dividends are reinvested.
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[ ——Duke Energy Corporation —B— S&P 500 Index —&— Philadelphia Utility Index

NYSE CEOQ 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 Repart on Form 10-K for the year ended December 31, 2013
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ITEM 6. SELECTED FINANCIAL DATA

{in millions, except per-share amounts) 013 012 01 2010 2009
Statement of Qperations™
Total operating revenues $ 24598  § 19624 $14529 314772 1213
Operating income 4982 3,126 2117 2461 2,249
Income from continuing operations 2,659 1746 1713 1320 1,073
Net income 2,676 1,782 1,714 1323 1,085
Net income attributable to Duke Energy Corporafion 2665 1,768 1706 1320 1,075
Common Stock Data
Income from continuing operations attributable to Duke Energy Corporation common sharehalders®
Basic $ 314 % 301 % 383 $ 299 § 24
Diluted 374 30 383 299 246
Net income attributable to Duke Energy Corporation common shareholders®
Basic $ 31 % 307 % 383 % 300 % 249
Diluted 36 39 383 3.00 249
Dividends declared per share™ 3.09 3.03 297 291 282
Balance Sheet
Total assets $114779  $113,856  $62.526  $59,090  $57.040
Long-term debt including capital leases and redeemable preferred stock of subsidiaries, less current maturities 38,152 36,444 18.679 17,935 16.113

() Sigmficant transactions reflected n the results above include: (3 2013 charges related to Crystal River Unit 3 and nuciear development costs {see Note 4 to the Consoldated Financial Statements, “Regulatory Matters”):
(i} the 2612 merger with Progress Energy (see Note 2 to the Consolidated Financial Statements, “Acquisitions, Disposiions and Sales of Other Assets”); () 2012 and 2011 charges refated to the Edwardsport Integrated
Gasrfication Combned Cycle {IGCC) project {see Note 4 to the Consclidated Financiat Statements); and {iv) 2010 impairment of goodwill and other assets

{6} OnJuly 2. 2052, mmediately pnior to the mesger with Progress Energy, Duke Energy executed a one-for-three reverse stock split. All share and earmings per share amounts are presented as f the one-Tor-three reverse stogk

sphit had been effective at the beginning of the earliest pencd 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 generafly accepted accounting principles (GAAP)
inthe 1.S., as well as certain non-GAAP financial measures such as adjusted
earnings, adjusted earnings per share and adjusted segment income, discussed
below. Generally, a 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 to, and not
a stibstitute for, financial measures presented in accordance with GAAP, Non-
GAAP measuras as presented kerein may not be comparable to similarly 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,
Duka Enargy Caralinas, Progress Energy, Duke Energy Progress, Duke Energy
Florida, Duke Energy Ohio and Duke Energy [ndiana. However, nore of the
registrants makes any representation as to infarmation related solely to Duke
Energy or the Subsidiary Registrants of Duke Energy other than itself.

DUKE ERERGY

Duke Energy Corporation (collectively with its subsidiaries, Duke Energy)
is an energy company headquartered in Charlotte, North Caralina. Duke Energy
operates in the LS. primarily through its wholly owned subsidiaries, Duke Energy
Carolinas, Duke Energy Progress, Duke Energy Florida, Duke Energy Ohig, and
Duks Energy Indiana, as well as in Latin America.
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When discussing Duke Energy’s consoiidated financial information, it
necessarily includes the results of the Subsidiary Registrants, which, along with
Duke Energy, are collectively referred to as the Ouke Energy Registrants.

Management's Discussion and Analysis should be read in conjunction
with the Cansolidated Financiaf Statements and Notes for the years ended
December 31, 2013, 2012, and 2011.

Executive Overview

MERGER WITH PROGRESS ERERGY

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, Duke Energy Progress and Duke
Energy Florida, Progress Energy’s regulated utility subsidiacies, are now indirect
wholiy owned subsidiaries of Duke Energy. Duke Energy’s consalidated financial
statements include Progress Energy, Duke Energy Progress and Duke Energy
Florida activity beginning July 2, 2012.

Immediataly preceding the merger, Duka Energy completed a one-tor-three
reverse stock split with respect to the issued and outstanding shares of Duke
Energy common stock. Al share and per share amounts presented herein reflect
the impact of the one-for-three reverse stock split.

Far additional information on the details of this transactian including
regulatory conditions and accounting implications, see Note 2 to the
Cansolidated Financial Statements, “Acquisitions ard Dispositions of Businesses
and Sales of Other Assets.”
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2013 FINANCIAL RESULTS

The foflowing table summarizes adjusted earnings and net income
attyibutable to Duke Energy for the years ended December 31, 2013, 2012
and Z2011.

Years Ended December 31,
2013 012 2011

{in millions, Per Per Per
except per diluted diluted diluted
shars amounts) Amount share Amount share Amount share
Adjusted

gamnings* $3.071 $435 $2483 $432 $1943 $438
Net income

attributable to

Duke Energy $2665 $376 $1768 $307 $1706 $383

{a) See Results of Operations below for Duke Energy’s defintion of atjusied earnings as well as a
reconciliation of this non-GAAP financial measure to net income attnbutable to Duke Energy.

Adjusted earnings increased from 2012 to 2013 primarily due to the
inclusion of a full year of Progress Energy results in 2013, the impact of the
revised rates, net of higher depreciation and amortization expense and lower
2llowance for funds used during construction {AFUDC). Adjusted earnings
increased from 2011 to 2012 primarily due to the inclusian of Progress Energy's
restlts beginning July 2012, and the impact of the 2011 Duke Energy Carolina's
rate cases.

See “Resutts of Operations” belew for & detailed discussian of the
consolidated results of operations, as well as a detailed discussion of financial
results for each of Cuke Energy's reportable business segments, as well as
Other.

2013 AREAS QF FOCUS AND ACCOMPLISHMENTS

In 2013, Duke Energy was focused on completing the fleet modernization
program, achieving constructive outcomes in its rate cases, resolving key
issues — including the future Crystal River Unit 3 nuclear station, improving
nuclear fieet performance, and realizing merger integration plans,

Completing tha Fleet Modernization Program

During 2013, Duke Energy completed its $9 billior fieet modernization
program. This program 2dded approximately 6,600 MW of new combined-cycle
natural gas and state-of-the-art coal capacity in North Carglina, South Carolina
and Indiana. This new generation will replace up to 6,700 MW of older coal and
oil plants, already retired or scheduled for retirement by 2015. The Edwardsport

IGCC and Sutton combined-cycle natural gas plant in Wilmington, North Carolina,

were placed in commercial service in June and November, respectively.

At Edwardsport, Duke Energy has been testing, tuning and optimizing the
unit. All major technology systems have been validated. Performance testing
was delayed in January by extreme weather, which also caused some equipment
issues that are being resolved. The Edwardsport IGCC project fs expectad to
achieve its full aperational capabilities later this year and to be completad within
the revised cost estimate of $3.5 billion.

Achieving Constructive Ouicomes in Rate Cases

Duke Energy reached constructive regulatory autcomes in all five of its
general rate cases to recaver investments made to modernize its fleet. When
fully implemented, the base rate cases will add approximately $600 million
in annualized revenues, while keeping custamers’ retail priced below natignal
averages.
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Resolving Key Issues

Duke Energy also made the decision to retire Crystal River Unit 3, resclvad
insurance ¢laims with its insurance provider, Nuclear Electric Insurance Limited
(NEIL), and obtained appraval from the FPSC of a comprehensive settlement,
This setlament agreement addressed cost recovery of the nuclear unit, Crystal
River 1 and 2 coal units, and the proposed Levy Nuclear Station (Levy). The
seftlement agreement also provides for new generation in the latter half of this
decade to meet customer demand.

Improving Nuclear Fleet Performance

In 2013, Duke Energy’s nuclear fleet achieved a capacity factor of
§2.8 percent, the 15” cansecutive year with a capacity factor over 90 percent.
Duke Energy has made targeted investments at nuclear stations to bring the
entire fleet to consistent level of excelient performance. In particular, the
Robinson Nuglear Station (Robinson) completed a record continuous run of
531 days before beginning a scheduled refueling cutage in September. This
camplemented the record of continuous runs achieved at Oconee Nuciear Station
Unit 2 and Unit 3.

Realizing Merger Integration Plans

Duke Energy expects to exceed its original targets for fuel and joint-
dispatch savings, which benefit customers in North Carolina and South Carolina.
Through 2013, Duke Energy has recorded approximately $190 million of
cumulative fuel and joint-dispatch savings since the merger ¢losed. In addition,
approximately 65 percent of the total guaranteed savings of $687 milfion have
been contractually locked-in or genarated.

Duke Energy is also realizing cost synergies by eliminating duplicative
functions and has exceeded the original target of five to seven percent in
non-fuel pperating and maintenance savings. Duke Energy is on pace to deliver
about nine percent, or approximatety $550 million, of non-fuel operating and
maintenance expense in 2014,

2014 OBIECTIVES

Duke Energy is dedicated to the energy experience that customers value
and trust, Duke Energy strives for leadership and excellence that benefit
customers, shareholders and employees. Objectives for 2014 are:

» Cantinue fo grow a zero-injury culture and deliver top-decile safety results,
* Develnp and engage employees,

« Deliver new value by improving the customer experience and advancing
more flexible regulatory models,

= Establish a rigorous process for managing business and financial
performance to deliver customer value at a competitive price,

* Successfully complete 2014 integration milestones and continue
inngvative use of technology to deliver value,

* Achieve 2014 financial goals, including delivering adjusted diluted EPS
guidance range of $4.45 - $4.60, and advance viable future growth
opportunities for regulated and nonregulated businesses, and

* Serva as a respected leading voice in helping to shape national and
state energy policies.

Due to the forward-looking nature of the adjusted difuted EPS rarge, infarmation
to recancile this non-GAAP financial measure to the most directly comparable
GAAP financial measure is not available at this time, as Duke Energy is unable
ta forecast all special items, the mark-to-market impacts of economic hedges

in the Commercial Power segment, or any amounts that may be reparted as
discontinued operations or extraordinary items for future periods.
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Results of (perations

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

Management evaluates financial performance in part based on the non-
GAAP financial measures, adjusted earnings and adjusted diluted earnings per
share (EPS}. These items are measured as income from continuing operations
after deducting income attributable to noncentroffing interests, adjusted for the
dollar and per share impact of special items and mark-to-markat impacts of
economic hedges in the Commercial Power segment. Special items represent
certain charges and credits, which management believes will not be recurring
on a regular basis, although it is reasonably possible such charges and credits
could recur. Mark-to-market adjustments reflect the impact of derivative
contracts, which are used in Duke Energy’s hedging of a partion of the economic
value of its generation assets in the Commercial Power segment. The mark-
to-market impact of derivative contracts is recognized in GAAP earnings
immediately as such derivative contracts do not quality for hedge accounting
or regulatory treatment. The economic value of generation assets is subject
to fluctuations in fair value due to market price volatility of input and output
commodities {e.g. coal, electricity, natural gas). Economic hedging involves
both purchases and sales of those input and output commodities related to
generation assets. Operations of the generation assets are accounted for under
the accrual method. Management believes excluding impacts of mark-toe-market
changes of the derivative contracts from adjusted earings until settiement
better matches the financial impacts of the derivative contract with the portion
of economic value of the underlying hedged asset. Management helieves the
presentation of adjusted earnings and adjusted diluted EPS provides useful

OVERVIEW

information ta investors, as it provides them an additional relevant comparisen
of Duke Energy’s performance acrass periods. Management uses these nan-
GAAP finantial measures for planning and forecasting and for reporting results
to the Board of Directors, employees, shareholders, analysts and investors
concerning Duke Energy's financial performance. The most directly comparable
GAAP measures for adjusted earnings and adjusted diluted EPS are Net Income
Attributable to Duke Energy Corporation and Diluted EPS attributable to Duke
Energy Corporation common shareholders, which include the dollar and per
share impact of special items, mark-to-market impacts of economic kedges in
the Commercial Power segment and discontineed operations.

Management evaluates segment performance based on segment income,
Segment incame is defined a$ income from continuing operations ret of income
aftributable to noncontrolling interests. Segment income, as discussed below,
includes intercompany revenues and expenses that are eliminated in the
Consolidated Financial Statements. Management also uses adjusted segment
income as a measure of historical and anticipated future segment parformance.
Adiusted segment income is a non-GAAP financial measure, as it is based
upor segment income adjusted for special items and mark-to-market impacts
of economic hedges in the Commercial Power segment, Management believes
the presentation of adjusted segment income provices 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
measuse for adjusted segment income is segment income, which represents
segment income from continuing operations, including any special items and
mark-to-market impacts 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.

The following tabla reconciles non-GAAP maasures to the most directly comnarable GAAP measure.

Year Ended December 31, 2013

Total Per
Regulated Inernational Commercial Reportable Duke Diluted
(in millions, except per share amounts) Utilities Energy Power Segments Other Energy Share
Adjusted segment income $2,176 $ 408 $15 $3199  $(28 $30M $435
Crystal River Unit 3 charges (215) — — (215) —_ (215} {0.31)
Costs to achieve Progress Energy merger — — — - (184) {184) {0.26)
Nuclear development chacges (57} — — (5T — (an (.08}
Litigation reserve — —_ — — (14) (14 (0.02)
Economic hedges (Mark-te-market) — — (3 3 — (3) (0.01)
Asset sales — — {15) {13) 65 50 0.07
Segment income (loss) $2,504 $ 408 $ (3 $2909 ${261) $2643
Income from Discontinued Operations 17 0.02
Net Income Attributable to Duke Energy $2,665 $316
Year Ended December 31, 2012
Total Per
Regulated Interational Commercial Reportable Duke Diluted
(in millions, except per shars amounts) Utilities Energy Power Segments Other Energy Share
Adjusted segment income $2.085 $ 439 $93 $2618 $(13%)  $2483 $ 432
Edwardsport impairment and other charges 402} — — 402) — (402) (0.70)
Costs to achieve Progress Energy merger — — — — (397} (397) 0.70)
Economic hedges (Mark-to-market) — — (6} (6) — {6 0.04
Democratic National Convention Host Committee support — — — — (3] (6 {0.on)
Empleyee severance and office consolidation 60 — — 60 — 60 0.11
Segment income $1744 $ 439 $ 87 $ 2270 B {538} 1732
income fram Discentinued Cperations 36 0.06
Net Inceme Attributable to Duke Energy $1768 $ 30

30



PART Il

Year Ended December 31, 2011

Total Per
Regulated International Commercial  Reportable Duke  Diluted
{in millions, except per share amounts) Utilities Energy Power Segments Other  Energy Share
Adjusted segment income $1316 $ 466 $186 $1968 ¢ (2% 3L $438
Edwardsport impairment and other charges (135 — — {135) — (135 (0.30)
Emission allowance impairment — — {51) {(51) — {51} 6.12)
Costs to achieve Progress Energy merger — — — — (51) {51} 012)
Economic hedges (Mark-to-market) — — (1} n — 1 001
Segment income $1.181 $ 466 $134 $ 178§ (76) 1705
Income from Discontinued Operations 1 .
Net Income Attributable fo Duke Energy $1,706 $1383

The variance in adjusted earnings for the year ended December 31, 2013,
compared to 2012, was primarily due to:

= The incfusion of Progress Energy results for the first six months of 2013;

* |ncreased retail pricing and riders resulting primatily from the
implementation of revised rates in all jurisdictions; and

« Lower operating and maintenance expense resulting primarily from
the adoption of nuctear outage cost levelization in the Carolinas, lower
benefit casts and merger synergies,

Partially offsetting these increases were:

» Higher depreciation and amortization expense;

* Lower AFUDC;

* Lower ronregulated Midwest gas generation results; and

« Incremental shares issued to complete the Progress Energy merger
{impacts per diluted shara amaunts gnly),

The variance in adjusted earnings for the year ended December 31, 2012,

compared to 2011, was primarily due to:

« The inclusion of Progress Energy results beginning in July 2012; and

» |ncreased retail pricing and riders primarily resulting trom the
implementation of revised rates in North Carolina and South Carolina
for Duke Energy Carolinas.

Partially offsetting these increases was:
» |Infavorable weather in 2012 compared to 2011:
» Higher depreciation and amortization expense;

= Lower nonregulated Midwest coal generation results; and

* |ncremental shares issued to complete the Progress Energy merger
(impacts per diluted share amounts anly).

SEGMENT RESULTS

The remaining information presented in this discussion of results of
operations is on a GAAP basis.

Regulated Utilities
Years Ended Decemher 31,

Yariance Yariance

2013 vs. 2012 vs.
{in millions) 2013 2012 012 2m 2011
Cperating Revenues $ 20910 % 16080 $4830  $ 10619 $ 5461
Cperating Expenses 16,126 12,943 3,183 8473 4470
Gains on Sales of Other Assets and Other, net 7 15 8 2 13
Operating Income 4191 3152 1,639 2,148 1,004
Other Income and Expense, net 2 341 (120) 274 67
Interest Expense 986 806 180 568 238
Income Before Income Taxes 4026 2,687 1,339 1.854 833
Income Tax Expense 1,522 941 581 673 268
Less: Income Attributzble to Noncontrolling Interest — 7 2 — 2
Segmant Income $ 2504 § 174 $ 760 % 1181 $ 563
Duke Energy Carolinas’ GWh sales™ 85,790 81,362 4,428 82127 {765}
Duke Energy Progress’ GWh sales®® 60,204 58,390 1.814 56,223 2,167
Duke Energy Florida GWh sales'® 31,974 38,443 (469 33,578 {1,135)
Duke Energy Ohio GWh sales 24,557 24344 213 24923 (579)
Duke Energy indiana GWh sales 33315 33577 138 33,181 3%
Total Regulated Utilities GWh sales 242,240 236,116 6124 236,032 84
Net proportional MW capacity in operation 49,607 49,654 (an 27,397 22257

(a)

(b

and are not included in the operating results in the table above.
fc}
(d)

3l

Includes 781 and 421 gigawatt-hour (GWh) sales for the years ended December 31, 2013 and 2012, respectively. associated with intenm firm power sale agreements {Interm FERC Mibgation) entered info as part of FERC's
approval ¢f the merger with Progress Energy. The wnpacts of the Infenim FERC Mitigation are reflected in the Other segment, and are not ncluded in the operating results in the tabie above.
Includes 904 and 577 GWh sales for the years ended December 31, 2013 and 2012, respectively, associated with the Interm FERC Mitigation. The rmpacts of the Interim FERC Mitigation are reflected in the Other segment,

For Duke Energy Progress, all GYh sates for the year ended December 31. 2011, and 26,634 GWh sales for the year ended December 31, 2612, occurred prior to the merger between Duke Energy and Progress Energy.
For Duke Energy Florida, all GWh sales for the year ended December 31, 2011, and 18,348 GWh sales for the year ended December 31, 2012, occurred prior to the merger between Duke Fnergy and Progress Energy.
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Year Ended December 31, 2013 as Compared to 2012

Regulated Utilities” results were positively impacted by 2012 impairment
and other charges related to the Edwardsport IGCC plant, higher retail pricing
and rate riders, the inclusion of Progress Energy results for the first six months
of 2013, a net increase in wholesale power revenues, and higher weather normal
sales volumes. These impacts were partially offset by higher income tax expense,
Crystal River Unit 3 charges, lower AFUDC equity and higher depreciation and
amortization expense. The following is a detailed discussion of the variance
drivers by line item.

Operating Revenues. The variance was driven primarily by:

+ A $4 339 million increase due to the inclusion of Progress Energy for the
first six months of 2013,

« A $434 million net increase in retail pricing primarily due to revised
rates approved in all jurisdictions;

« A 376 million net increase in wholesale power revenues, net of sharing,
primarily due to additional volumes and charges for ¢apacity far
customers served under long-term contracts; and

« A $72 million increase in weather-normal sales volumes to retail
customers (net of fuel revenue) reflecting increased demand.

Partially offset by:

* A $132 million decrease in fuel revenues (including emission
allowances) driven primarily by {i} the impact of lower Florida residential
fuel rates, including amortization associated with the settlement
agreement approved by the FPSC in 2012 {2012 Settlement), {ii} lower
fuel rates for electric retail customers in the Caralinas, Flarida and
Ohig, and (iii) lower revenues for purchased power, partially offset by
(iv) increased demand from electric retail customers. Fuel revenues
represent sales to retail and wholesale customers.

Operating Expenses. The variance was driven primarily by:

» A $3,393 million increase due to the inclusion of Progress Energy for the
first six months of 2013,

« A $346 million increase in impairment and other charges in 2013
primarily related to Crystal River Unit 3 and Levy. See Note 4 to the
Consalidated Financial Statements, “Regulatory Matters,” for additional
information, and

* A $102 million increase in depreciation and amartization expense
primarily due to a decrease in the reduction of the cost of removal
component of amortization expense as aliowed under the 2012
Settlement.

Partialty offset by

+ A $600 million decrease due ty 2012 impairment and other chargas
related to the Edwardsport IGCC plant. See Note 4 to the Consolidated
Financial Statements, “Regulatory Matters,” for additiona! information,
and

* A $120 million decrease in fuel experse (including purchased power
and natural gas purchases for resale) primarily related to {i} the
application of the NEIL settlement proceeds in Florida, including
amartization associated with the 2012 Settlement; {ii} lower purchased
power costs in (a} the Caralinas, primarily due to additional generating
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capacity placed in service in late 2012 and market conditions, (b} Ohig,
primarily due to reduced sales volumes, and {c} Indiana, reflective of
market conditions; partially offset by (iii) higher volumes of natural

gas used in electric generation due primarily to additional generating
capacity placed in service; {iw) higher prices for naturat gas and coal
used in electric generation: and {v) higher volumes of coal used in
electric generation primarily due to generation mix.

Other Income and Expenses, net. The decrease is primarily due fo
lowes AFUDC equity, resulting from major projects that were placed into service
in late 2012 and the implementation of new customer rates related to the IGCC
rider, partially offset by the inclusion of Progress Enargy for the first six months
af 2013.

Interest Expense. The variance was primarily driven by the inclusion of
Progress Energy for the first six months of 2013.

Income Tax Expense. The variance was primarily due to an increase in
pretax income. The effective tax rates for the years ended December 31, 2013
and 2012 were 37 8 percent and 35 percent, respectively. The increase in
the effective tax rate was primarily due to an increase in pretax income and a
reduction in AFUDC equity.

Year Ended December 31, 2012 as Compared to 2011

Regulated Utilities' results were positively impacted by the inclusion of
Progress Energy results beginning in July 2012, higher net retail pricing and rate
riders and decreased operating and maintenance expenses. These impacts were
partially offset by additional charges related to the Edwardsport IGCC plant,
unfavorable weather, and increased depreciation and amortization.

Operating Revenues. The variance was driven primarily by:

= A $4.918 million increase in operating revenues due to the inclusion of
Progress Energy beginning in uty 2012;

« £ $352 million net increase in retail pricing and rate riders primarily
due 1o revised retail rates resulting from the 2011 North Carplina 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 fuel revenues (including emission
allowances) driven primarily by higher revenues in Ohio for purchases
of power as a result of the Ohio Electric Stabilization Plan (ESP), higher
fuel rates for electric 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 Ohio and Kentucky from natural gas retail customers. Fuel
revenues represent sales to retail and wholesale customers.

Partially offset by:

* A $155 miltion decrease in electric and gas sales (net of fuel) to retail
customers due to unfavarable weather corditions in 2012 compared
to 2011. For the Carolinas, weather statistics for cooling degree days
in 2012 were less favorable compared to 201 1, while cooling degree
days in Chio and Indiana were favorable in 2012 compared to the same
period in 201 1. For the Carolinas, Ghio and Indiana, weather statistics
for heating degree days in 2012 were unfavorable compared to 2011.



PART Il

Operating Expenses. The variance was griven primarily by:

= A $3,845 million increase in operating expenses due to the inclusion of
Progress Energy beginning in July 2012;

« 4 $378 million increase due to additional charges related to the
Edwardsport IGCC plant that was under construction. See Note 4 to the
Consclidated Financial Statements, “Regulatory Matters,” for additional
infarmation;

« A$277 million increase in tuel expense (including purchased power
and natural gas purchases for resale} primarily related to higher
purchases of power in Ohio as a result of the new Ohio ESP, higher
volumes of natural gas used in efectric generation, higher caal prices,
higher purchased power costs in Indiana and the Carolinas, partially
offset by lower vafume of coal sed in electric generation resulting from
unfavorable weather conditions and lower coal-fired generation due
to kow natural gas prices, lower prices for natural gas used in electric
generation, and Jower gas volumes and prices to full-service retail gas
custgmers; and

A $105 million increase in depreciation and amortization primarily due
toincreases in depreciation as a resutt of additional plantin service and
amortization of regulatory assels.

Partially offset by:

« A $99 million decrease in operating and maintenance expense primarily
dus to the establishment of regulatory assets in the first quarter of
2012, pursuant to regutatory orders, for future recovery of certain
employee severance costs related to the 2010 veluntary severance plan
and other costs, and lawer storm costs, partially offset by increased
costs associated with the energy-efficiency programs,

International Energy

Other Income and Fxpense, net. The variznce was driven primarily by
the inclusion of Progress Energy beginning in July 2012.

Interest Expense. The variance was primarily driven by the inclusion of
Progress Energy begirning in July 2012.

Income Tax Expense. The variance is primarily due te an increase in
pretax income. The effective tax rates for the years ended December 31, 2012
and 2011 were 35 percent and 36.3 percent, respectively.

Matters Impacting Future Regulated Utilities Results

Appeals of recently approved rate cases are pending at the North Carolina
Supreme Court. The North Carolina Attorney General (NCAG) and NC Waste
Awareness and Reduction Network (NC WARN} dispute the rate of return, capital
structure and other matters approved by the NCUC. The outcome of these
appeals could have an adverse impact to Regulated Utilities’ finarcial position,
results of operations and cash flows. See Note 4 1o the Consolidated Financial
Statements, “Regulatory Matters,” for additignal information,

On February 2, 2014, a break in a stormwater pipe beneath an ash basin
at the retired Dan River steam station causad a release of ash basin water and
ash into the Dan River. On February 8, 2014, a permarent plug was instalied
in the stormwater pipe stopping the release of materials into the river. For
additional information related to the ash basin refease, see “Other [ssues” in this
section,

Years Ended December 31,

Yariance Variance

2013 vs. 2012 vs.
(in millipns) 2013 2012 2012 01 211
Operating Revenues $ 1546 % 1549 $ (3§ 1467 $ 82
Operating Expenses 1,000 1,043 43 946 97
Gains (Losses) on Sales of Other Assets and Other, net 3 — 3 9] i
Operating income 549 50 43 920 {14)
QOther Income and Expense, net 125 171 (46 203 (32)
Interest Expense 86 76 10 47 29
Income Before Income Taxes 588 601 13 b76 (75)
Income Tax Expense 166 149 17 195 {46)
Less: Income Attributable te Noncontrolling Interests 14 13 1 15 2)
Segment Income $ 408 3 439 $ @y % as $ @n
Sales, GWh 20,306 20,132 174 18,889 1243
Net proportional MW capacity in operation 4,600 4,584 15 4277 307

Year Ended December 31, 2013 as Compared to 2012

International Energy's results were negatively impacted by an extended
outage at NMC and unfavorable exchange rates in Latin America, partially offset
by the acquisition of Iberoamericana de Energia Ibener, S.A. {Ibener) in 2012 and
higher average prices and lower purchased power costs in Brazil. The following is
a detailed discussion of the variance drivers by line itern.

33

Operating Revenues. The variance was driven primarily by:

= A $67 million decrease in Brazil due to weakening of the Real to the
U.S. dollar,

= A $53 million decrease in Central America due to lower average prices
and volumes, and
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« An$18millian decrease in Argentina as a result of unfavorable
exchange rates.

Partially offset by:

« A $67 millian increase in Brazil due to higher average prices, net of
lewer volumes, and

« A $65 million increase in Chile as a result of asset acquisitions in 2012,

Operating Expenses. The variance was driven primarily by:

« A $65 million decrease in Central America due to lower fuel costs,
partially offset by higher purchased power and coal consumption, and

+ A $20 million decrease in Brazil due to weakening of the Real to the
1.S. dollar and lower purchased power partially offset by higher variable
costs.

Partially offset by:

« A $36 million increase in Chile as a result of acquisitions in 2012.

Other Income and Expenses, net. The decrease was primarily driven
by a net currency remeasurement loss in Latin Amefica due to strergthening of
the doliar, and lower equity earnings at NMC as a result of lawer MTBE average
prices and lower volumes due to extended maintenance, partially ofiset by lower
butane costs.

Interest Expense. The variance was primarily due to the Chife
acquisitions in 2012, partially offset by favorable exchange rates and lower
inflation in Brazil.

Income Tax Expense. The variance was primarily due to a decrease in
pretax income. The effactive tax rates for the years ended December 31, 2013
and 2012 were 28.3 percent and 24.8 percent, respectively. The increase in the
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effective tax rate is primarily due to a higher prapartion of earnings in ¢ountries
with higher tax rates.

Year Ended December 31, 2012 as Compared to 2011

International Energy’s results were negatively impacted by unfavarable
exchange rates in Brazil, a 2011 Peru arbitration award, and lewer margins in
Central America, partially offset by higher average prices and volumes in Brazil
and higher average prices in Peru. The following is a detailed discussion of the
variance drivers by line itam.

Operating Revenues. The variance was driven primarily by:

» A $53 million increase in Central America as a result of higher volumes
due to a full year of commercial operations of the Las Palmas Il plant
and favorable hydrology,

* A $24 million increase in Pery due to higher average prices, and

+ A $10 million increase in Argentina dua to higher volumes as a result of
favorable hydrology, partially offset by unfavorable exchange rates.

Operating Expenses. The variance was driven primarily by:

= A $76 million increase in Central America du& to higher fuef costs and

consumption as a result of increased dispatch.

Other Income and Expense, net. The variance was primarily driven by
the absence of a $20 million arbitration award in Paru.

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.

Income Tax Expense. The variance in tax expense is primarily due to a
decrease in pretax income. The eftective tax rates for the years ended December
31, 2012 and 2011 were 24.8 percent and 28.9 percent, respectively.
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Commercial Power

Years Ended December 31,

Variance Variance

2013 vs. 2012 vs.
(in millicns) 013 2012 2012 2011 201
Operating Revenues $ 2,145 $ 2078 § 67 § 2451 13
Operating Expenses 21718 1,981 197 2,300 (319)
{Losses} Gains on Sales of Other Assels and Other, net {23} 8 3n 5] 18]
Operating (Loss) tncome {56) 105 (161) 206 (101}
Qther Income and Expense, net 13 3 (26) 21 18
Interes! Expense 64 63 I 87 24
{Loss) Income Before Income Taxes {107} 81 (183) 140 (59
Income Tax Benefit (104) )] {97 2 )]
Less: Income Attributable to Noncontralling Interests - 1 (1 8 (7
Segment (Loss) Income s ®» § & $§ G 0§ 134 $ W
Coat-fired plant production, GWh 18,467 16,164 2303 17,378 {1,214)
Gas-fired plant production, GWh 15,052 17,122 {2,070 12,021 5101
Renewable plant production, GWh ERAN 3452 1659 EREYS 0
Total Commercial Power production, GWh 38,630 36,738 1832 32,531 4,207
Net proportional MW capacity in operation 1315 8,094 (179) 8325 {231)

Year Ended December 31, 2013 as Compared to 2012

Commercial Power's results were negatively impacted by lower PIM
capacity revenues and lower income front the renewables portfolio and gas-fired
generalion assets. These impacts are partially offset by higher income tax
benefits and higher income from the coal-fired generation assets. The following
is a detailed discussion of the variance drivers by line item.

Operating Revenues. The variance was driven primarily by:

» A $102 million increase in net mark-to-market revenyes on non-
qualifying power and capacity hadge contracts, consisting of mark-to-
market gains of $96 million in 2013 compared to Icsses of $6 miliion
in 2012;

« A $68 million increase for the gas-fired generation assets driven
primarily by higher power prices, partially offset by decreased volumes;
and

« A $67 million increase due to higher volumes in the renewables portfolio.

Partially offset by:

« An $85 million decrease in PJM capacity revenues reiated to lower
average cleared capacity auction pricing; and

« An $81 million decrease due primarily to the sale of non-core
businesses in 2012.

Operating Expenses. The variance was driven primarily by:

» A $109 miilion increase in fuel expenses from the gas-fired generation
assets driven by higher average natural gas prices per million British
Thermal Units (MMBtu), partially offset by decreased natural gas
volumes; and

= A $96 million increase in net mark-to-market fuel expenses on non-
qualifying fuel hedge contracts, consisting of mark-to-market losses of
$99 million i 2013 compared to losses of $3 million in 2012,

{Losses) Gains on Sales of Other Assets and Other, net. The variance
is attributable to a loss recognized on the sale of certain renewable development
projects in 2013 and a gain on the 2012 contribution of certain renewable assets
to a joint venture,

Other Income and Expense, met. The variance is primarily due to the
sale of non-core businesses in 2012, lower interest income and lower equity
earnings fram the renewables portfolio.

Income Tax Benefit. The variance was primarily due to a decrease in both
pretax income angd manufacturing deductions combined with higher praduction
tax credits in 2013, The effective tax rates for the years ended December 31,
2013 and 2012 were 97.2 percent and (9.5) percent, respectively. The increase
in the effective tax rate for the period was primarily due to a pretax loss in 2013
compared to pretax income in 2012.

Year Ended December 31, 2012 as Compared 1o 2011

Commercial Power's results were negatively impacted by the net impact
of the expiration of the 200%-2011 ESP and the impact of competitive market
dispatch for the coal-fired assets, lower Duke Energy Retail eamnings, and lower
PIM capacity revenues. These impacts were partially offset by lower operating
expenses, lower impairment charges, and increased margins from the gas-fired
generation assets. The following is a detailed discussion of the variance drivers
by ling item.

Operating Revenues. The variance was driven primarily by:

* 4$285 millian decrease for the coal-fired generation assets driven
primarily by the expiration of the 2009-2011 ESP net of stability charge
revenues under the 2012-2014 ESP partially offset by participating in
the PJW wholesale energy market in 2012;

* A$116 million decrease for Duke Energy Retail resulting from lower
velumes and unfavorable pricing:
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* 4 $39 million decrease for the gas-fired generation assets driven
primarily by lower power prices, partially offset by increased volumes:

* A $27 million decrease due primarily to the termination of certain non-
core operatigns at the end of the first quarter of 2011 and a reduction of
coal sales volumes as a result of lower natural gas prices;

* An $18 million decrease in PJM 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 Midcontinent Independent
System Operator, Inc. (MISO) to PJM in 2012; and

¢ An $8 million decrease in net mark-to-market revenues on non-
qualifying power and capacity hedge contracts, consisting af mark-to-
market losses of $6 million in 2012 campared to gains of $2 million in
2011.

Partially offset by:

* A& $64 miftion increase fram participation in competitive retail foad
auctions; and

* A $17 million increase from higher production in the renewabies
portfolio.

Operating Expenses. The variance was driven primarily by:

* A $140 millian decrease in operating and maintenance expenses
resulting primarily from the prior year recognition ¢f MISO exit fees;
lower transmission ¢osts, prior year station outages, and 2011
regulatory asset amortization expenses;

* An $88 million decrease primarity from the 2011 impairment of excess
emission allowances as a result of the EPA's issuance of the Cross-
State Air Pollution Rule (CSAPR);

* An $85 million decrease in fuel expenses from the gas-fired generation
assets driven by lower natural gas costs, partially offset by increased
volumes;

* A $19 million decrease in fuel used due primarily to the termination of
certain non-core operations at the end af 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 2
praviously written-off receivable associated with the Lehman Brothers
bankruptcy;

* A $15 million gecrease in purchased power to serve Duke Energy Retail
customers; and

* 4 3$13 million decrease in fue! used for the coal-fired generation assets
driven primarily by lower generation vofumes.
Partially offset by:

* A $54 million ingrease in purchased power to serve competitive retail
toad auctions.
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Other Income and Expense, net. The variance is primarily due to the
sale of certain Duke Energy Generation Services, ine. (DEGS) operations ang
higher equity earnings from the renewablas portfolia.

Interest Expense, The variance is ptimarily due to higher capitalized
interest an wind construction projects.

Inceme Tax Benefit. The variance in tax benefit is primarily due to
a decrease in pretax income. The effective tax rates for the years ended
December 31, 2012 and 2011 were (9.5) percent and (1.4) percent, respectively.

Matters Impacting Future Commercial Power Results

On February 17, 2014, Commercial Power anrounced that it had initiated
a process to exit its nonregulated Midwest generation business. Considering
a marketing period of several months and potertial regulatory approvals,
Commercial Power expects to dispose of the nonregulated Midwast generation
business by early to mid-2015. In the first quarter of 2014, Commercial Power
will reclassily approximately $3.5 bilfion carrying vatue of its Midwest generatian
business to assets held for sale and expects to record an estimated pretax
impairment charge of $1 tillion to $2 billion to reduce the carrying value fo
estimated sales proceeds less cost to sell.

In 2013, a FERC Administrative Law Judge issued an initial decision
holding that Commercial Power is responsible for certain MVP costs, a type of
Transmission Expansion Planning {MTEP) cost, approved by MISO prior to the
date of Commercial Power's withdrawal. The initial decision will be reviewed
by FERC. if FERC upholds the initial decision, Commerciat Power intends to
file an appeal in federal court. 1 Commercial Power ultimately is found to be
respansible for these costs, a portian of these costs may nat be eligible for
recovery, resulting in an adverse impact to its financial position, results of
operations and cash flows. See Note 4 to the Consolidated Financial Statements,
“Regulatory Matters,” for additional information.

Changes or variability in assumptions used in calculating fair value of the
renewables reporting unit for goodwill testing purposes including but not limited
fo, legislative actions related to tax credit extensions, long-term growth rates
and discount rates, could significantly impact the estimated fair value of the
renewables reposting unit, In the event of a significant decline in the estimated
fair value of the renewables reparting unit, gnodwill and other asset impairment
charges could be recorded. The carrying value of goodwill and intangible assets
assaciated with proposed renewable projects within Commercial Power’s
renewables reporting unit was approximately $84 million at December 31,
2013, In addition, management perisdically reviews individual projects within
Commercial Power's renewables portfolio {o evaluate angoing alignment with the
strategic direction of the business. A determination that a project is no Jonger
consistent with the business strategy and a decision to divest of a project or
projects could result in an impairment charge,
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Other
Years Ended December 31,

Yariance Variance

2013 vs. 2012 vs.
{in millions) 2013 2012 2012 2011 2011
QOperating Revenues $ 153 $ T $ 8 $ 4 $ 30
Operating Expenses 461 104 (243} 133 37l
{Losses) Gains on Sales of Other Assets and Other, net (3) )] L 8 1
Opesating Loss (301 (63N 33 @n (340}
QOther Income and Expense, net 131 16 115 49 33
interest Expense 417 297 120 157 140
Loss Before Income Taxes (587) (918) 131 (205 (713)
income Tax Benefit (313 318 55 {114} (264
Less: Loss Attributable to Noncontrolling Interests (3 (2) {1 {15 13
Net Expense $(261) $ (538 $ $ (76 $0462)

Year Ended December 31, 2013 as Compared to 2012

Other's results were positively impacted by lower charges related to the
Progress Energy merger, the sale of DukeNet, and increased current year activity
from mitigation sales related to the Progress Energy merger. These impacts were
partially offset by increased inferest expense, lower ingome tax benefit and the
Crescent Resources LLC (Crescent) litigation reserve in 2013. The following is a
detailed discussion of the variance drivers by ling item.

Qperating Revenues. The variance was driven primarily by increased
activity from mitigation sales related to the Progress Energy merger and higher
premiums earmed at Bison as a result of the addition of Progress Energy.

Operating Expenses. The variance was driven primarily by lower charges
related to the Progress Energy merger, and prior yaar donations, partially offset
by the Crescent litigation reserve in 2013 and unfavorable loss experience at
Bison as a result of the additien of Progress Energy.

Other Income and Expense, net. The variance was driven primarily
by a gain on the sa'z of Duke Energy's 50 percent ownership in DukeNet in 2013.

Interest Expense, The variance was due primardy to the inclusion of
Progress Energy for the first six months of 2013 and additional debt issuances.

Income Tax Benefit. The variance was primarily due to a decrease in
pretax loss. The effective tax rates for the years ended December 31, 2013 and
2012 were 55.1 percent and 41.1 percent, respectively.

Year Ended December 31, 2012 as Compared to 2011

Other’s results were negatively impacted by charges related to the
Progress Energy merger and higher interest expense. These negative impacts
were partially offset by higher income tax benefit due to increased net expense
and higher returns an investments that support benefit obligations. The following
is a detailed discussion of the variance drivers by line item.
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Operating Revenyes. The variance was Griven primarily by higher
premiums earned at 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 Energy merger and higher current year donations. These
negative impacts were partially offset by lower JV costs related to DETM.

Other Income and Expense, net. The variance was driven primarily by
current year impairments and prior year gains on sales of investments, higher
interest incame recorded in 2011 following the resclution of certain income
tax matters related to prier years and reversal of reserves related to certain
guarantees Duke Energy had issued on behalf of Crescent in 2011, These
negative impacts were partially affset by higher returns on investments that
support benefit obligatians.

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.

tncome Tax Benefit. The variance is primarily due to an increase in
prefax loss. The effective tax rates for the years ended December 31, 2012 and
2011 were 41.1 percent and 56.0 percent, respectively.

Matters Impacting Future Other Results

Duke Energy previous!y held an effective 50 percent interest in Crescent.
Crescent was a real estate joint venture formed by Duke Energy in 2006 that
filed far Chaptar 11 bankruptcy protection in June 2009, On June 9, 2010,
Crescent restructured and emerged from bankruptcy and Duke Energy forfeited
its entire 50 percent ownership interest to Crescent debt halders. This forfeiture
caused Duke Energy to recognize a loss, for tax purposes, on its interest in
the second quarter of 2010. Aithough Crescent has reorganized and emerged
from bankruptey with creditors ewning all Crescent interest, there remains
uncertainty as to the tax treatment assaciated with the restructuring. Based on
this uncertainty, it is possible that Duke Energy could incur a future tax liability
related to the tax losses associated with its partnership interest in Crescent and
the resclution of issues associated with Crescent’s emergence from bankruptcy.
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DUKE ENERGY CAROLINAS

Introduction

Basis of Presentation

Management's Discussion and Analysis should be read in conjunction with
the accomparying Consalidated Financial Statements and Notes for the years
ended December 31, 2013, 2012, and 2011.

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

Results of Operations
Years Ended December 31,

(in miltions) 2013 2012 Variance
Operating Revenues $6.954  $6,665 $ 289
{Operating Expenses 5,145 5,160 (15}
Gains an Sales of Other Assets and Other, net — 12 (12)
Qperating Income 1,809 1517 292
{ther Income and Expense, net 120 185 (65)
Interest Expense 359 384 (25
Income Before Income Taxes 1570 1318 202
Income Tax Expense 594 453 141
Net tncome $ 976 § 865 $ 111

The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Carolinas. The below percentages for retail
customer classes represent billed sales only. Total sales includes hilled and unbilled retail sales, and wholesale sales to incorporated municipalities and to pubtic and

private utifities and power marketers. Amounts are not weather normalized.

Increase (decrease) over prior year 2013 2012
Residential sales 2.3% 1.2%
General service sales 1.0% (0.4)%
Industrial sales 0.4% 09%
Wholesale power sales 62.1% 40%
Total sales 54% 9%

01% 0.6%

Average number of customers

Year Ended December 31, 2013 as Compared to 2012

Operating Revenues. The variance was primarily due to:

= A $104 million increase in fuel revenues driven primarily by higher
natural gas prices and increased sales volumes. Fuel revenues
represent sales to retail and wholesale customers;

» A $98 million increase in retail rates in North Carolina and South
Caroling;

« A $44 million increase in weather-normal sales volumes to retail
customers primarily due to higher demand; and

« A $32 millicn increase in wholesale power revenues, ret of sharing,
primarily due to a new customer in 2013, increased capacity charges,
and additicnal vofumes for customers served under long-term contracts.

Operating Expenses. The variance was primarily due to:

+ A$111 million decrease in operations and mainfenance expenses
primarily due to fower costs associated with the Progress Energy merger,
decreased corporate costs, lower putage and non-outage costs at
generation plants and the levelization of nuclear outage costs, partially
offset by the establishment of regulatory assets in the first quarter
of 2012, pursuant to regulatory orders for future recovery of certain
emplayee severance costs related to the 2010 voluntary severance plan
and ather costs; and

A $31 million decrease in impairment charges related to the merger with
Progress Energy. These charges relate to planned transmission project
costs for which recovery is not expected, and certain costs assaciated
with mitigation sales pursuant to merger settfement agreements with
the FERC.

Partially offset by:

* A $118 million increase in fue! expense (including purchased power}
primarily related ta higher sales volumes and increased prices of natural
gas used in electric generation, net of change in fuel mix, partiafly offsat
by decreased purchased power due to additional generating capacity
placed in service late 2012.

Gains on Sales of Other Assels and Other, net. The variance is due to
recognition of gains on the sale of emissions allowances in 2012.

Other Income and Expense, net. The variance is primarily due to lower
garnings fram AFUDC equity, resulting from major projects placed into service in
late 2012, partially offset by higher deferred returns on completed prajects prior
to their inclusion in customer rates.

Interest Expense. The variance is primarily due to deferrals of debt costs
on completed projects prior to their inclusian in customer rates in September
2013, partially offset by lower AFUDC debt due primarily to certain major projects
that were placed into service in late 2012.
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Income Tax Expense. The vanance was primarily due ta an increase in
pretax book income. The effective tax rates for the years ended December 31,
2013 and 2012 were 37.8 percent and 34.3 percent, respectively, The increase
in the effective tax rate is primarily due to the impact of lower AFUDC equily.

Matters Impacting Future Duke Energy Carofinas Resulls

Appeals of recently approved rate cases are pending at the North Carolina
Supreme Court. The NCAG and NC WARN dispute the rate of return, capital
structure and other matters approved by the NCUC. The outcome of these

PROGRESS ENERGY

appeals could have an adverse impact to Duke Energy Carolinas’ financial
position, results of operations and cash flows. See Note 4 to the Consolidated
Financial Statements, “Regulatory Matters,” for additional infarmation,

On February 2, 2014, a break in a stormwater pipe beneath an ash basin
at Duke Energy Carolinas’ retired Dan River steam station caused a release of
ash basin water and ash into the Dan River. On February 8, 2014, a permanent
plug was installed in the stermwater pipe stopping the release of materials into
the river. For additional information related to the ash basin release, see “Other
Issues” in this section.

Introduction

Basis of Presentation

Management's Discussion and Analysis should be read in conjunction with
the accompanying Consalidated Financial Statements and Notes for the years
ended December 31, 2013, 2012, and 2011.

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

Results of Operations
Years Ended Dacember 31,

(in miltions) 2013 2012 Variance
(Operating Revenues $9.533  $9.405 $ 128
Operating Expenses 7918 8.266 348y
Gains (Losses) on Sales of Other Assets and Other, net 3 (2) 5
Operating Income 1,618 1137 481
Dther Income and Expense, net 9 130 {36
Interest Expense 680 740 {60)
Income Before Income Taxes 1,032 527 505
Income Tax Expense n 172 201
Incorne from Gontinuing Cperations 659 355 304
Discontinued Operations, net of tax 16 82 (36)
Net Income 675 a07 268
Less: Net Income Attributable to Noncontrolling Interests 3 7 (4)
Met Income Attributable to Parent $ 612 % 400 $ 2

Year Ended Pecember 31, 2013 as Compared to 2012

Operating Revenues. The variance was primarily due to:

+ A $167 million increase in base revenues at Duke Energy Florida as
allowed by tha 2012 Settlement;

« A $136 million increase in wholesale sales at Duke Energy Progress
{excluding fuel revenues) primarily due to a new customer contract that
began in January 2013, an amended capacity contract that began in
May 2012 and favorable weather conditions;

* A $117 millian increase at Duke Energy Progress due to revised rates in
North Caralina;

« A $57 milfion increase in nuclear cost-recovery clause revenues at Duke
Energy Florida primarily due to an increase in recovery rates related to
the Crystal River Unit 3 uprate project, pricr period true-ups, and Levy
as allowed by the 2012 Settlement; and

« A $24 million increase (net of fuel revenue) in GWh sales to retail
customers at Duke Energy Progress due to higher weather normal sales
volumes to retail customers.
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Partially offset by:

A $387 million decrease in retail fuel revenues at Duke Energy Florida
primarily due to the impact of lower residential fuel rates and a decrease
in GWh retail sales due to weather and lower usage.

Operating Expenses. The variance was primarily due to:

* A $482 million decrease in retail fuel expense at Duke Energy Florida
primarily due to the application of the NEIL settlement proceeds
including amortization associated with the 2012 Settlement, lower
system requirements, and the prior year establishment of a regulatory
liability for replacement power in accordance with the 2012 Settlement;

« A $136 million decrease in operatians and maintenance expenses at
Duke Energy Pragress primarily due te lawer casts associated with the
merger with Duke Energy and the fevelization of nuclear outage costs;

« A $71 million decrease in operations and maintenance expenses at
Duke Energy Florida primarily due to the deferral of Crystal River Unit
3-related expenses, in accardance with the 2012 Settlement, lower
costs associated with the merger with Duke Erergy, and the prior year



PART Il

write-off of previously deferred costs related to the vendor not selected
costs far the Crystal River Unit 3 containment repair. These were
partially offset by the prior yaar reversal of accruals in conjunction with
the placement of Crystal River Unit 3 into extended cold shutdown in
accordance with the 2012 Settlement and higher charges associated
with related settlement matters; and

* A 332 million decrease in impairment charges at Duke Energy Progress
related ta the merger with Duke Energy. These charges relate ta planned
transmission project costs for which recovery is not expected, and
certain costs assaciated with mitigation sales pursuant to merger
settlement agreements with the FERC, partially ¢ffset by a current year
impairment charge resulting fram the decision to suspend the
application for two proposed nuclear units at Harris.

Partialty offset by:

* A $212 miltion increase in impairment and ather charges at Duke Energy
Florida. In 2013, Duke Energy Fiorida recorded charges primarily related
to Crystal River Unit 3 and Levy. In 2012, Duke Energy Florida recorded
impairment and other charges related ta the decision to retire Crystal
River Unit 3. See Note 4 to the Consolidated Financial Statements,
“Regutatory Matters,” for additional information; and

£ $138 million increase in depreciation and amortization at Ouke Energy
Florida primarily dug to higher nuclear cost-recovery amertization
related to Levy and a decrease in the reduction of the cost of removal
tomponent of amortization expense as allowed under the 2012
Settlement.

Other Income and Expenses, net. The variance was primarily due to
lower AFLIDC equity resulting from to major projects placed in service in late
2012 and the retirement of Crystal River Unit 3.
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Interest Expense. The variance was primarily due to the deferral of debt
costs recorded on the retail portion of the retired Crystal River Unit 3 assets,
partially offset by the charge to interest expense on the redemption of Progress
Energy's 7.10% Cumulative Quarterly Income Preferred Securities (QUIPS) in
January 2013.

Income Tax Expense from Continuing Operations. The variance was
primarily due to an increase in pretax income. The effective tax rates for the
years ended December 31, 2013 and 2012 were 36.2 percent and 32.7 percent,
respectively. The increase in the effective tax rate is primarily due to the impact
of lower AFUDC equity and the Employee Stock Ownership Plan (ESOP) dividend
deduction being recorded at Duke Energy in 2012,

Discontinued Operations, net of tax. The variance was primarily dua
to the impact of the U.S, Global, LLC (Global) setlament in 2012. See Note 5 to
the Consolidated Financial Statements, “Commitments and Contingencies,” for
additional information.

Matters Impacting Future Progress Energy Resuits

An appeal of a recently approved rate case is pending at the North Carolina
Supreme Court. The NCAG and NC WARN dispute the rate of return, capital
structure and other matters approved by the NCUC, The outcome of this appeal
could hava an adverse impact to Progress Energy’s financial position, results of
operations and cash flows, See Note 4 to the Consolidated Financial Statements,
“Regulatory Matters,” for additional information.
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DUKE ENERGY PROGRESS

Introduction

Basis of Presentation

Management's Discussion and Analysis should be read in conjunctian with
the accompanying Consolidated Financial Statements and Notes for the years
ended December 31, 2013, 2012, and 2011.

Results of Operations

The results of operations and variance discussion for Duke Energy
Progress is presented in a reduced disclosure format in accordance with General

Instruction {1)(2)(a) of Form 10-¥.

Years Ended December 31,

{in millions) 2013 2012 Variance
Operating Revenues $4992  $4706 $ 286
(perating Expenses 4,061 4197 (136)
Gains on Sales of Qther Asset and Other, et 1 1 _
Operating Income 932 510 422
Other Income and Expense, net 57 7 2%
Interest Expense 201 207 (6)
Income Before Income Taxes 188 382 406
Income Tax Expense 288 110 178
Net Income 500 272 728
Preferred Stock Dividend Requirement — 3 &}

$ 500 § 269 $ 231

Net Income Attributable to Parent

The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Progress. The below percentages for retail
customer classes represent billed sales only. Total sales includes billed and unbilled retail sales, and wholesale sales to incorporated municipalities and to public and

private utilities and power marketers. Amounts are not weather normalized.

Increase (decrease) over prior year

Residential sales

General service saies
Industrial saes

Wholesale pawer sales

Total sales

Average number of customers

2013 2012
40% (8.2)%
—% (1.8)%
11% {L.0)%
1.6% 25.9%
1% 3.9%
0.9% 0.8%

Year Ended December 31, 2013 as Gompared to 2012

Operating Revenues. The variance was primarity due to:

* A $136 million increase in sales (excluding fuet revenues) to wholesale
customers primarily due to a new customer contract that bagan in
January 2013 and an amended capacity contract that began in May 2012;

« A $117 million increase due to revised rates in North Carolina; and

* A $24 million increase (net of fuel revenue) in GWh sales to retail customers
due fo higher weather normal sales valumes to retail customers.

Operating Expenses. The variance was primarily due fo:

A $136 million decrease in operations and maintenance expenses
primarily due to lower costs associated with the merger with Duke
Energy and the levelization of nuclear outage costs; and

* A $32 million decrease in impairment charges primarily related to the
merger with Duke Energy. These charges relate to planned transmission
projects for which recovery is nof expected, and certain costs associated
with mitigation sales pursuant to merger settlement agreements with the
FERC. These charges were partially offset by a current year impairment
charge resulting from the decision to suspend the application for two
preposed nuclear units at Harris,

Partially offset by:

* A 329 million increase in fuel expense {including purchased power)
primarily due to higher non-recoverable purchased power costs ard
increased safes volumes, partially offset by lower fuel expense due to
generation mix as a result of retiring certain coal-fired plants and adding
one new natural gas-fired generating plant.

Other Income and Expense, net. The variance was primarily due to
lower AFUDC equity due to major projects that were placed into service in
late 2012.

Income Tax Expense. The variance was primarily due to an increase in
pretax income. The effective tax rates for the years ended December 31, 2013
and 2012 were 36.5 percent and 28.7 percent, respectively. The increase in the
effective tax rate was primarily due to the impact of lower AFUDC equity.

Matters Impacting Future Duke Energy Progress Resufts

An appeal of a recently approved rate case is pending at the North Carolina
Supreme Court. The NCAG and NC WARN dispute the rate of return, capital
structure and other matters approved by the NCUC. The outcome of this appeal
could have an adverse impact to Duke Energy Progress’s financial position,
results of eperations and cash flows. See Note 4 to the Consolidated Financial
Statements, “Regulatory Matters,” for additional informaticn.
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DUKE 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, 2013, 2012, 2nd 2011.

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

Results of Operations

- Years Ended December 31,
{in milfions) 2013 2012 Variance
Operating Revenues $4527  $4.689 $ (162)
Dperating Expenses 3.840 4,062 222)
(zains on Sales of Other Asset and Other, net 1 2 1
(perating Income 688 629 59
{Othet income and Expense, net k) 39 )
Interest Expense 180 255 75)
Income Before Income Taxes 538 413 125
[ncome Tax Expense 213 147 66
Net Income 325 266 59
Preferred Stock Dividend Requirement - 2 &
Net Income Attributable to Parent $ 35 § 264 $ 61

The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Florida. The below percentages for retail
customer classes represent billed sales only. Wholesale power sales include both hilled and unbilied sales. Total sales includes billed and unbilled retail sales, and
wholesale sales to incorporated municipalities and to public and private ulilities and power marketers. Amounts are not weather normalized.

Increase (decrease) over prior year 2013 2012
Residential sales 1.4% {5.1)%
General service sales (0.5)% {1.0y%
industrial sales 1.5% (2.5%
Wholesale power sales (13.8)%  (342%
Total sales (1.2)% 2.9%
11% 0.8%

Mverage number of customers

Year Ended December 31, 2013 as Compared to 2012

Operating Revenues. The variance was primarily due to:

» A $387 million decrease in retail fuel revenues primarily due to the
impact of lower residential fual rates and a decrease in GWh retail sales
due to weather and lower usage.

Partially offset by:

= A $167 miilion increase in base revenues as allowed by the 2012
Settlement, and

« A $57 million increase in nuclear cost-recovery clause revenue due to
an increase in recovery rates primarily refated to the Crystal River Unit 3
uprate project, a prior peried frue-up and Levy as allowed by the 2012
Settiement.

Operating Expenses. The variance was primarily due to:

+ A $482 million decrease in retail fuel expense primarily due to the
application of the NEIL settlement proceeds including amaortization
associated with the 2012 Settlement, lower system reguirements, and
the prior year establishment of a regulatory tiability for replacement
power in accordance with the 2012 Settlement, and

+ A $71 million decrease in operations and maintenance expenses
primariy due to the deferra! of Crystal River Unit 3-related expenses
in accordance with the 2012 Settlement, lower costs associated with
the merger with Duke Energy, and the prior year write-off of previously
deferred costs related to the vendor not selected for the Crystal River
Unit 3 containment repair. These were partially offset by the prior
year reversal of accruals in conjunction with the placement of Crysta!
River Unit 3 into extended cold shutdown in accordance with the 2012
Settlement and higher charges associated with related settlement
matters.

Partially offset by:

+ A $212 million increase in impairment and other charges. In 2013, Duke
Energy Florida recorded impairment and other charges primarily related
ta Crystal River Unit 3 and Levy. In 2012, Duke Energy Fiorida recorded
impairment and other charges related to the decision to retire Crystal
River Unit 3. See Nate 4 to the Consolidated Financial Statements,
“Regulatory Matters,” for additional information; and

* A $138 million increase in depreciation and amortization primarily
due fo higher nuclear cost-recovery amortization related to Levy and
a decrease in the reduction of the cost of removal component of
amartization expense as allowed under the 2012 Settlement.

42



PARTII

Other Income and Expense, net, The vanance was primarily due to
lower AFUDC equity due primarily to the retirement of Crystal River Unit 3.

faterest Expense. The variance was primarily due to the deferral of debt
costs recorded on the retait portion of the retired Crystal River Unit 3 regilatory
asset beginning Janvary 1, 2013.

DUKE ENERGY OHIO

Income Tax Expense. The variance was primarily due fo an increase in
pretax income. The effective tax rates for the years ended December 31, 2013
and 2012 were 39.6 percent and 35.7 percent, respectively. The increase in the
effective tax rate was primarily due to the impact of lower AFUDC equity and
lower impairment charges,

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, 2013, 2012, angd 2011

The results of operations and variance discussion for Duke Energy Ohio is
presented in a reduced disclosure farmat in 2ccordance with General Instruction
{(H2)(a) of Farm 10-K.

Results of Operations
Years Ended December 31,

{in millions) 2013 2012 Variance
Operating Revenues $3.245  §$3152 $93
Dperating Expenses 2999 2,810 189
Gains on Sales of Other Assets and Other, net 5 7 {2
Operating Income 251 348 98)
QOther Income and Expense, net 4 1 ol
Interest Expense 18 89 {n
Ingome Before Income Taxes m 273 (36)
Income Tax Expense 15 a8 (23)
Net Income $102 $ 175 $0

The following table shows the percent changes in Regulated Utilities” GWh sales and average number of customers for Quke Energy Ohia. The below percentages
for retail customer classes represent billed sales onfy. Total sales includes billed and unbilled retail sales, and wholesale sales to incorporated municipalities and to
public and private utilities and power marketers. Amounts are nat weather normalized.

increase {decrease} over prior year 2013 2012
Residential sales 15% 3.3%
General service sales 0.8% (2.6)%
Industrial sales 0.2% 06%

Wholesale power sales 20.9% (35.9)%
Total sales 09% (2.3Y%
Avesage number of customers 0.4% 0.5%

Year Ended December 31, 2013 as Compared to 2012

Operating Revenues. The variance was primarily driven by:

» A $68 millicn increase in net mark-to-market revenue an non-qualifying

pawer and capacity hedge contracts, consisting of mark-to-market gains

of $70 million in 2013 compared 10 losses of $2 million in 2012

+ A $68 millicn increase for the gas-fired generation assets driven
primarily by higher power prices, partially offset by decreased volumes;

« A $41 million increase in rate riders and retail pricing primarily due to
rateincreases in 2013;

= A $21 million increase for the coal-fired ganeration assets driven
primarily by increased volumes, partially offset by lower realized power
prices, including the impact of hedge settlements; and

* 4 $13 million increase related ta favorable weather canditions.
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Partially offset by:

* An $85 million decrease in PIM capacity revenus related to lower
average cleared capacity auction pricing; and

= A $41 million decrease in regulated fuel revenues primarily driven by
reduced sales volumes, partizlly offset by higher fuel costs.

Operating Expenses. The variance was primarily driven by

« A $109 million increase in fuel expense for the gas-fired generation
assets driven by higher natural gas costs, partially offset by decreased
natural gas volumes;

« A $96 million increase in net mark-to-market fuel expense on nan-
qualifying fuel hedge contracts, consisting of mark-to-market Josses of
$99 miliion in 2013 compared to losses ¢f $3 million in 2012; and

= A $41 million increase in property and other taxes driven primarily by an
Ohig property tax settlement recorded in 2012,
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Partially affset by

« A $42 million decrease in regulated fuel expense driven primarily by
lower purchased power expense and reduced volumes, partially offset by
higher fuel costs.

Other Income and Expenses, net. The decrease was primarily due to
lower AFUDC equity and lower interast income.

Interest Expense. The decrease was primarily due to lower average debt
balances in 2013 compared to 2012.

Income Tax Expense. The variance was primarily due to a decrease
in pretax income, The effactive tax rates for the years ended December 31,
2013 and 2012 were 42.2 percent and 36 percent, respectively. The change in
the effective tax rate was primarily due to a decrease in pretax income and a
decrease in the manufacturing deduction in 2013.

DUKE ENERGY INDIANA

Matters Impacting Future Duke Energy Ohia Results

On February 17, 2014, Duke Energy Ohio announced that it had initiated
a process to exit its nonregulated Midwest generation business, Considering
a marketing period of several months and potential regulatory approvals,

Duke Energy Ohio expects to dispose of the nonregulated Midwest generation
business by early to mid-2015. In the first quarter of 2014, Duke Energy Ohio
will reclassify approximately $3.5 billion carrying value of its Midwes! generation
tusiness ta assets held for sale and expects to record an estimated pretax
impairment charge of $1 bilfion to $2 billion to reduce the carrying value to
estimated sales proceeds less cost to sell.

In 2013, a FERC Administrative Law Judge issued 2n initial decision
holding that Duke Energy Ohio is responsible for certain MVP costs, a type of
MTEP cost, approved by MISO prior to the date of Duke Energy Chio’s withdrawal,
The initial decision will be reviewed by FERC. If FERC upholds the initial decision,
Duke Energy Ohio intends to file an appeal in federal court. If Duke Energy Chio
uttimately is found to be responsible for these costs, a partion of these costs
may not be eligible for racovery, resulting in an adverse impact to its financial
position, results of operations and cash flows. See Note 4 to the Consolidated
Financial Statements, “Regulatory Matters,” for additignal information.

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, 2613, 2012, and 2011.

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

Results of Operations
Years Ended December 31,

{in millions} 2013 2012 Variance
Dperating Revenues $2926 32717 $ 209
Operating Expenses 2153 2,192 (399
Operating Income (Loss) FEX] {75 808
Other Income and Expense, net 18 90 72
Interest Expense 170 138 32
income (Lass) Before Incame Taxes 581 {123) 704
Income Tax Expense (Benefit) m (73) 296
Met Incame {Loss) $38 % (50 $ 408

The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Indiana. The below percentages for retail
customer tlasses represent billed sales only. Total safes includes billed and unbilled retail sales, and whalesale sales to incorporated municipalities and to public and

private uiilities and power marketers. Amounts are not weather narmalized.

Ingrease (decrease) over prior year 2013 2012
Residential sales 1% 48%
General service sales 0.5% (0.5)%
Industrial sales {0.3)% 1.7%
Wholesale power sales (14)% 7.9%
Total sales 4% 1.2%
Average number of customers 0.7% 06%
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Year Ended December 31, 2013 as Compared 1o 2012

Operating Revenues. The variance was primarily driven by:

* A $155 million net increase primarily related to updates to the IGCC
rider, and

« A $43 mitlion increase in fuel revenues (including emission allowances)
due to an increase in fuel rates as a result of higher fuel and purchased
pawer costs.

Operating Expenses. The variance was primarily driven by:

* A $600 million decrease due to 2012 impairment and other charges
related to the Edwardspost IGCC plant, and

= A $40 million decrease in depreciation expense due to a regulatory order
related to the Edwardsport IGCC settlement agreement.

Partially offset by

= A $43 million increase in fuel costs primarily driven by higher fuel and
purchased power costs.

Other Income and Expenses, net. The variance was primarily driven
by a $70 million decrease in AFUDC equity primarily due to updates to the IGCC
rider in tanuary 2013.

Interest Expense. The variance was primarily driven by a $30 million
decrease in AFUDC debt primarily due to updates to the IGCC rider in
January 2013.

Income Tax Expense {Benefit). The variance was primarily due to
an increase in pretax income. The effective tax rates for the years ended
December 31, 2013 and 2012 were 38.4 percent and 59.5 percent, respectively.
The decrease in the effective tax was primarily due to pretax income in 2013
compared to pretax less in 2012 primarify resulting from the Edwardsport IGCC
project impairment and the impact of AFUDC equity in 2013 that reduced the tax
expense compared to higher AFUDC in 2012 that increased the tax benefit.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Preparation of financial statements requires the application of accounting
palicies, judgments, assumptions and estimates that can significantly affect the
reported results of operations and the amounts of assets and liabilities reported
in the financial statements. Judgments made include the likelihood of success
of particular projects, possible legal and regulatory challenges and anticipated
recovery of costs.

Management discusses these policies, estimates and assumptions with
senior members of management on a regular basis and provides periodic
updates on management decisions to the audit comrittee of the Duke Energy
board of directors. Management believes the areas described below require
significant judgment in the application of actounting pelicy of in making
estimates and assumptions that are inherently uncertain and that may change in
subsequent periods.

Regulatory Accounting

A substantial majarity of Regulated Utilities, Ouke Energy's regufated
operations, meet the criteria for application of regulatory accounting treatment.
As 4 result, Duke Energy records assets and liabilities that would not be recorded
for nonregulated entities. Regulatory assets generally represent incurred costs

that have been deferred because such costs are probable of future recovery in
customer rates. Regulatary liabilities generally represent obligations to make
refunds, or reduce rates, to customers for previous cellections o for costs that
have yet to be incusred.

Maragement continually assesses whether recorded regulatory assets
are probable of future recovery by cansidering 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
legislatian. If future recovery of costs ceases to be probable, asset write-offs
would be recognized in operating income. Additionally, regulatery agencies can
provide flexibility in the manner and timing of the depreciation of property, plant
and equipmant, recognition of nuclear decommissiening costs and amortization
of regulatory assets or may disallow recovery of all or a partion of certain assets,
Total regulatory assets for Duke Energy were $10,086 million and $11,741 million
as of December 31, 2013 and 2012, respectively. Total regutatory liabilities
were $6,265 million and $5,740 milfion as of Dacember 31, 2013 and 2012,
respectively. For turther intormation, see Note 4 to the Consolidated Financia)
Statements, “Regutatory Matters.”

As required by regulated operations accounting, significant fudgment can
be required to determine if an otharwise recognizable costis cansidered to be an
entity specific cost recoveratile in future rates and therefore a regulatory asset.
Significant judgmant can also be required ta determine if revenues previously
recognized are for entity specific costs that are no longer expected to be incurrad
and are therefare a regulatory fiability.

Regulatory accounting rules also require recognition of a §gss if it becomes
probable that part of the cost of a plant under construction (or a recently
caipleted plant ar an abandoned plaat} will be disallowed for ratemaking
purposes and & reasonable estimate of the amount of the disaliowance can be
made. For example, if a cost cap is set, the amount of the disallowance is a
result of a judgment as to the ultimate cost of the plant. Other disallowances can
require judgments on allowed future rate recovery. As discussed in Note 4
to the Consclidated Financial Statements, “Ragulatory Matters,” during 2012 and
2011 Duke Energy Indiana recorded charges of $631 million and $222 million,
respectively, refated to the Edwardsport iGCC plant. In 2013, Duke Energy
Florida recorded a charge of $295 million related to the retired Crystal River
Unit 3 Nuclear Station. Also as discussed in Note 2 to the Consolidated Financial
Statements, “Acquisitions and Sales of Other Assets”, Duke Energy Carolinas
and Duke Energy Progress recorded disallowance charges in 2012 in order to
gain FERC approval of the merger between Duke Energy and Pragress Energy.
Duke Energy Carolinas and Duke Energy Progress guaranteed total fuel savings
to customers in North Carolina and South Carolina of $687 million over the
five years in order to gain NCUC and SCPSC approval of the merger between
Duke Energy and Progress Energy. Based on current estimates of future fugl
costs, Duke Energy anticipates that it will meet the guaranteed fuel savings.
However, if actual fuel costs are higher than expected, Duke Energy could record
a charge for the unmet guaranteed savings.

Goodwill Impairment Assessments

Duke Energy’s goadwill balances by segment are included in the following

table.

December 31,
{in millions} 013 2012
Regulated Utilities $15,950 $15950
International Energy 326 353
Commercial Power 54 62

Total Duke Energy goodwilt $16,340  $16,365
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During 2012, Duke Energy recorded $12,469 million of goodwill associated
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
liabilities assumed on the acquisition date, and was allocated enfirely ta the
Regulated Utilities segment. The remainder of Regulated Utilities' goodwill relates
ta the acquisition of Cinergy in Apsil 2006.

Duke Energy allocates goodwill ta reporting units, which are a subset of the
husiness segments and are determined based on how the segment is managed.
Duke Energy is required to test goodwill for impairment at the reporting unit level
at least annually and more frequently if it is more likely than not that the fair
value of a reporting unit is less than its carrying value. Duke Energy performs its
annua) impairment test as of August 31.

Application of the gocdwill impairment test requires management judgment,
including determining the fair value of the reporting unit, which management
estimates using a weighted combination of the income approach, which estimates
fair value based on discounted cash flows, and the market approach, which
estimates fair value based ¢n market comparables within the utility and energy
industries, Significant assumptions used in these tair value analyses include
discount and growth rates, future rates of retum expected to result from ongeing rate
regulation, utility sector market performance and transactions, profected operating
and capital cash fiows for Duke Erergy’s business and the fair value of debt.

Estimated future cash fiows under the income approach are based to & large
extent on Duke Energy’s internal business plan, and adjusted as appropriate for
Duke Energy's views of market patticipant assumptions. Duke Energy’s internal
business plan reflects management's assumptions related to customer usage
and attrition based on internal data and ecoromic data obtained from third-party
souvees, projected commodity pricing data and potential changes in environmental
regutations. The business plan assumes the eccurrence of certain events in
the future, such as the outcome of future rate filings, future approved rates of
returns on equity, anticipated earnings/returns related to significant future capital
investments, continued recovery of cost of service, the renewal of certain contracts
and the future of renewable tax credits. Management also makes assumptions
regarding operation, mamtenance and general and administrative costs based on
the expected outcome of the aforementioned events, In estimating cash flows, Duke
Energy incorporatas expected growth rates, regulatory and economic stability, the
ability to renew contracts and other factors, into its revenue and expense forecasts.

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 weighted
average cost of capital (WACC} for each individual reparting unit. The WACC takes
into account both the after-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 2013 impairment tests, Duke Energy considered implied WACCs for
cerfain peer campanies in determining the apprapriate WACC rates to use in its
analysis. As each reporting unit has a different risk profile based on the nature of
its operations, including factors such as regufation, the WACC for each reporting
unit may differ. Accordingly, the WACCs ware adjustad, as apprapriate, to account
for company specific risk premiums. For example, Duke Energy Ohio's transmission
and distribution reporting unit generally would have a lower company specific risk
premium as it does nat have the higher level of risk associated with cwning and
operating generation assets nor does it have significant construction risk of risk
associated with potential future carbion legislation or pending EPA regulations. The
discount rates used for calculating the fair values as of August 31, 2013, for each
of Duke Energy’s domestic reporting units ranged from 5.4 percent to 7.4 percent.

For Duke Energy's international operations, a country specific fisk
adder hased on the average risk premium for each separate country in which
Internatienal Energy operates was added to the base discount rate to reflect the
differing risk profiles. This resutted in a discount rate for the August 31, 2013
goodwill impairment test for the international eperations of 10.6 percent,

The underlying assumptions and estimates are made as of a point in time.
Subsequent changes, particularly changes in the discount rates, authorized
regulated rates of return or growth rates inherent in management’s estimates of
future cash flows, could resu't in future impairment charges.
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The majerity of Duke Energy’s business is in environments that are either
fully or partially rate-regulated. In such environments, revenue requirements are
adjusted periodically by regulators based on factors including levels of costs,
sales volumes and costs of capital. Accordingly, Duke Energy’s regulated utilities
operate to same degree with a buffer from the direct effects, positive or negative,
of significant swings in market or ecanomic conditions. However, changes in
discount rates may have a significant impact an the fair value of equity.

As of August 31, 2013, all of the reporting units’ estimated fair value of
equity exceeded the carmying value of equity by more than 10 percent,

The fair value of Commercial Power’s Rerewables reporting unit is
impacted by a multitude of factors, including legislative actions related to tax
credit extensions, long-term growth rate assumptions, the market price of power
and discount rates. As of December 31, 2013, the Renewables reporting unit's
estimated fair value of equity exceeded the carrying value of equity. Duke Energy
continues to monitor these assumpticns 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 historical cost less
accumulated depreciation or fair value, if impaired. Duke Energy evaluates property,
plant and equipment for impairment when events or changes in circumstances
(such as a signiticant change in cash fiow projections, the determination that it
is mare likely than not an asset or asset group will be sold, or a regulating body
with authority to set rates Duke Energy charges to customers appraves an order
Oisallowing recavery of costs incurred or o be incurred) indicate 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 their carrying value, except when applied to
regulated plant costs that are disallowed for ratemaking purposes. The impairment
for a disallowance of costs for regulated plants under canstruction, recently
completed or abandoned is based or discounted cash flows. See “Regulatory
Accounting” for information related to accounting for rate regulated operations.

Performing an impairment evaluation involves a sigrificant degree of
estimation and judgment in areas such s identifying circumstances that
indicate an impairment may exist, identifying and grouping affected assets,
and developing the undiscounted future cash flaws associated with the asset.

It an impairment has occurred, the amount of the impairment recogrized is
determined by estimating the fair value of the asset and recording a loss if
the carrying value is greater than the fair value. Additionally, determining fair
value of the asset requires probability weighting tuture cash flows to reflect
expectations about possible variations in their amounts or timing and the
selection of an appropriate discount rate. Although cash flow estimates are
based on relevant information available at the time the estimates are made,
estimates of future cash flows are, by nature, highly uncertain and may vary
significantly from actual results. For assets identified as held for sale, the
tarrying value is compared to the estimated fair value tess cost o sefl 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 determining whether an asset or asset group has been impaired,
management groups assels at the lowest level that has discrete cash flows.

For regulated entities, the lowest level with discreta cash flows is generally the
operating utility level,

When it becomes probable that regulated generation, transmission or
distributicn assets will be abandoned, the cost of the asset is removed from plant
in service. The value that may be retained as an asset on the balance sheet for the
abandoned property is depandent 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 segulatory asset if rate recovery is probable,

As discussed further in Note 2 to the Consolidated Financial Statements,
“Acquisitions, Dispositions, and Sales of Other Assets,” in the first quarter
of 2014, Duke Energy Ohio announced it had initiated a process to exit its
nonregulated Midwest generation business. As a result, Duke Energy expects
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to classify the Midwest generatien business as held for sale and record an
estimated pretax impairment charge of $1 billion to $2 biliion in the first
guarter o 2014, As discussed further in Note 2 to the Consolidated Financial
Statements, “Acquisitions, Dispasitions, and Sales of Other Assets,” in the third
quarter of 2012, Duke Energy Carolinas and Duke Energy Progress recorded
certain impaiimient Thacges in conjunction with the mergas between Duke
Energy and Progress Energy. As discussed further in Note 11 to the Consolidated
Financial Statements, “Goodwill and Intangibie Assets,” in the third quarter of
2011, Commercial Power recorded $79 millian of pretax impairment charges
related to CAA emission allowances that were no [enger expected to be used

as a result of the issuance of the final CSAPR. These impairment charges

are tecarded in Goodwill and Other Impairment Charges on Duke Energy's
Consolidated Statement of Operations.

Accounting for Loss Contingenties

Preparation of financial statements and related disclosures require
judgments regarding the future outcome of contingent events. Duke Energy is
involved in certain legal and envirenmental matters arising in the normal course
of business. Estimating probatle osses requires analysis of multiple forecasts
and scenarios that often depand on judgments about potential actions by third
parties, such as federal, state and locaf courts and other regulators. Contingent
liabilities are often reschved aver long periods of time. Amounts recorded in the
consolidated financial statements may differ from the actual gutcome once the
contingency is resolved, which could have a material impact on future results of
operations, finangial position and cash flows of Duke Energy.

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

Pension and Other Post-Retirement Benefits

The calculation ot pension expense, other post-retirement benefit expense
and net pension and other post-retirement assets or liabilities require the use
of assumptions and election of parmissible accounting alternatives. Changes in
assumptions can result in different expense and reported asset or liability amounts,
and future actual experience can differ from the assumptions. Duke Energy believes
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 prascription drug cost trend rate assumptions are
critical to Duke Energy's estimates of ather post-retirement benefits.

Duke Energy elects to amortize net actuarial gains or losses in excess
of the corridor of 10 percent of the greater of the market-related value of plan
assets or plan projected benefit obligation, inta net pension or other post-
retirement henefit expense over the average remaining service period of active
covered employees. Prior service cost or credit, which represents the effect on
plan liabilities due to plan amendments, is amortized over the average remaining
service period of active covered emplayees.

Duke Energy maintains non-contributory defined benefit retirement
plans. The plans cover most U.S. employees using a cash balance tormuta.
Under a cash balance formula, a plan participant accumulates a retirement
benefit consisting of pay credits based upon a percentage of current eligible

earnings based on age and years of service and current interest credits. Certain
employees are covered under plans that use a final average earnings formula.

Duke Energy provides some health care and life insurance benefits
for retired empicyees on a contributary and ron-contributery hasis. Certain
employess are eligible for these benefits if they have met age and service
reguirements at retirement, 2s defined in the plans.

For both pension and other post-retirement plans, Duke Energy assumes
its plan’s assets will generate a long-term rate of return of 6.75 percent as
of December 31, 2013, The expected long-term rate of return was developed
using a weighted average calculation of expected returns based primarily an
future expected returns across asset classes considering the use of active asset
managers, where applicable. 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 ta achieve broad market participation and reduce the tmpact of
individual managers an investments. In September 2013, Duke Energy adopted a
de-risking investment strategy for its pension plan assets. As the funded status
of the Duke Energy and Progress Energy pension plans increasa, over time the
allocation to return-seeking assets will be reduced and the allocation to fixed-
income assets will be increased to better manage Duke Energy's pension liabifity
and reduce funded status volatility. Based on the current funded status of the
plans, the asset allogation for the Duke Energy pension plans has been adjusted
to 60 percent fixed-income assets and 40 percent return-seeking assets and the
asset allocation for the Progress Energy pension plans has been adjusted to
55 percent fixed-income assets and 45 percent return-seeking assets.

The assets for Duke Energy’s pensian and other post-retirement plans are
maintaired in a master trust. Duke Energy also invests other post-retirement
assets in the Duke Energy Corporation Emplayee Benefits Trust (VEBA ). The
investment objective of VEBA | is to achieve sufficient returns, subject o a
prudent level of portfolio risk, for the purpose of prometing the security of plan
benefits for participants. VEBA | is passively managed.

Duke Erergy discounted its future U.S. pension and other post-retirement
pbligations using a rate of 4.7 percent as of December 31, 2013. Discount rates
used to measure benefit plan obfigations for financial reporting purposes reflect
rates at which pension berefits could be effectively settled. As of December 31,
2013, Duke Energy determined its discount rate for U.S. pension and other
post-retirement obiigations using 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 match the timing
of projected benefit payments. The seletted bond porffolio is derived from a
universe of non-callable carporate 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 future pension expense and liabilities. Duke
Energy cannot predict with certainty what these factors wifl be in the future. The
fallowing table presents the approximate effect on Duke Energy’s 2013 pretax
persion expense, pension obligation and other post-retirement benefit obligation
if 2 0.25 percent change in rates were to occur.

(in miltions)

Qualified and Non-
Qualified Pension Plans  Other Post-retirement Plans

+0.25% -0.25% +0.25% -0.25%

Effect on 2013 pretax pension expense
Expected long-term rate of return
Discount rate

Effect an benefit obligation at December 31, 2013
Ciscount rate

$ a8 18 $ $ 1
(16) 16 # 4
$(194) 4200 $(23) § 24
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Duke Energy’s LS. post-retirement plan uses a medical care trend rate which reflects the near and long-term expectation of increases in medical health care costs.
Duke Energy's U.S. post-retirement plan uses a prescription drug trend rate, which reflects the naar and long-term expectation of increases in prescription drug health care
costs. As of December 31, 2013, the medica! care trend rates were 8.5 percent, which grades to 5.00 percent by 2021, The following table presents the approximate effect on
Duke Energy's 2013 pretax other posi-retiement expense and other post-retiremant benefit obligation if a 1 percentage point change in the health care trend rate were to occur.

Other Post-retirement Plans

{in millions} +1.0% -10%
Effect on 203 other post-retirement expense $ 25 $ (200
Effect on other post-retirement benefit obligation at December 31, 2013 40 (36)

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

LIQUIDITY AND CAPITAL RESQURCES

Sources and Uses of Cash

Duke Energy relies primarily upon cash flows from operations, debt
issuances and its existing cash and cash equivalents to fund its domestic
liquidity and capital requirements. Duke Energy’s capital requirements arise
primarily trom capital and investment expenditures, repaying long-term debt and
paying dividends to shareholdars. Duke Energy's projected primary sources and
uses for the next three fiscal years are included in the table below.

{in millions} 2014 2015 2016
Uses:

Capital expenditures 58256125 68307450 7.175-8175
Debt maturities 2,170 2470 1.870
Dividend payments 2225 2270 2315
Sources:

Cash flows from operations § 7370 % 7930 $ 8.150
Debt issuances 3.160 3475 2,800

(a} Excludes capital leases and securttized receivables matunties in 2016 expected to be renewed Amount
represents Duke Energy's financing plan, which acrelerates cerlain contractual matunibes.

The Subsidiary Registrants generally maintain minimal cash bafances and
use shert-term borrowings to meet their working capital needs and other ¢ash
requirements. The Subsidiary Registrants, excluding Progress Energy, support
their short-term borrowing needs thraugh participation with Duke Energy and
certain of its other subsidiaries in a money pool arrangement, The companies with

shart-term funds may provide short-term loans to affiliates participating under
this arrangement. See Note 6 to the Consolidated Financial Statements, “Debt
and Credit Facilities,” for additicnal discussion of the money pool arrangement.
Duke Energy and the Subsidiary Registrants, excluding Progress Energy, may
also use short-term debt, including commercial paper and the money poal, as a
bridge to fong-term debt financings. The levels of borrowing may vary significantly
over the course of the year due to the timing of long-term debt financings and
the impact ot fluctuatiors in cash flows from operations. Duke Energy’s current
liabilities frequently exceed current assets resulting from the use of short-term
debt as a funding source to meet scheduled maturities of long-term debt, as wel!
as cash needs, which can fluctuate due to the seasonality of its business.

CREDIT FACILITIES AND REGISTRATION STATEMENTS
Master Credit Facility Summary

Duke Energy has a master credit facility with a capacity of $4 billion through
December 2018. The Subsidiary Registrants, excluding Progress Energy each
have borrowing capacity under the master credit facility up to specified sublimits
for each barrower. Duke Energy has the unilateral ability at any time to increase
or decrease the borrawing sublimits of each borrower, subject to a maximum
sublimit for each borrower. The amount available under the master credit facility
has been reduced to backstop the issuances of commercial paper, tertain fetters
of cradit and variable-rate demand tax-exempt bords that may be put to the Duke
Energy Registrants at the option of the holder. The table below includes the current
borrowing sublimits and available capacity under the master credit facility.

December 31, 2013

Duke Durke Duke Duke Duke Duke

Duke Energy Energy Energy Energy Energy Energy

(in millions) Energy {Parent) Carolinas Progress Florida Ohio Indiana
Facility Size'® $ 6,000 $ 2250 $ 1.000 $750 $ 650 $650 § 700

Reduction %o backstop issuances

Notes payable and commercial paper® (450 — (300 — — — {150
Outsfanding letters of credit (62 {55) & 2 {1 — —
Tax-exempt bonds (240) — (75) — — {84} (81}
Available capacity $5.248 $2195 $ 621 $748 § 649 $566 § 469

(a) Represents the subiimt of each borrower at December 31, 2013. The Duke Energy Ohio sublimit mcludes $200 milbon for Duke Energy Kentucky.
() Duke Energy issued $450 million of commercial paper and loaned the proceeds through the money poof to Duke Energy Carolinas and Duke Energy lndiana. The balances are classihied as long-term borrowings within Long-

term Debt in Duke Energy Carohnas’ and Duke Energy indiana’s Condensed Consolidated Balance Sheets.
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PremierNotes

Duke Energy has an effective Form S-3 with the SEC to sell up to $3 billian
of variable denomination floating rate demand notes, called PremierNotes.
The Form $-3 states that no more than $1.5 billion of the notes will be
outstanding at any particular ime. The notes are otiered on a continuous basis
and bear interest at a floating rate per annum determined by the Duke Energy
PremierNotes Committae, or its designee, on a weekly basis. The interest rate
payable an notes held by an investor may vary based on the principal amount
of the investment. The notes have no stated maturity date, are non-transferable
and may be redeemed in whole or in part by Duke Energy or at the investor's
option at any time. The balance as of December 31, 2013 and December 31,
2012, was $836 million and $395 miflian, respectively. The notes are short-
term debt obligations of Duke Energy and are reflected as Notes payable and
commercial paper on Duke Energy's Consolidated Balance Sheets.

Shelf Registration

In September 2013, Duke Energy filed a Form S-3 with the SEC. Under this
Form S-3, which is uncapped, the Duke Energy Registrants, excluding Progress
Energy 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 common stock by Duke Energy.

CAPITAL EXPENDITURES

Duke Energy's projected capital and investment expenditures for the next
three fiscal years are included in the table below.

{in millions) 2014 2015 2016
Regulated Utilities $4850 $6075 $6500
Commercial Power, International Energy and Other 975 775 675
Total committed expenditures 5825 6830 7175
Discretionary expenditures 300 600 1,000
Total projected capital and investment expenditures $6.125 $7450 $8175

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 aflocated to the Regulated Utilities segment. The table below
includes the components of projected capital expanditures for Regulated Utilities
for the next three fiscal years.

2014 2015 2016
New generation $ 200 $ 975 $1175
Environmental 400 250 2%
Nuclear fuel 525 525 575
Major nuclear 350 378 325
Customer additions 425 450 475
Grid modernization and other transmission and distribution
projects 125 450 525
Maintenance 2825 3050 3173

Totat projected Repuiated Utbhties capital and investment

expenditures $4850 36075 36500
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DEBT MATURITIES

The following table shows the significant components of Current maturities
of long-term debt an the Censolidated Balance Sheets. The Duke Energy
Registrants currently anticipate satisfying these abligations, primarily with cash
on hand and proceeds from additional borrowings.

Becember 31,

{in miflions} Maturity Date  Interest Rate 2013
Unsecured Debt
Duke Energy (Parent) February 2014 g300% $ 750
Progress Energy (Parent) March 2014 6.050% 300
Duke Energy (Parent) September 2014 3.950% 500
Tax-exempt Bonds
Duke Energy Progress January 2014 0.105% 167
Cther 387
Current maturities of

fong-term debt $ L1
DIVIDEND PAYMENTS

Duke Energy has paid quarterly cash dividends for 83 consecutive years
and expects to continue its policy of paying regular cash dividends in the future.
There is no assurance as to the amount of future dividends because they depend
on future earmings, capital requirements, financial condition and are subject to
the discretion of the Board of Directors.

Qver the past several years, Duke Energy’s dividend has grown at
approximately two percent annually, slower than overall eamings growth, The
Board of Directors continues to target a payout ratio of 65 percent to 70 percent,
based upon adjusted diluted EPS. Once the dividend is within the target payout
ratio, Duke Energy believes it has the flexibility to grow the dividend at a pace
more consistent with earnings growth.

Dividend and Qther Funding Restrictions of Duke Energy Subsidiaries

As discussed in Note 4 to the Consolidated Financial Statements
“Regulatory Matters”, Duke Energy’s wholly owned public utility operating
companies have restrictions on the amaunt of funds that can be transferred to
Duke Energy via dividerd, advance or foan as a result of conditions imposed by
various regulators in conjunction with merger transactions. Duke Energy Progress
and Duke Energy Flosida also have restrictions imposed by theis first mortgage
bond indentures and Articles of Incorparation which, in certain circumstances,
limit their ability to make cash dividends or distributions on commen stock.
Additionally, certain other Duke Energy subsidiaries have other restrictions, such
as minimum working capital and tangible net worth requirements pursuart to
debt and other agreements that limit the amount of funds that can be transferred
to Duke Energy. At December 31, 2013, the amourd of restricted net assets
of wholly owned subsidiaries of Duke Energy that may not be distributed to
Duke Energy in the form of a loan or dividend is less than 25 percent of Duke
Energy's consolidaied net assets. Duke Energy does not have any legal or
other restrictions on paying common stock dividends to shareholders out of
its consclidated equity accounts. Although these restrictions cap the amount
of funding the various operating subsidiaries ¢an provide Yo Duke Energy,
maragement does not believe these restrictions will have any significant impact
on Duke Energy’s ability to access ¢ash to meet its payment of dividends on
common stock and other futuze funding obligations.
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CASH FLOWS FROM OPERATING ACTIVITIES

The relatively stable operating cash flows of Regulated Utilities compose
a substantial portion of Duke Energy's ¢ash flows from operations. Regulated
Utilities' cash flows from operations are primarily driven by sales of electricity
and natural gas and costs of operations. Weather conditions, commodity price
fluctuations and unanticipated expenses, including unplannad plant outages
and storms can affect the timing and level of cash flows from operations. Duke
Energy provides the liguidity support for Cammercial Pawer's coal-fired and
gas-fired assets that are dispatched into the PIM wholesale market. Commercial
Power has ecanomically hedged a partion of its forecasted generation through
2018 with various counterparties, and a substantial portion of these cantracts
requira daily pestiag of margin, which can be significant. Duke Energy believes
it has sufficient liquidity resources through the commercial paper markets, and
ultimately, the master credit facility, to suppart these operations. Cash flows
from gperations are subject to 4 number of other factors, inchuding, Hut not
limited to, regulatary constraints, economic trends and market volatility (see
Item 1A, “Risk Factors,” for additional information}.

At December 31, 2013, Duke Energy had cash and cash equivalents and
shart-term investments of $1.5 billion, of which $1.1 billion is held by entities
domiciled in foreign jurisdictions and is forecasted to be used to fund the
operations of and investments in Iaternational Energy. 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
Internationat Energy’s foraign jurisdictions is not needed to fund the operations
af its U S. cparations and that International Energy either has invested or has
intentians to reinvest such earnings. While management currently irtends to
indefinitely reinvest all of International Energy’s unremitted earnings, should
tircumstances change, Duke Energy may need to record additional ingome tax
expense in the peniod in which such determination changes. The cumulative
undistributed earnings as of December 31, 2013, en which Duke Energy has
not provided deferred t).S. income taxes and foreign withholding taxes is
approximately $2.4 billion. The amourt of unrecognized deferred tax liability
related to these undistributad earnings is estimated at between $300 million and
$375 million. See Note 22 to the Consclidated Financial Statements, “Income
Taxes,” for additignal information,

DEBT ISSUANCES

Depending on availability based on the issuing entity, the credit rating of
tha issuing entity, and market conditions, the Subsidiary Registrants prefer to
issue first martgage bonds and secured debt, followed by unsecured debt. This
preterence is the result of generally higher credit ratings for first mortgage bonds
and secured debt, which typically result in lower interest costs. Duke Energy
Corparation primarily rssues unsecured debt.

Duke Energy’s capitalization is balanced between debt and equity as
shown in the table befow. The 2014 projected capitalization percentages excluds
purchase accounting adjustments refated to the merger with Progress Energy.

Projected
2014 Actual 2013 Actual 2012
Equity 52% 50% 50%
Debt 48% 50% 0%

Duke Energy’s fixed charges coverage ratio, calculated using SEC
guidalines, was 3.0 times for 2013, 2.5 times for 2012, and 3.2 times for 2011.
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Restrictive Debt Covenants

Duke Energy’s debt and credit agreements contain varigus financial znd
other covenants. The master credit facility contains a covenant requiring the
debt-to-total capitalization ratio to not exceed 65 percent for each borrgwer.
Failure to meet thase covenants beyond applicable grace periods could result in
accelerated due dates and/or termination of the agreements or sublimits therefo.
4s of December 31, 2013, Duke Energy was in compliance with all covenants
related to its significant debt agreements. In addition, some credit agreements
may allow for acceleration of payments or termination of the agreements due
to nonpayment, or to the acceleration of other significant indebiedness of the
barrower or some of its subsidiaries. None of the debt or credit agreements
contain material adverse change clauses.

Credit Ratings

Duke Energy and certzin subsidiaries each hold credit ratings by Fitch
Ratings, Inc. (Fitch), Moody's Investors Service, Inc. (Moody's) and Standard &
Poor's Rating Services (S&P). 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+, A3 and BBB+, respectively. As of February 13, 2014, the Duke Energy
Registrants' have stable outlooks from Fitch, Moody's and S&P

The following table includes the Duke Energy and certain subsidiaries’
Senior Unsecured Cradit Ratings as of February 13, 2014,

SEP Moody's  Fitch
Duke Energy Corporation BBB A3 BBB+
Duka Energy Caralinas BBB+ Al A
Progress Energy BEB Baal  BBB
Duke Energy Prograss BBB+ A A
Duke Energy Florida BBB+ A3 A
Duke Energy Qhio BBB+ Baal A-
Duke Energy Indiana BBB+ AZ A-
Duke Energy Kentucky BBB+ Baal A

Credit ratings are dependent on the ability to meet our debt principal and
interest obligations when they come due, which is a measure of the strength
of the current balance sheet. If, as a result of market conditions or other
factors, Duke Energy and tertain other subsidiaries are unable to maintain
current balance sheet strength, or if earnings and cash flow outlook materially
deteriorates, credit ratings could be negatively impacted.

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 millions) 013 2012 a0m
Cash flaws provided by {used in):
Operating activities $ 6382 $ 5244 % 3672
Investing activities (4978 6,151 {4.438
Financing activities (1.327) 267 1,202
Net increase (decrease) in ¢ash and cash

equivalents n {636 440
Cash and cash equivalenis at beginning of period 1424 2110 1670
Cash and cash equivalents at end of period $ 1501 3 1424 § 2110
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OPERATING CASH FLOWS

The fatlowing table summarizes key components of Duke Energy’s
operating cash flows for the three most recently completed fiscal years.

Years Ended December 31,
{in millions) 2013 2012 2011
Net income $2616 § 1782 $ 1714
Non-tash adjustments 1o net income 4816 3769 2528
Contributions to qualified pension plans (250} (304 (2000
Working capital (920) 3 470)
Net cash provided by operating activities $6382 §5244 $ 3672

For the year ended December 31, 2013 compared to 2012, the variance
was driven primarily by:

* A $2,001 million increase in net income after non-cash adjustments,
mainly due to the inclusion of Progress Energy’s results for first six
months of 2613 and the impact of revised rates and lower operation and
maintenance expenses, partially offset by;

A $917 million decrease in gperating cash flows from ingreased investments
in traitional working capital, mainly due to the iming of receivables and
accruals, lower incentive accruals, ret of current year payments and resenve
reductions and the prior year overaliocation of the Carolinas’ fuels costs.
These decreases were partially offset by the NEIL proceeds.

For the year ended Oecember 31, 2012 compared to 2011, the variance
was driven primarily by

» An approximately $1.210 million ingrease in net income atter nan-cash
adjustments (depreciation and amorizations, higher Edwardsport
charges, severance expense and other Progress Energy merger related
¢costs), resutting 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.

A $560 million increase in operating cash flows from fower investment
in traditional working capital, mainly due to an increase in current year
vacation and incentive accruals and prior year refund of Nerth Carclina
overcollected fuels costs and current year overcollection of Nerth
Carolina and South Carolina fuel costs, partially offset by;

= A $100 million increase in contributions to company spansored pension
plans due to contributions for Progress Energy pension pfans.

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) 2013 mz 2011
Capital, investment and acquisition expenditures  $(5,607)  $ (5,958 $ (4.464)
Available for sale securities, net 173 (182 (131)
Proceeds from sales of equity investments and

other assets, and sales of and collections on

notes recefvable 7 212 118
Other investing items 179 (269 43
Net cash used in investing activities $(4,978) $ (6197 $(4.434)
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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 Endeg December 31,

(in millions) 2013 2012 2011
Regulated Utiities $5048 $4220 § 3707
Commercial Powar 266 1,038 492
international Energy 67 551 114
Dther 223 149 141
Total capital, tvestment and acquisition

expenditures $ 5607 § 5958 $ 4464

For the year ended December 31, 2013 compared to 2012, the variance
was driven primarily by:

+ A §581 million variance in restricted cash due to posting collateral ¢n a
secured debt issuance related to the Chilean hydro acquisition in 2012
and the return of @ portion of this collateral in 2013,

« A $355 millign increase in proceeds from the sales of available-for-sale
securities, net of purchases due to the investment of excess cash held
in fareign jurisdictions and

= A $351 million decrease in tapital, investment and acquisition
expenditures primarily due to lower spending on Duke Energy’s
Tenewable energy projects and ongoing infrastrutture modernization
program as these projects were completed, net of expenditures on
Progress Energy’s maintenance projects.

For tha year ended December 31, 2012 compared to 2011, the variance
was drivan primarily by:

« 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 en renewable
energy projects and the Chilean hydro acquisition, net of lower spending
on Duke Energy's ongoing infrastructure modesnization program as
these projects near completion and

« 4 $440 million increase in restricted cash primarily due ta 2 secured
debt issuance related fo Chilean hydro acquisition.

FINANGING CASH FLOWS

The following table summarizes key components of Duke Energy's
firancing cash flows for the three most recently completed fiscal years.

Years Ended December 31,

{in miflions} 20013 2012 2012
fssitance of common stock refated to employes benefit

plans $ 9% 23§ &
Issuance of long-term debt, net B40 1672 2,292
Notes payable and commercial paper 93 278 208
Dividends paid (2188) (17522 (1329
Qther financing items {81} 46 (35)

Net cash (used in) provided by financing activities $(1320 3 267 $ 1202

For the year ended December 31, 2013 compared 1o 2012, the variance
was driven primarily by:

« An $832 million decrease in net issuancas of long-term debt, primarily
due to the timing of issuances and redemptions between years, resulting
from the completion of major construction projects,
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was driven primarily by:

* A $436 million increase in quarterly dividends primarily due to an * A $620 million decrease in net issuances of long-term debt, primarily
increase in common shares outstanding, resu'ting from the merger with due to the timing of issuances and redemptions between years and
Progress Energy and an increase in dividends per share from $0.765 to

$0.78 in the third quarter of 2013. The total annual dividend per share ; X . ’ )
was $3.00 in 2013 compared to $3.03 in 2017 and increase in common sha_res outstgnd!n_g, resulting from the merger with
Progress Energy and an increase in dividends per share from $0.75 to
« A $185 million decrease in proceeds from net issuances of ates $0.765 in the third quarter of 2012, The tota) annual dividend per share
payable and commercial paper, primarily due to changes in short-term was $3.03 in 2012 compared to $2.97 in 2011;
working capital needs.

* A $420 million increase in quarterly dividends primarily due to an

These decreases in cash provided were partially offset by:

D d to 2011, the vari
For the year ended December 31, 2012 compared to 2011, the variance * A $70 million increase in proceeds from net issuances of nates payab'e

and commercial paper, primarily due to the PremierNotes program, net
of paydown of commercial paper.

Summary of Significant Debt Issuances

The foflowing tables summarize the significant debt issuances (in millions).

Year Ended December 31, 2013

Duke Duke Duka Duke
Interest Energy Energy  Energy Energy Duke

Issuance Date Maturity Date Rate  (Parent) Progress Ohie  Indiana  Energy
Unsecured Debt

lanuary 2013@ January 2073 5125% § 500 $ — $ — $ — § 500
lune 2013 June 2018 2.100% 300 — — — 500
August 2013 Avgust 2023 11.000% —_ — — — 220
QOctober 2013 October 2023 3.650% 400 — — _ 400
Secured Debt

February 2013{)® December 2030 2.043% — —_ —_— — 203
February 2013° June 2037 4740% — — — — 0
April 2013™ April 2026 5.456% — — — — 230
December 2013% December 2016 0.852% — 300 — — 300
First Moitgage Bonds

March 2013% March 2043 4.100% —_ 500 — — 500
July 2013% July 2043 4.900% — — — 350 350
July 2013w July 2016 0.619% — — —_ 150 150
September 2013™ September 2023 3.800% —_ —_ 300 — 300
September 2013w March 2015 0.400% — — 150 — 150
Total Issuances $1.400 $800 $ 450 $500 34023
{a) Callable after january 2018 at par Proceeds were used fo redeem the $300 million 7.10% Cumlative Quarterly Income Preferred Securtbes (QUIPS) and to repay a portion of outstanding commercial paper and for general

(0]
(9]
[5)]
(g)

@
h

0}
0
(ki
[
(m)

{n

corporate purposes. See Note 17 for addiional information about the QUIPS.

Procesds were usad to repay $250 million of current maturihes ang for general corporate purposes, including the repayment of cutstanding commercial paper.

Proceeds were used to repay $200 million of current maturibes. The matunty date ncluded above applies to hat of the instrument. The remaining halfl matures n August 2018,

The debt 15 Tloating rate based on a consumer pce index and an overmght funds rate n Brazl. The debt is denominated in Brazihan Real.

Proceeds were used 10 repay commergial paper as well as for general corporate purposes.

Represents the conversion of construction loans related to a renewabie energy project issved in December 2012 10 term lpans Ng cash proceeds were recerved in conjunction with the conversion. The term loans have varying
matonty dates. The matunty date presented represents the latest date for all components of the respective ioans,

The debt is floating rate. Duke Energy has entered into a pay fixed-receive floating interes rate swap for 95 percent of the loans

Represents the conversion of 8 $190 milicn Dridge oan issued i conjunchion with the acquisbon of Ibener in December 2012. Duke Energy received incremental proceeds of $40 million upen conversioa of the bndge loan.
The debt is fioating rate and 15 denominated in U.S. dollars. Duke Energy has entered into a pay fxed-recerve floating interest rate swap for 75 percent of the Joan.

Reiates to the securiizahon of accounts receivable at a subsidiary of Duke Energy Progress; the proceeds were used to repay short-term debt. See Note 17 for further details.

Proceeds were used to repay notes payable to affiliated companies as well 25 for general corporate purposes.

Proceeds were used to repay $400 million of current maturrhes

The debt is floating rate based on 3-month Lendon Interbank Offered Rate {LIBOR) and a fixed credit Spread of 35 basis points,

Praceeds were used for general corporate purposes including the repayment of short-term notes payable, a portion of which was incurred to fund the retrement of $250 mullion of first mortgage bonds that matured in the first
half of 2013.

The debt is floating rate based on 3-month LIBOR plus a fixed spread of 14 basis points.
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Year Ended December 31, 2012

Duke Duke  Progress Duke Duke Duke

Interest Energy Energy Energy Energy  Energy  Energy Duke
Issuance Date Maturity Date Rate (Parent)  Carolinas (Parenty  Progress  Florida  Indiana Energy
Unsecured Debt
March 2012(a) April 2622 315% $ — § — $450 $ — $ — $— $ 450
Rugust 2012 August 2017 163% 700 — — — — — 700
August 2012() August 2022 3.00% 500 — — — - — 500
Secured Debt
April 2012(c) September 2024 264% 330 — — — — — 330
Decemnber 2012(d) March 2013 277% 203 — — — — — 203
December 2012(d) March 2013 474% 220 — — - — — 220
December 2012(e) Jung 2013 101% 190 — — — — — 190
December 2012(e) December 2025 1.56% 200 — — — — — 200
First Mortgage Bonds
March 2012(f) March 2042 4.20% — — — — — 250 250
May 2012(g) May 2022 2.80% — — — 500 — — 500
May 2012{g) May 2042 4.10% — — — 500 — — 300
September 2012(hy September 2042 4.00% — 650 — — — — 650
Novernber 2012(i) November 2015 085% — — — -— 250 — 250
November 2012(i} November 2042 3185% — — — — 460 —_ 400
Total Issuances $2,343 $650 $450 $1.000 $650 $250  $5343

{a) Proceeds werg used to repay current maturities of $450 million

(b} Proceeds were used to repay current maturtties of $500 mllion, as well as for general corporate purposes, including the repayment of commercial paper.
(c)  Proceeds were used fo reimburse constryctian costs for 0S Gornerstone, LLG jot venture wind projects Jebi was subsequently deconsolidated upon execution of a joint venture. See Kote 17 for further detaiis.

(d)  Proceeds were used to fund the exsting Los Vientos wind power portiolo

e} Deht issuances were executed 1 tonnection wath the acauisrbon of lbener. Both loans were collaterabized with cash deposits equal 1o 101 percent of the loan amounts. See Note 2 Ton furthes details.

(N Proceeds were used to repay a portion of ouistanding short-term debt.

() Proceeds were used to repay current matunities of $500 million, a portion of outstanding commercial paper and notes payable 10 affiiated companies.
(h)  Proceeds were used to repay current matunties of $420 million, as well as for general corporate purposes, including the funding of capital expenditures

{)  Pmceeds will be used ta repay current matunties of $425 mullion. as well as for general Corparate purposes

Off-Balance Sheet Arrangements

Duke Energy and certain of its subsidiaries enter into guarantee
arrangements in the narmal course of business to facilitate commercial
transactions with third parties. These arrangements include performance
guarantees, stand-by letters of credit, debt guarantees, surety bonds and
indemnifications.

Most of the guarantee arrangements entered into by Duke Energy enhance
the credit standing of certain subsidiaries, non-consalidated entities or less
than wholly owned entities, enabfing them to canduct business. As such, these
guarantee arrangements involve elements of performance and credit risk, which
are not always 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 January 2, 2007 spin-off of Spectra Energy Corp (Spectra Energy), having
Yo honor its contingencies is largely dependent upon the future operations of
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the subsidiaries, investees and other third parties, or the occurrence of certain
future events.

Duke Energy performs ongoing assessments of their respective guarantee
obligations 1o determine whether any Habilities have been incurred 2s 2 result of
potential increased non-performance risk by third parties for which Duke Energy
has issued guarantees.

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

[ssuance of these guarantee arrangements is not required for the majority
of Duke Energy’s operations. Thus, if Duke Energy discontinued issuing these
guarantees, there would not be a material impact to the consolidated results of
operations, cash flows or financial position.

Other than the guarantee arrangements discussed above and normal
operating lease arrangements, Duke Energy does not have any material
oft-balance sheet financing entities or structures. Far additional information
o these commitments, see Note 5 to the Consolidated Financial Statements,
“Commitments and Contingengies.”
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Contractual Obligations

Duke Energy enters into contracts that require payment of ¢ash at certain specified periods, based on certain specified minimum guantities and prices. The
following table summarizes Duke Energy's contractual cash obligations as of December 31, 2013.

Payments Due By Period
Less than 2-3years 4-5ygars  More than & years
{in millions) Total  1year (2014} (201582016} (2017&2018) (2019 & beyond)
Long-term debt® $ 38740 $ 2,007 $ 5.409 $ 4355 $26,969
Interest payments on long-term debt® 24,082 1,632 2972 2675 16,803
Capital leases™ 2302 171 336 342 1,453
Dperating leases™ 1,769 175 306 254 1,034
Purchase obligations:®
Fuel and purchased power® 26,883 5,163 6,787 4,099 10,844
Other purchase obligations™ 6,163 4,400 646 305 842
Nuclear decommissioning trust annual funding'® 912 52 105 92 663
Total contractuat cash obligations®™” $100.851 $13,600 $16.561 $12.122 $58.608

(a} See Note 6 to the Consohdated Financial Statements, “Debt and Credit Facihities.”

(b} Interest payments on vanable rate debt instruments were calculated using December 21, 2013 interest rates and holding them constant for the ife of the instruments.

(c)  See Note 5 to the Consolidated Financial Statements, “Commitments and Contingencies.” Amounts in the tahle above include the interest component of caprtal leases based on the inferest rates stated in the lease
agreements and exclude certam related executory costs.

(d} Current habilthes, except for current maturibes of long-term debt, and purchase obhgations reflected i the Consolidated Balance Sheets, have been excluded from the abeve table.

(e) ncludes firm capatity payments that prowide Duke Energy with uninterrupted firm access to electricity transmission capacity and natural gas transportation contracts, as well as undesignated contracts and contracts that
quahfy as narmal purchase/ncrmal sale (NPNS) For contracts where the price paid 15 based on an wndex. the amount 15 based on market prices at December 31, 2013 For certam of these amounts, Duke Energy may settie 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.

if)  Includes contracts for scftware. telephone, data and consulting or advisory services, Amount also includes contractual obligations for engineering, procurement and corstruchion costs for new generation plants and nuclear
plant refurtishments, emironmental projects on fassd facilibies, major mamtenance of certain ponregulated plants. maintenance and day to day contract work at certain wind faciibes and commidments to buy wind and
combustion turbines. Amount excludes certain open purchase orders for seruices that are prowided on demand. for which the timing of the purchase cannot be determined.

{g) Related to future annual funding obligations to nuclear decommissioning trust fund (NDTF} through nuclear power stations’ re-licensing dates. Amounts through 2017 include North Carolina junstichonal amounts that Duke
Energy Progress retained iternally and 15 transiioning o s external decommissioning funds per a 2008 NCUC order The fransition of the original $131 mifion 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 Retwement Obligations.”

(h}  Uncertain tax positions of $230 milhon are not refiected in this table as Duke Energy cannot predict when open mcome tax years will close with completed examinations. See Note 22 to the Consohdated Financial Statements,
“Income Taces.”

(i} The table above excludes reserves for igation, environmental remediation. asbestos-related injuries and damages claims and self-insurance claims (see Note 5 to the Consolidated Financial Statements. “Commitménts
and Contingencies”) because Duke Energy 1s uncertain as to the timing of when cash payments will be required Additionally, the table above excludes annual insurance premiums that are necessary 10 operate the business,
ncluding nuclear insurance {see Note 5 to the Censohdated Financial Statements, “Commitments and Contingencies”), funding of pension and other post-relirement benefit plans {see Note 21 to the Consolidated Financial
Statements, “Employee Benefit Plans”), asset retrement obligations (see Note 9 to the Consolidated Financial Statements, “Asset Retrement Obligations”) and regulatory habildies (see Note 4 to the Consefidated Financial
Statements, “Regulatory Matters™} because the amount and tming of the cash payments are uncertain, Also excluded are Deferied Income Taxes and Investment Tax Credits recorded on the Consolidated Balance Sheets since
cash payments for income taxes are determined based pomanly on taxable income for each discrete fiscal year.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK purchased as a resutt of its ownership of energy related assets. Duke Energy’s
exposure to these fluctuations is limited by the cost-based regulation af its
operations in its Regulated Utilities segment as these operations are typically

Risk Management Policies
¢ allowed to recaver substantially all of these costs through various cost-recovery

Duke Energy is exposed to market risks associated with commodity clauses, including fuel ¢lauses. While there may be a delay in timing between
prices, interest rates, equity prices and forgign currency exchange rates. Duke when these costs are incurred and when these costs are recovered through
Energy has established comprehensive risk management policies to monitor rates, changes from year to year generally da not have a material impact on
and manage these market risks. Duke Energy's Chief Executive Officer and operating resuits of these regutated operations.

Chief Financial Officer are responsible for the overall approval of market risk Price risk represents the potential risk of loss from adverse changes in the
management palicies and the delegation of approval and authorization levels. market price of electricity or other energy commedities. Duke Energy’s exposure

The Finance and Risk Management Committee of the Board of Directors receives  to commodity price risk is influenced by a number of factors, including contract
periodic updates from the Chief Risk Officer and cther members of management size, length, market liquidity, lacation and unique or specific contract terms.

on market risk positions, corperate exposures, and overall risk management Duke Energy employs established policies and procedures to manage risks
activities. The Chief Risk Officer is responsible for the overall gavernance of associated with these market fluctuations, which may include using various
managing commaodity price risk, including monitoring exposure kimits. commadity derivatives, such as swaps, futures, forwards and eptions. For

The foliowing disclosures about market risk contain forward-looking additiona! information, see Note 14 to the Consolidated Financial Statements,
statements that involve estimates, projections, goals, forecasts, assumptions, “Derivatives and Hedging.”
risks and uncertainties that could cause actual results or outcomes to differ Validation of a contract’s fair value is performed by an internal group
materially from those expressed in the forward-looking statements. Please separate from Duke Energy's deal origination function. While Duke Energy uses
review Item 1A, “Risk Factors,” and “Cautionary Statement Regarding Forward- cemmon industry practices to develop its valuation techniques, changes in its
Looking Informatien” for a discussion of the factors that may impact any such pricing methodologies or the underlying assumptions could result in significantly
forward-laoking statements made herein. different fair values and income recognition,
Commodity Price Risk HEDGING STRATEGIES

Duke Energy closely manitors risks associated with commodity price

Duke Energy is exposed to the impact of market fluctuations in the prices changes an its future operatians and, where appropriate, uses various

of electricity, coal, naturat gas and other energy-related products marketed and
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commodity instruments such as electricity, coal and natural gas forward
contracts to mitigate the effect of such fiuctuations on operations. These
instrements are also used to optimize the value of the nansegulated generation
portfelio. Duke Energy's primary use of energy commodity derivatives is fo hedge
the generation portfolio against exposure to the prices of power and fuel.

The majority of instruments used to manage Duke Energy’s commodity
price exposure are either not designated as hedges or do not qualify for hedge
accounting. These instrements are referred to as undesignated contracts.
Mark-to-market changes for undesignated contracts entered into by regulated
businesses are reflected as regulatory assets or liabilities on the Consolidated
Balance Sheefs. Undesignated contracts entered into by unregulated businesses
are marked-to-market each period, with changes in the fair value of the
derivative instruments refiected in earings.

Duke Energy may also enter into other contracts that qualify for the NPNS
exception. When a contract meets the criteria to qualify as an NPNS, Duke
Energy applies such exception. Income recognition and realization related to
NPNS contracts generally coincide with the physical delivery of the commadity.
For contracts qualifying for the NPNS exception, no recognition of the contract's
fair vafue in the Consofidated Financial Statements is required until seftlement of
the cantract as long as the transaction remains probable of occurring.

GENERATION PORTFGLIQ RISKS

Duke Energy is primarily exposed to market price fluctuations of wholesale
power, naturat gas, and coa! prices in the Regulated Utifities ard Commercial
Power segments. The Duke Energy Registrants optimize the value of their
wholesale and nonregulated generation portfolios. The portfolios include
generation assets, fuel, and emission allowances. Modeled forecasts of future
generation output and fue! requirements are based on forward power and fuel
markets. The companent pieces of the portfolio are bought and sold based an
models and forecasts of generation in arder to manage the ecanamic value
of the portfolie in accordance with the strategies of the business units. For
the Regulated Utilities segment, the generation portfolio not utifized to serve
retail operations or committed load is subject to commodity price fluctuations.
However, the impact on the Consol:dated 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. The Commercial Power
nanregulated generation partfolio dispatchas alt of its electricity inta unregulated
markets on a day-ahead and real-time basis and receives whelesale energy
margins and capacity revenues from PJM. Commercial Power has economically
hedged its forecasted coal-fired generation and a significant portion of its
farecasted gas-fired generation for 2014, Commercial Power also has long-term
economic hedges in place for a portien of expected coal and gas generation
through 2017 and 2018, respectively. Capacity revenues are 100 percent fixed
in PIM through May 2017. International Energy generally hedges its expected
generation using long-term bilateral power sales contracts when favorable
market conditions exist and it is subject to whaolesale commodity price risks

tor electricity not soid under such contracts. International Energy dispatches
electricity nat sold under long-term bilateraf contracts into unregulated markets
ard receives wholesale energy margins and capacity revenues from national
system aperators. Derivative contracts executed to manage generation portfalio
risks for delivery periods beyond 2014 are also exposed to changes in fair vatue
due to market price fluctuations of whelesale power, fuel oil 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
Duke Energy's net income.

SENSITIVITY ANALYSIS FOR GENERATION PORTFOLIO AND DERIVATIVE
PRICE RISKS

The table below summarizes the estimated effect of commodity price
changes on Duke Energy’s pretax net income, based on 3 sensitivity analysis
perfarmed for the nonregulated generation portfolio. Forecasted exposure to
commodity price risk for the Regulated Utilities segment is not anticipated to
have a material adverse effect an Duke Energy's results of operations in 2014.
The following commadity price sensitivity calculations consider existing
hedge positiens ang estimated production levels, as indicated in the 1able below,
but do not consider other potential effects that might result from such changes in
commodity prices.

Summary of Seasitivily Analysis for Generation Portfolio and Derivative Price Risks (in millions}

Generation Portfolio  Sensitivities for Derivatives

Risks for 2014 Beyond 2014
As of December 31" As of December 31, @
Potential effect on pretax net income assuming a 10% price change in 013 012 2013 2012
Forward wholesale power prices (per Mivh) 931 $34 $158 $103
Forward coal prices (per ton) 4 11 — —
Gas prices (per MMBtu) 6 21 —_ —

(a) Amounts related to forward wholesale prices represent the potential impact of cormmodity price changes on forecasted economic generation which has not been contracted or hedged. Amounts related to forward coal prices
and forward gas prces represent the patenbial impact of commodity price changes on fuel needed to achueve such economic generation. Amounts exclude the impact of mark-to-market thanges on yndesignated contracts

relahing to penods in excess of one year from the respective date.

(b)  Amaunts represent sensitivities refated to dervative contracts executed to manage generation portfolio nisks for penods beyond 2013 Amounts exclude the patential impact of commadity price changes on forecasted

economic generation and fuel needed to achieve such forecasted generation.

inferest Rate Risk

Duke Energy is exposed to risk resulting fram changes in interest rates as
a result of its issuance of variable and fixad-rate debt and commercial paper.
Duke Energy manages interest rate exposure by limiting variable-rate exposures
to a percentage of total debt and by manitoring the effects of market changes
in interest rates. Duke Energy also enters into financial derivative instruments,
which may include instruments such as, but not limited to, interest rate swaps,
swaptions and U.S. Treasury lock agreements to manage and mitigate inferest
rate risk exposure. See Notes 1, 6, 14, and 16 to the Consolidated Financial
Statements, " Summary of Significant Accounting Policies,” “Debt and Credit
Facilties,” “Derivatives and Hedging” and “Fair Value Measurements.”
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The paragraph below summarizes the potential effect of interest rate
changes on the Duke Energy Registrants’ pretax net income, based on a
sensitivity analysis performed as of December 31, 2013 and December 31,
2012,

At December 31, 2013, Duke Energy hiad no notional amounts of fixed-
to-floating hedges outstanding and no pre-issuance hedges outstanding. The
weighted average inferest rate on $5,677 million of long-term and short-term
variable interest rate exposure that has not been hedged at December 31, 2013
was 1.43 percent.

These amounts were estimated by considering the impact of the
hypathetical interest rates on variable-rate securities outstanding, adjusted for
interest rate hedges, short-term and long-term investments, cash and cash
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equivalents outstanding as of December 31, 2013 and 2012. The change in
interast rate sensitivity for Duke Energy is primarily due to changes in short-term
debt balances and cash balances. If interest rates changed significantly, Duke
Energy would likely take actions to manage its exposure to the change. However,
due to the uncertainty of the specific actions that would be taken and their
possible effects, the sensitivity analysis assumes no changes in Duke Energy's
tinancial structure.

Marketable Securities Price Risk

As described further in Note 15 to the Consolidated Financial Statements,
“nvestments in Debt and Equity Securities,” Duke Energy invests in debt
and equity securities as part of varigus investment partfclios te fund certain
obligations, The vast majority of investments in equity securities are within the
NDTF and assets of the various pension and other post-retirement benefit plans.

PENSION PLAN ASSETS

Duke Energy maintains investments to help fund the costs of providing
no-contributory defined benefit retirement and other post-retirement benefit
plans. These investments are exposed to price fluctuations in equity markets
and changes in interest rates. The equity securities held in these pension
plans are diversified o achieve broad market participation and reduce the
impact of any single investment, sector or geographic regian. Duke Energy has
established asset allocation targets for its pension plan haldings, which take into
consideration the investment objectives and the risk profile with respect to the
trust in which the assets are held.

A significant decline in the value of plan asset holdings could require Duke
Energy to increase funding of its pension plans in future periods, which could
adversely affect cash flows in those periods. Additionally, a decline in the fair
value of plan assets, absent additianal cash contributions to the plan, could
increase the amount of pension cost required to be recorded in future perigds,
which could adversely affect Duke Energy’s restlts of operatians in those
periods.

NDTF

As required by the NRC, NCUC, PSCSC and FPSC, subsidiaries of Duke
Energy maintain trust funds to fund the casts of nuclear decommissioning.
As of December 31, 2013, these funds were invested primarily in domestic
and international equity securities, debt securities, fixed-income securities,
cash and cash equivalents and short-term investments. Per the NRC, Internal
Revenue Code, NCUC, PSGSC and FPSC requirements, these funds may be
used only for activities refated to nuclear decomemissioning. The investments
in equity securities are exposed to price fluctuations i equity markets. Duke
Energy actively monitors its portfolios by benchmarking the performance of
its investments against certain indices and by maintaining, and periodically
reviewing, target allocation percentages for various asset classes. Accounting
for nuclear decommissicning recognizes that costs are recovered through retail
rates; therefore, fluctuations it 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 retaif rates. See Note 9 to the Consolidated
Financial Statements, “Asset Retirement Obligations™ for additionat information
regarding nuclear decommissioning costs. See Note 15 to the Consolidated
Financial Statements, “Investments in Debt and Equity Securities” for additional
information regarding NDTF 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
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certain commadity-related transactions within domestic operations that are
denominated in foreign currencies. To mitigate risks associated with foreign
currency fluctuations, contracts may be denaminated in or indexed to the
U.S. Dollar and/or tocal inflation rates, or investments may be naturally hedged
through debt denominated or issued in the foreign currency. Duke Energy may
also use fareign currency derivatives, where possible, to manage its risk related
to toreign currency Nuctuations. To monitor its currency exchange rate risks,
Duke Energy uses sensitivity analysis, which measures the impact of devaluation
of the foraign currencies ta which it has expasure.

Duke Energy's primary foreign currency rate exposure is to the Brazilian
Real. The table below summarizes the potential effect of foreign currency
devaluations on Duke Energy’s Consolidated Statement of Operations and
Consolidated Balance Sheets, hased on a sensitivity analysis performed as of
December 31, 2013 and December 31, 2012.

Summary of Sensitivity Analysis for Foreign Currency Risks

Assuming 10 percent devaluation in the currency
exchange rates in all gxposure currencies

As of December 31,
{in millions) 2013 2012
tcome Statement impact® $ (20 $ (20
Balance Sheet impact™ $(140) $(150)

{a)  Amaunts represent the potential annuar net pretax lass on the translabion of lacal currency eamings to the
U'S Dollar n 2013 and 2012, respectively

(b} Amounts represent the potential impact to the currency translation through Accumulated Other
Comprehensive Income (AQCI) on the Consohdated Balance Sheets.

OTHER ISSUES

Fixed Charges Coverage Ratios

The Duke Energy Registrants’ fixed charges coverage ratios, as talculated
using SEC guidelines, are included in the table below.

Years Ended December 31,

013 2012 2011
Duke Energy 30 25 32
Duke Energy Carolinas 42 37 37
Progress Energy 3| 16 2.1
Duke Energy Progress 36 22 42
Duke Energy Florida 21 23 28
Duke Energy Ohio 28 34 34
Duke Energy Indiana 41 0.1 22

ta) Includes the results of Progress Energy beginning on july Z, 2012,

Dan River Ash Basin Release

On February 2, 2014, a break in a stermwater pipe beneath an ash basin
at Duke Energy Carolinas’ retired Dan River steam station caused a release of
ash basin water and ash into the Dan River, On February 8, 2014, a permanent
plug was instafled in the stormwater pipe stopping the release of materials into
the river. Duke Energy Carolinas estimates 30,000 to 39,000 tons of ash and
24 million to 27 million gallons of basin water were released inta the river,

Duke Energy cannot reasonably estimate the cost assaciated with
remediation of this release at this time. Other costs refated to the Dan River
release and other ash basins, including regulatory directives, natural ressurces
damages, future lawsuits, future claims, long-term environmental impact
costs, long-term aperational changes, and costs associated with new laws and
regulations cannot be reasonably estimated at this time.
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Global Climate Change

The Duke Energy Registrants’ greenhouse gas (GHG) emissions consist
primarily of O, with maost coming from their fleet of coal-fired power plants in the
1.5. In 2013, the Duke Energy Registrants’ U.S. power plants emitted approximately
134 million tons of CO,. CO, emissions from Duke Energy’s international operations
were approximately 3 mitlion tons. The Cuke Energy Registrants’ future COZ
emissions will be influenced by variables including new regulations, economic
conditions that affect electricity demand, and the Duke Energy Registrants’
decisions regarding generation technologies deployed to meet customer electricity
needs.

The Duke Energy Registrants do not anticipate any of the states in which
they currently operate fossil-fueled electric generating units to implement
requirements ta reduce CO, emissions absent a federal requirement to mandate
reductions in GHG emissions. On tune 25, 2013, the President of the United
States issued a memorandum directing the EPA to propose CO, emissions
requirements for existing fossil-fuel electric generating units by June 1, 2014,
and to finalize the guidelines for states ta develop their own regulations for
implementing the guidelines by June 1, 2015. The memorandum directed the
EPA to require state to submit their implementation regulatians for approval by
June 30, 2016.

The Duke Energy Registrants are taking actions that will result in reduced
GHG emissians over time. These actions will lower the Duke Erergy Registrants’
exposure to any future mandatory GHG emission reduction reguirements or
carbon tax, whether 2 result of federal legislation or EPA reguiaticn. Under
any future scenario involving mandatory GHG limitations, the Duke Energy
Registrants weuld plan to seek recovery of compliance costs associated with
their regulated operations through appropriate regulatory mechanisms.

The Duke Energy Registrants recognize certain groups assaciate severe
weather events with climate change, and forecast the possibility these weather
events could have a material impact on future results of operaticns should
they occur more frequently and with greater severity. However, the uncertain
nature 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 potentia! future firancial risk to the
Duke Energy Registrants’ impossitle. Currently, the Duke Energy Registrants
plan and prepare for extreme weather events they experience from time to time,
such as ice storms, tornados, hurricanes, severe thunderstorms, high winds
ang droughts.

The Duke Energy Registrants routinely take steps fo reduce the potentral
impact of severe weather events on their electric distribution systems.

The Duke Energy Registrants’ electric generating facilities are designed fo
withstand extreme weather events without significant damage. The Duke Energy
Registrants maintain an invertory of coal and oil on site to mitigate the effects
of any potential short-term disruption in fuel supply so they can continue to
provide customers with an uninterrupted supply of electricity. The Guke Energy
Registrants have a program in place to effectively manage the impact of future
droughts en their ¢perations.

Other EPA Regulations Recently Published and Under Develepment

The EPA has issued and is in various stages of developing severat
nan-greenhouse gas (non-GHGY environmental regulations that will affect
the Duke Energy Registrants. These include the final Mercury and Air Toxics
Standards (MATS) for hazardous air pollutants, which is effective beginning in
2015, as well as proposed regulations for coaling water intake structures under
the Clean Water Act 316(b), coal combustion residuals, and steam effluent
limitation guidelines. As a group, these non-GHG eavironmental regufations
will require the Duke Energy Registrants to install additional environmentat
controls and accelerate retirement of some coal-fired units. While the ultimate
regulatory requirements for the Duke Energy Registrants from the group of EPA
regulatory actions will not be known until all the rules have been finalized,
for planning purposes, the Duke Energy Registrants currently estimate the

o

cost of new contral equipment that may need to be installed to comply with
this group of rules could total $4.5 billion to $5.5 billion, excluding AFUDC,
over the next 10 years. This range includes estimated costs for new control
equipment nacessary to comply with the MATS of $525 millien to $625 million,
The Duke Energy Registrants also expect to incur increased fuel, purchased
power, operation and maintenance, and other exgenses in canjunction with
the non-GHG regulations. The Duke Energy Registrants are planning to retire
coal-fired generating capacity that is not economic ta bring into compliance
with the EPA’s regulations. Beyond 2013, total planned ard potential
retirements could exceed 2,400 MW of coal-fired generating capacity. The
Duke Energy Registrants also expect to incur costs for replacement generation
as g result of the potential ¢oal-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
tegulatory actions are subject to considerable uncertainty. Therefore, the actual
compliance costs incurzed and MW to be retired may be materially different
fram these estimates based on the timing and requirements of the final EPA
regulations.

For additional information, see Note 4 to the Consalidated Financial
Statements, “Reguiatory Matters” and Note 5 to the Consolidated Financial
Statements, “Commitments and Contingencies.”

Nuclear Matters

Following the events at the Fukushima Daiichi nuclear power station
in Yapan, Duke Energy conducted thorough inspections at each of its seven
nuclear sites during 2011. The initial inspections did ngt identify any significant
vuInerabilities, however, Duke Energy is reviewing designs to evaluate safety
margins 1o external events. Emergency-tesponse capatalities, writien procedures
and engineering specifications were raviewed to verity each site's ability to
respond in the unlikely event of station blackout. Duke Energy is working within
the nuclear industry to improve safety standards and margin using the three
layers of safety 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 canduct 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 emargency preparedness
and improve efficiancy of NRC programs. The recommendations wera further
prioritized into three tiers based on the safety enhancement level. On March 12,
2012, tha NRC issued three regulatory orders requiring safety enhancements
related to mitigation strategies to respond to extreme natural events resulting in
the loss of power at a plant, ensuring reliable hardened containment vents and
enhancing spent fuef pool instrurmentation.

On August 30, 2012, the NRC issued implementation guidarce to erable
power plants to achieve compliance with the orders issued in March 2012.
Plants were required to submit implementation plans to the NRC by February
28, 2013, and complete implementation of the safety erhancements 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 ta ensure protection against
hazards in the current design basis, and re-evaluate emergency communications
systems and staffing levels.

Duke Energy is committed fo compliance with all safety enhancements
ordered by the NRC in connection with the March 12, 2012, regulatory orders
noted above, the cost of which could be material. Until such time as the NRC-
mandated reassessment of flgoding 2nd seismic hazards is complete the exact
scope and cost of compliance modifications to Duke Energy's sites will not be
known. With the NRC's continuing review of the remaining recommendatians,
Duke Energy cannot predict to what extent the NRC will impose additional
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licensing and safety-related requirernents, or the costs of complying with New Accounting Standards

such requirements. Upon receipt of additional guidance from the NRC and

a collzborative industry review, Duke Energy will be able to determine an See Note 1 to the Consolidated Financial Statements, “Semmary of
implementation plan and associated costs. See ftem 1A, “Risk Factors,” for Significant Accounting Policies” for a discussion of the impact of new accounting
further discussion of applicable risk factors. 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 Engrgy Corporation
Charlotte, North Carofina

We have audited the accompanying consolidated balance sheets of Duke Energy Corporation and subsidiaries {the “Company”} as of December 31, 2013 and
2012, and the related consolidated statements of operations, comprehensive income, changes in equity, and cash flows far each of the three years in the period
ended December 31, 2013. We also have audited the Company's internal control ver financial reporting as of December 31, 2013, based on criteria established in
Internal Control — Integrated Framework (1992) issued by the Committee of Sponsoring Organizations of the Treadway Commission. The Company's management
is respensible for these financial statements, for maintaining effective internal contral over financial reporting, and for its assessment of the effactiveness of internal
cantrol over financial reporting, in¢luded in the accompanying Management's Annual Repart On Internal Control Qver Financial Reparting. Qur responsibitity is to
xpress an opinion on these financial statements and an epinion on the Company’s internal cantrol over financiaf reporting based on our audits.

Wa conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perfarm the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement and whether effective
internal control over financial reporting was maintained in all material respects. Our audits of the financial statements included examining, on a test basis, evidence
supporting the amounts and disclosures in the financial 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 controt
over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design ang operating effectiveness of internal contra) 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
reasonabie basis for cur opinions.

A company's internal contro! over financial reporting is a process designed by, or under the supervision of, the company’s principal executive and principal
financial officers, ar persans performing simifar functions, and effected by the company's board of directors, management, and other personnel to provide reasanable
assurance regarding the refiability 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 teasonable detail, accurately and fairly reflect the fransactions and dispositions of the assets of the company; {2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financia! statements in accordance with generally accepted accounting principles and that receipts
ard expenditures of the company are being made only in accordance with autharizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or fimely detection of unauthorized acquisition, use, or dispasition of the company’s assets that could have a material efect on the
financial statements,

Because of the inherent limitations of internal control aver financial reporting, incfuding 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 periads are subject to the risk that the contrals may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may detericrate.

In our opinion, the consolidated financial statements refarred to above present fairly, in all material respects, the financia! pasition of Duke Energy Corparation
and subsidiaries as of December 31, 2013 and 2012, and the results of their operations and their cash flows for each of the threa years in the period ended
December 31, 2013, in conformity with accounting principles generally accepted in the United States of America. Also, in gur apinion, the Campany maintained, in
all material respects, effective internal control over financial reporting as of December 31, 2013, based on the criteria established in Internal Control — integrated
Framework (1992) issued by the Committee of Spansoring Organizations of the Treadway Commissian,

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2014
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DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

{in millions, except per-share amounts) 2013 2012 2011
Operating Revenues
Regulated efectric $20439  $15621  $10589
Nonregulated electric, natural gas, and other 3.648 3,534 3,383
Regufated natural gas 511 469 557

Total operating revenues 24,598 19,624 14,52%
Operating Expenses
Fuel used in electric generation and purchased power — regulated 1,108 5,582 3,309
Fuel used in electric generation and purchased power — nonregulated 1,822 1,722 1,488
Cos! of natural gas and coal scld 234 264 348
Operation, maintenance and other 5,910 5,008 3,710
Depreciation and amortization 2,808 2,289 1,805
Property and other taxes 1,799 985 704
Impairment charges 399 666 335

Total pperating expenses 18,600 16.514 11,760
{Losses) Gains on Sales of Other Assets and Other, net (16 16 8
Operating Income 4,982 3126 2107
Other Income and Expenses
Equity in earnings of unconsolidated affiliates 122 148 160
Gains on sales of unconsolidated affiliates 100 22 11
QOther income and expenses, net 262 397 376

Total other income and expenses 434 367 47
Interest Expense 1,546 1.242 859
Income From Continuing Operations Before Income Taxes 3.920 2451 2,485
Income Yax Expense from Continuing Operations 1,261 705 752
Income From Continuing Operations 2,659 1746 1713
Incoma From Discontinued Operations, net of tax 17 36 1
Net Income 2,676 1,782 1,714
{ess: Net Income Attributable to Noncontrolling Interests 11 14 8
Net Income Attributabie to Duke Energy Corporation $ 2,665 $1768 § 1706
Earnings Per Share — Basic and Diluted
Income from continuing aperatiens attributable to Duke Energy Corporation common shareholders

Basic $ 314§ 30 ¢ 383

Diluted $ 374§ 301 ¢ 383
Income from discontinued operations attributable 1o Duke Energy Corporation common sharghoiders

Basic $ 003 §$ 006 $ —

Diluted $ 002 §$ 006 § —
Net Income attributable to Duke Energy Corporation common shareholders

Basic $ 317 ¢ 307§ 383

Diluted $ 378§ 307 & 383
Weighted -average shares cutstanding

Basic 108 574 U4

Diluted 706 575 444

See Noles to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

{in milfions} 2013 2012 2011
Net Income $2676  $L782 31714
Other Comprehensive Loss, net of tax

Foreign currency translation adjustments (197 {75 {149
Pension and OPEB adjusiments'® 38 19 (49)
Net unrealized gain {loss) an cash flow hedges™ 59 (28 (5N
Rectassification into earnings from cash flow hedges 1 §)] 4
Unrealized {loss) gain on investments in avaitable-for-salg securities (4) 14 12

Reclassification into earnings fram availahle-far-sale securities 4 {5} (4
Other Comprehensive Loss, net of tax {99) (76) (243)
Comprehensive Income 2517 1,706 1,471

Less: Comprehensive Income Attributable to Noncontrolling Interests 3 10 1

Comprehensive tncome Attributable 1o Duke Energy Corporation $25712  $16%6 31470

{ay Net of $17 mibon tax expense in 2033, $3 mibon tas expensein 2012 and $23 milion tax beneft in 2011. See Note 21 or addiional information.

{51 Met of $20 million tax expense in 2013, $6 millon tax expense in 2012 and $31 mrlhon tax benefit in 2011.
See Notes to Consolidated Financial Statements
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DUKE ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS
December 31,
{in millions} 2013 2012
ASSETS
Current Assets
Cash and cash equivalents $ 1501 § 142
Short-term investments A 333
Receivables (net of allowance for doubtiul accounts of $30 at December 31, 2013 and $34 at Decembes 31, 204D 1,286 1518
Restricted receivables of variabie interest entities {net of allowance for deubtful accounts of $43 at December 31, 2013 and $44 at December 31, 2012} 1,719 1,201
Inventory 3,250 3.223
Regulatory assets 895 137
Other 1821 1688
Total cument assets 10,518 10,122
Investments and Other Assets
Investments in equity method unconsolidated affiliates 390 483
Muclear decommissioning trust funds 5132 4,242
Goodwill 16,340 16,365
(Other 3539 2904
Total investments and other assets 25401 23994
Property, Plant and Equipment
Gost 103,115 100.33
Accumulated depreciation and amertization (33,625} {31,969
Generation facilities to be retired, net — 136
Net property, plant and equipment §3.490 68.958
Regulatory Assets and Deferred Debits
Regulatory assets 9191 11,004
Other 181 178
Total regulatary assets and deferred debits 9,312 11,182
Total Assets $114779  $113.856

See Notes to Consalidated Financial Statements
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DUKE ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS — (Continued)
December 31,
{in millions) 2013 2012
LIABILITIES AND EQUITY
Currem Liabilities
Accounts payable $ 2391 § 2444
Notes payable and commercial paper 839 1,057
Taxes accrued 551 439
Interest accrued 40 448
Current maturities of iong-term debt 2104 3110
Regulatory liabilities 316 156
Cther 2,003 2,355
Total cusrent Habilities 5,544 1002
Long-term Debt 38,152 36,351
Deferred Credits and Other Liabilities
Deferred income taxes 12,097 10,490
lavestment tax credits 42 458
Accrued pension and other post-retirement benefit costs 1322 2,520
Asset retirement obligations 4,950 5,169
Regulatory liabilities 5,949 9,584
Other 1,815 2221
Total deferred credits and other liabilities 26,575 26,442
Commitments and Contingencies
Preferred Stock of Subsidiaries -— 93
Equity
Common stock, $0.001 par value, 2 billion shares authorized; 706 million and 704 million shares outstanding at
December 31, 2013 and 2012, respectively 1 1
Additional paid-in capital 39,365 39,279
Retained eamings 2,363 1,889
Accumulated ather comprehensive loss (399) (306}
Tatal Duke Energy Corparation shareholders’ equity 41,330 40,863
Noncontrolling interests 18 78
Total equity 41,408 40941
Total Liabilities and Equity 3114779 $11385

See Notes to Consolidated Financial Statements
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PART Il

DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31,
{in millions) 013 2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $2626 $1782 %1714
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and accretion (including amartization of nuclear fuel) 3229 2,652 2,026
Equity component of AFUDC {157) (300) (260
Severance expense — 92 —
FERC mitigation costs —_ 117 -
Community support and charitable contributions expense k! 92 —
Gains g sales of other assets {14} (44 (19
Impairment of other long-lived assets 400 586 335
Deferred income taxes 1,264 584 602
Equity in earnings of unconsalidated affiliates {122) (148) (160
Voluntary opportunity cost deferral —_ {101} —
Accrued pension and cther post-retirement benefit costs 307 239 104
Contributions to qualified pension plans {250 (304) (200
{Increase) decrease in
Net realized and unvealized mark-to-market and hedging transactions 1 80 (48)
Receivables (281) 39 2
Inventory (3N 258) (247)
Qther current assets {35) 140 185
Increase (decrease) in
Accounts payable B 131 41
Taxes accrued i {142) 27
QOther current liabilities 24 295 (254)
{ther assets (384) (129 12
Other liabilities (369 139 (188)
Net cash provided by operating activities 6,382 5,244 3672
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (5526)  {(5.501) (4363
Investment expenditures (81) (6) (50)
Acquisitions — (451) (a1}
Cash acquired from the merger with Progress Erergy — N —
Purchases of available-for-sale securities {6,142) 4713 (3194
Proceeds from sales and maturities of available-for-sale securities 6,315 4,537 3,063
Net proceeds from the sales of equity investments and other assets, and sales of and coilections on notes receivable Fii] 212 13
Change in restricted cash 167 [CHY 22
QOther 12 74 2
Net cash used in investing activities (4918) 6190 (4439

See Notes to Consohdated Financial Statements
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PARTH

DUKE ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS — (Continued)

Years Ended December 31,

{in millions} 2013 2012 011
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the:

Issuance of long-term debt $3601 34170 2570

Issuance of ccmmon stock related to employee benefit plars 8 23 67
Payments far the:

Redemption of long-term debt (2,161) (2,498) (278)

Redemption of preferred stock of a subsidiary (96) — —
Netes payable and commercial paper 93 278 208
Distributions to ncacentrolling interests {15) (25) (26)
Contributions from noncontrolling intgrests 9 76 —
Dividends paid 2188y (1,752 (1329
(ither 21 (5) (10

Net cash {used in) provided by financing activities 1,321 267 1,202
Net ingrease (decrease) in cash and cash equivalents n (636) 40
Cash and cash aquivalents at beginning of period 1424 2110 1670
Cash and cash equivalents at end of period $1501 §i1424 $2110
Supplementai Disclosures:
Cash paid for interest, net of amount capitatized $1665 $1032 §$ 813
Cash (received from} paid for income taxes 202 72 2%
Merger with Progress Energy

Fair value of assets acquired —_ 48944 —

Fair value of liabilities assumed — 30873 —

Issuznce of common steck —_ 18,071 —
Significant non-cash transactions:

Accrued capital expenditures 594 684 409

See Notes to Consolifated Financial Statements
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PART Il

DUKE ENERGY CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Duke Energy Corporation Sharegholders
Accumulated Other Comprehensive Income (Loss)

Unrealized

Net Gains  Gains (Losses)

Common Additional Foreign (Losses)on  onAvailable-  Pension and Common
Stock Common  Paid-in Retained  Currency Cash Flow for-Sale OPEB Related Stockholders” Noncontrolling Total

{in millions) Shares  Stock  Capital Eamings Adjustments Hedges Securities  Adjustments Equity Interests  Equity
Balance at December 31, 2010 43 81 $21023 $14% $ 97 $(8) § an $ (60 $22.522 $131 $22,653
Net income — — — 1708 — — — — 1,706 8 1,714
(ther comprehensive {loss) income (142 (53 8 {49} (236) n (243}
Common stock issuances, including

dividend reinvestent and employee

bengfits 2 — 109 — — — — — 109 — 109
Common stock dividends — — — {1329 —— — — — (1.329) — (1329
Changes in nonconteolling interest in

subsidiaries®® — — — — — — — — — (39) (39}
Balance at December 31, 2011 45  §1 21132 $1873 S $an % (9 $(109  $22772 § 93 $22.85
Netincome® — — — 1768 — — — — 1,768 12 1,780
QOther comprehensive (loss) income m {29) 9 19 (04 @ (76)
Common stock issued in connection

with the Progress Energy Merger 258 — 1300 — — — — — 18.071 — 180
Comman steck issuances, including

dividend reinvestment and

employes benefits 1 — 78 — — — — — 16 — 16
Common stock dividends — — — (1752 — — — — {L.752) — {1750
Contnbution from noncontralling

interest in DS Cornerstone, LLC® — — — — — — — — — 76 76
DPeconsalidation of DS Cornerstane,

LLee — — — — — — — — — (82 (82
Changes in noncontralling interest in

subsidiaries® — — — — — — — — — an {an
Balance at December 31, 2012 704 $ 1 $39.279 §1889 $(116) $(1000 § — $ 00 $40,863 $ 78 %4094
et income — — — 2685 — — — —_ 2.665 n 2618
QOther comprehensive (loss) income (191) 60 — 18 (93) {6) (99)
Common stock issuances, including

dividend reinvestment and

employee benefits ? — 86 — — — — — 86 -— 86
Common stock dividends — — —  (2,188) — _ — — {2.188) — (2,188
Premium an the redemption of peeferred

stock of subsidiaries — — — 3 — — — _ 3 &)}
Contribution from noncontralling

interest — — — — — — — — — 9 9
Changes in noncontrolling mterest in

sthsidiaries'® —_ —_ - - — — — — —_— (14 (14)
Balance at December 31, 2013 706 31 $3%.365 %2363 $0307) $un $ - $ (52) $41.330 $ 78 $41408

{a) Includes $15 millign, $23 million and $26 mithon in cash distnbutions to noncontrolling nterests in 2013, 2012 and 2011, respectively.

{h)  For the year ended December 31, 2012, consolidated net income of $1.782 milhon includes $2 miilion attributable to preferred shareholders of subsidiaries. Income attributable to preferred shareholders of subsidianes is not
a component of total equity and is excluded from the fable above.

{c} Refer 1o Note 2 for further information on the decansolidation of DS Cornerstone. LLC.

See Nutes to Consolidated Financial Statements
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PART Il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Carolinas, 110
Charlotte, North Carolina

We have audited the accompanying consclidated balance sheets of Duke Energy Carolinas, LLC and subsidiaries (the “Company™) as of December 31, 2013 and 2012, and
the related consolidated statements of operations and comprehensive income, changes in member's equity, and cash flows for each of the three years in the period ended
December 31, 2013. These financial statements are the responsibility 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 accerdance with the standards of the Public Company Accounting Oversight Bsard {United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance ahout whether the financial statements 2re free of material misstatement. The Company is not required to have,
nar were we engaged ta perform, an audit of its internal control over financial reporting. Qur audits included consideratian of internal control over financial reporting
s a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion an the effectiveness of the
Company's internat cortrol over firancial reporting. Accerdingly, we express no such apinion. An audit also inctudes 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 hasis for our opinign.

In our opinion, the consolidated financtal statements referred to above present fairly, in al! material respects, the financial position of Duke Energy Carolinas, LLC and
subsidiaries at Decermber 31, 2013 and 2012, and the results cf their operations and their cash flows for each of the three years in the period endad December 31,
2013, in confarmity with accounting principles generally accepted in the United States of America.

/s/ Delaitte & Touche LLP

Charlotte, North Caroling
February 28, 2014
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PART Il

DUKE ENERGY CAROLINAS, LLC
CONSQUDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

{in millions) 2013 2012 2011
Operating Revenues $6,954 36665  $6,493
Operating Expenses
Fuel used in electric generation and purchased power 1,982 1864 1,944
Operation, maintenance and other 1,868 1979 1,904
Cepreciation and amortization 521 921 814
Property and other taxes kP 365 340
Impairment charges -— 31 12
Total operating expenses 5,145 5,160 5014
Gains on Sales of Other Assets and Other, net - 12 1
Operating Income 1,809 1517 1,480
Other Income and Expenses, net 120 185 186
Interest Expense 359 384 360
Income Before Income Taxes 1519 1318 1,306
Income Tas Expense 394 453 472
Net Income 976 865 834
Other Comprehensive Income, net of tax
Reclassification inty earnings from cash flow hedges 1 2 3
Unrealized gain on investments in available-for-sale securities — 1 —
Comprehensive Income $ 917 §868 § 8y

See Notes to Consolidated Financial Statements
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PART Il

OUKE ENERGY CAROLINAS, LLC
CONSOLIDATED BALANCE SHEETS

December 31,
{in millions) 2013 2012
ASSETS
Current Assets
Cash and cash equivalents $ 23 % 19
Receivables (net of allowance for doubtful accounts of $3 at December 31, 2013 and December 31, 2012) 186 188
Restricted receivables of variable interest entities (net of allowance for doubtful accounts of $6 at December 31, 2013 and December 31, 2012) 673 637
Receivables from affiliated companies 15 3
Notes receivable from aHfiliated companies 2 382
lnventary 1,065 1,062
Regulatory assets 295 221
COther 309 218
Total current assets 2,848 2130
Investments and Other Assets
Mutlear decommissioning tnsst funds 2,840 2,354
Other 1.000 934
Total investments and other assets 3,840 3.288
Property, Piamt and Equipment
Cost 34,906 34,180
Accurnulated depreciation and amorbizatian {1183 (11437
Generation facilities to be retired, net — 13
Net praperty, plant and equipment 231012 22826
Regulatory Assets and Deferred Debits
Regulatory assets 1,521 1727
Cther 46 7l
Total regulatory assets and deferred debits 1,573 1,768
Total Assets $31,213  $30642
LIABILITIES AND MEMBER'S EQUITY
Current Liabilities
Accounts payable $ 11 3 599
Actounts payable to affifiated companies 161 128
Taxes accrued 147 114
imerest actrugd N 96
Current matunties of iong-term debt 47 406
Regulalory hibilities 63 78
Other 393 412
Total current liabilities 1611 1,833
Long-term Debt 8,089 8,035
Long-term Debt Payable to Affiliated Companies 300 300
Deferred Credits and Other Liabilities
Deferred income taxes 5,706 5,181
Investment tax credits 210 215
Accrued persion and other post-retirement benefit costs 161 22
Asset retirement obiigations 1,594 1,959
Regulatory liabilities 2,516 2,102
Other 676 924
Total deferred credits and other liabilities 10,923 10,602
Commitments and Contingencies
Member's Equity
Member’s Equity 10,363 9,888
Accumulated other comprehensive Joss (15) (16)
Total member’s equity 10,330 9472
Total Liabilities and Member's Equity $312713  $30,642

See Notes to Consohidated Financial Statements
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PART Il

DUKE ENERGY CAROLINAS, LLC
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
(in millions) 2013 2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 97k 4 35 $ 83
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amartization (including amertization of auclear fuel) 1167 1,143 1,020
Equity component of AFUDC LY (159 (168)
FERC mitigation costs -_ 45 —
Cememunity suppart and charitahle contributions expense 14 56 —
(Gains on safes of other assets and other, net — (12 9]
Impairment ¢harges _ — 12
Deferred income taxes 534 479 564
Voluntary apportunity cost deferral — {101) —
Accrued pension and other posi-retirement benefit costs Kt 41 32
Contributions to qualified pension plans — — (33}
{Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions {9 — (91}
Receivables {12 22 7
Receivables from affiliated companies (12) n 88
Inventory {9 {128 wn
Qther current assets {1 L1 144
increase (decrease) in
Accounts payable 38 (51 120
Accounts payable to affiliated companies kX| {28) (39
Taxes accued 4 (12 12
QOther current liabilities {40) 165 (70
Othes assets {102) [133) (46}
Other liabulities (1 {126) (249)
Net cash provided by operating activities 2411 2133 1874
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (1,695} {1,908 2020
Purchases of available-for-sale securities {2,405 (2,431 2,220
Praceeds from sales and maturities of available-for- sale securities 2363 2445 2,179
Change in restricted cash — — 2
Notes receivable from afflliated companies 160 541 {584)
QOther (24) {12) (13)
Net cash used in investing activities {1,601} {1415 (2,915}
CASH FLOWS FROM FINANCING ACTIVITIES
Praceeds from the issuance of long-term debt 100 645 1,498
Payments for the redemption of long-term debt (405) {(L177 h
Distributions to parent {499) (450) {299
Cther (2) {6) (13
Net cash (used in) provided by financing activities (805) (988) 1177
Net increase (decrease} in cash and cash equivalents 4 (270) 136
Cash and cash equivalents at beginning of period 13 289 153
Cash and cash equivalents at end of period $ 3 $ 19 $ 289
Supplemental Disclosures:
Cash paid for interest, net of amount capitatized $ 33 $ 385 $ 337
Cash received from income taxes n (38) {223)
Significant non-cash transactions:
Accrued capital expenditures 199 194 209

See Notes to Consolidated Financial Statements
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PART Il

DUKE ENERGY CAROLINAS, LLC
CONSOLIDATED STATEMENTS OF CHANGES IN MEMBER'S EQUITY

Accumulated Other

Comprehensive Incoma {Loss)

Unrealized

Losses on

Net Losses on Available-
Member's Cash Flow for-Sale Total
{in millions) Equity Hedges Securities Equity
Balance at December 31, 2010 $ 8938 $20) § @ §8916
Net income 834 - — 834
QOther comprehensive income 3 — 3
Distributions to parent (299) — — (239)
Balance at December 31, 2011 $ 9473 17 $ @ $ 9458
Net incomeg 865 — — 865
Other comprehensive income 2 1 3
Distributions to parent 450 — — (450
Balance at December 31, 2012 $ 5888 $(15 $ (O §$9Bm2
Net income 976 —_ —_ 976
Other comprehensive income 1 — 1
Distributions to parent (439) _— — (499)
Balance at December 31, 2013 $10,365 $014) $ 1) $10350

See Notes to Consolidated Financial Stat
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PART Il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Progress Energy, Inc.
Charlotte, Narth Casalina

We have audited the accompanying consofidated balance sheets of Progress Energy, inc. and subsidiaries {the “Company ™) as of December 31, 2013 and 2012, and the related
consolidated statements of aperations and comprehensive income, ¢changes in common stockholder's equity, and cash flows for each of the three years in the period ended
December 31, 2013. These financial statements are the responsibility 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 required to have, nor were we
engaged to perform, an audit of its intemal control over financial reporting. Our audits included corsideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal controf over
financial reporting. Accordingly, we express no such ppinion, 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 tinancia) statement preseniation. We
believe that our audits provide a reasonable basis for our opinion.

In our apinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial posttion of Progress Energy, Inc. and subsidiaries at
December 31, 2013 and 2012, and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2013, in conformity with
accounting principles generally accepted in the United States of America.

/s/ Deloitte & Touche LLP

Charlgtte, North Carolina
February 28, 2014
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PART Il

PROGRESS ENERGY, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

{in millions) 2013 212 2011
Operating Revenues $9.533  $9405 §8948
Dperating Expenses
Fuel used in electric generation and purchased power 3891 4,304 4,043
Operation, maintenance and other 2247 2445 2,060
Depreciation and amortization 883 47 n
Property and ather taxes 557 570 562
Impairment charges 380 200 3

Total aperating expenses 1918 8,266 1.369
Gains (Losses) on Sales of Other Assets and Other, net 3 (2) 4
Operating Income 15618 1,137 1,583
Other Income and Expenses, net 94 130 52
Interest Expense 580 740 725
Income From Continving Operations Before Income Taxes 1,032 527 910
Income Tax Expense From Continuing Operations KTK] 172 323
Income From Continuing Operations 653 355 587
Income {Loss} From Discontinued Operations, net of tax 16 52 {3)
Net Income 675 407 582
Less: Net income Attributable to Noncontrolling Interests 3 li 7
et Income Attributable to Parent $ 672 $ 400 § 575
Net Income $ 675 3 407 § 582
Other Comprehensive (Loss) Income, net of tax
Pension and OPEB adjustments's 9 2) 39
Net unreafized loss on cash flow hedges®™ — &) 8N
Reclassification inta earnings from cash flow hedges® (n g 8
Reclassification of cash flow hedges to regulatory assets™ — g7 -
Other Comprehensive Income (Loss), net of tax 8 98 {40)
Comprehensive Income $ 683 $ 505 § 542

{a) Netof $27 million tax expense in 2011,

{b)  Net of $56 million tax benefit n 211,

{c}  Netof $6 millon tax expense in 2012 and $5 million tax expense ; 2011
{d)  Net of $62 million tax expense 0 2012

See Notes to Consolidated Financial Statements
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PART Il

PROGRESS ENERGY, INC.
CONSOLIDATED BALANCE SHEETS
December 31,
{in millions} 2013 2012
ASSETS
Current Assets
Cash and tash equivalents $ 58§ 23
Receivables {net of allowance for doubtfut accounts of $14 at December 31, 2013 and $16 at December 31, 2012) 528 790
Restricted receivables of variable interest entities 411 —
Receivables from affiliated companies 4 15
Nutes receivable from affiliated companies 15 —
inventory 1424 1441
Regutatory assets 35 256
Other 726 510
Total current assets 1585 3243
Investments and Cther Assets
Nuclear decommissioning trust funds 2,292 1888
Goodwill 3,655 3655
Dther 804 530
Total investments and other assets 6,751 6.073
Property, Plant and Equipment
Cost 36480 35,146
Accurnulated depreciation and amortization (13.098) (12512
Generation facilities to be refired, net — g3
Net praperty, plant and equipment 23,382 22,657
Regulatory Assets and Deferred Cebits
Regulatory assets 4,155 5,292
Other 96 100
Total regulatory assets and deferred debits 4,251 5392
Total Assets $ 37969  §37.405

See Notes to Consolidated Financial Statements
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PART Il

PROGRESS ENERGY, INC.
CONSOLIDATED BALANCE SHEETS — {Continued)

Oecember 31,
{in millions) 2013 2012
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 83 § 1066
Accounts payable to atfiliated companies 123 30
Notes payable to affiliated companies 1,213 455
Taxes accrued 105 83
Interest accrued 181 192
Current maturities of long-term debt 485 843
Regulatory liabilities 01 28
QOther 8936 1,080
Total cument liabilities 4,046 3787
Long-term Deht 13.630 13311
Long-term Debt Payable to Affiliated Companies — 274
Deferred Credits and Other Liabilities
Deferred income taxes 3,283 2,558
Accrued pension and other post-retirement benefit costs 765 1,608
Asset retirement obligations 2,362 2413
Regulatory liabilties 2,292 2.46%
QOther 521 707
Total deferred credits and other habilities 8429 9,755
Commitments and Contingencies
Preferred Stock of Subsidiaries — 93
Common Stockholder's Equity
Commeon stock, $0.01 par value, 100 shares authorized and gutstanding at December 31, 2013 and 2012 —_ —
Additional paid-in capital 1467 7465
Retained earnings 3452 2783
Accumulated other comprehensive loss (59) 7
Total common stockholder's equity 10,860 10,181
Noncontrolling interests 4 4
Total equity 10,864 10,185
Total Liabilities and Equity $ 37869 §37.405

See Notes to Consohdated Financial Statements
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PART Il

PROGRESS ENERGY, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

{in millions) 2013 2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 615 § A7 % 582
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and accretion (including amortization of nuclear fuel) 1,041 897 850
Equity companent of AFLOC {50 (106} £103)
Severance expense — 38 —
FERC mitigation ¢osts — 1 —
Community support and chantable contributions expense 0 30 —
Losses (gains) on sales of other assets 2 {16) (5)
Impairment charges 380 146 3
Deferred income fases $15 283 15
Amount to be sefunded to customers — 100 288
Accrued pension and other post-retirement benefit costs 1712 179 124
Contributions to qualified pension plans (250 {346} (331)
{Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions 55 7 (10)
Receivables (148) 45 167
Receivables from affiliated companies 1 {15) -
Inventory 17 (71 210
{ther current assets (156) 2 (111)
Increase (decrease} in
Accounts payable (81) 175 (64)
Accounts payable to affiliated companies 93 30 -—
Taxgs accrued 22 25 (16)
QOther current liabilities 61 81 67
Other assets (243) (25} {67}
Other liabilities (115 (87 98
Net cash provided by operating activities 2112 1,840 1615
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures {2490) (23660  (2,255)
Purchases of available-for-sale securities (2,558 (1378 {5010
Proceeds from sales and maturities of available-for-sale securities 2,513 1325 4970
Insurance proceeds — 7 79
Change in restricted cash — 4 (24
Notes receivable from affiliated companies (79) — —
Other 13 102 35
Net cash used in investing activities (2597y (2282 (221D

See Notes to Consolidated Finangiat Statements
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PART Il

PROGRESS ENERGY, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS — (Continued)

Years Ended December 31,

{in millions) 2013 2012 2011
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the:
Issuance of long-term debt ¢ 845 2074 1286
Issuance of common stock related to employee benefit plans — 6 53
Payments for the.
Redemption of long-term debt {1,136 (962) (1010}
Redemption of preferred stock of subsidiaries (36) — —
Payments of short-term debt with original maturities greater than 90 days — 5 _
Proceeds from issuance of short-term debt with original maturities greater than 90 days —_ 65 —
Notes payable and commercial paper — 671 667
Notes payable Yo affiliated companies 158 305 —
Distributions to noncontrolling interests {3 )] )]
Dividends paid — (445) (734)
Other (6 )] (39)
Net cash provided by financing activities 302 443 216
Net (decrease) increase in cash and cash equivalents (173) 1 (381)
Cash and Cash Equivalents at Beginning of Period 31 230 611
Cash and Cash Equivalents at End of Period $ 58 231 230
Supplemental Disclosures:
Cash pad for interest, net of amount capitalized $ 678 784 793
Cash receved from income taxes (167} (4) (78)
Signiticant non-cash transactions:
Accrued capital expenditures 235 375 380
Asset retirement obligation additions — 837 #
Capita) expenditures financed through capital leases — 140 —

See Notes to Consohdated Financial Statements
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PARTII

PROGRESS ENERGY, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STCCKHOLDER'S EQUITY

Accumulated Other
Comprehensive Loss

Pension
Net Losseson  and OPEB Common
Common Additional  Retained  Cash Flow Related Stockholders' Noncontrolling Total

{in millions) Stock Paid-inCapital  Earnings Hedges Adjustments Equity Interests  Equity
Balance at December 31, 2010 § 7.332 $§ 1 $2.805 $ (63} ${62) $10,023 $ 4 $10027
Net income' — — 575 — — 57% 3 578
Other comprehensive {loss) income — — — (79} 39 (40 — 40
Common stock issvances, including dividend reinvestment

ond empioyes benelits 8% 5 — -— — 31 — N
Common stock dvidends — — (628) — — (628) - {628}
Distributions to noncontrolfing interests — — — — — — 3) 3
Balance at December 31, 2011 $7418 $ 15 $2752 $(142) $(23y 1002l $ 4 310025
Net income'® — — 400 - — 450 3 a3
Other comprehensive income (loss) - — — 150 {2 98 — 98
Common stock issuances, including dividend reinvestment and

employee benefits 13 13 — — — 3 - 31
Commeon stock dividends — — (369 — — 369 — {369)
Distributions to noncontrol¥ing interests — — — — — — 2 4]
Recapitalization for merger with Duke Energy {7.436) 1.43% — — — — — —
Other — — - — — — (1 n
Balance at December 31, 2012 5 — $7.465 $2783 $ (42 $(29) $10.181 $ 4 310185
Net income — —_ 812 — -— 672 3 815
Dther comprehensive (loss) income — — — {1} 9 8 — B
Premium on the redemption of preferred stock of subsidiaries — — 3 — — (3 — {3
Distributions to noncontrolfing interests — — — — —_ — {3 3
Other — 2 — — — 2 -— 2
Balance at December 31,2013 $ — $7457 %3452 $ @4y $(16)  $10.860 $ 4 $10864

fa) For the year ended December 31, 2012, consohidated net income of $407 milhon included $4 million atirbutable to greferred shareholders of subsidiaries. For the year ended December 31, 2011, consohdated net income of
$582 mition included $4 milhon attnbutable to preferred sharehslders of subsidiaries. Income attributable to preferied shareholders of subsidiznes is not a component of total eguity and 1s excluded from the table above.

See Notes to Gonsolidaled Financial Statements
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PART #

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Progress, Inc.
Charlotte, North Carolina

We have audited the accompanying cansolidated bafance sheets of Duke Energy Progress, Inc. and subsidiaries {the “Company”} as of December 31, 2013 and 2012, 2nd the
related consalidated statements of operations and comprehensive income, changes in common stockholder's equity, and cash flows for each of the three years in the period
endad December 31, 2013. These financial statements are the responsibility of the Company's management. Qur responsibility is to express an opinion on thase financial
statements based on our audits,

We conducted aur 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 ta abtain reasonable assurance about whether the financial statemants are free of materal misstatement. The Comparny is not required t have, nos were we
engaged to perform, an audit of its infernal control aver financial reporting. Our audits ingluded consideration of internal cantrol over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal contral gver
financial reporting. Accordingly, we exprass no Such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosuras in the financial
statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
befieve that our audits provide a reasenable basis for gur opinion.

In our opinian, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke Energy Progress, Inc. and subsidiaries
at December 31, 2013 and 2012, and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2013, in conformity with
accouriing principles generally accepted in the United States of America.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2014
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PART

DUKE ENERGY PROGRESS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

(in millions) 2013 2012 2011
Operating Revenues $4992 4706 $4547
Operating Expenses
Fuel used in electric generation and purchased power 1,925 1,895 1755
(Operation, maintenance and other 1,357 1494 1191
Depreciation and amaortization Ll 535 514
Property and other taxes 223 219 211
Impairment charges 2 54 3
Total operating expenses 4061 4197 3674
Gains on Sales of Other Assets and Other, net 1 1 3
Operating Income 932 510 876
Other Income and Expenses, net LY} L 80
Interest Expense 0 27 184
Income Before Income Taxes 788 382 772
Income Tax Expense 288 110 756
Net Income 500 272 516
Less: Preferred Stock Dividend Requirement — 3 3
Net Income Available to Parent $ 500 §$ 269 % 513
Net Income $ 500 § 272 § 516
Other Comprehensive {Loss) Income, net of tax
Net unrealized loss on cash flow hedges!a) — (4) 43)
Reclassification into earnings from cash fiow hedges — 4 5
Reclassification of cash flow hedges to regulatory assets(h) —_ 71 —
Other Comprehensive Income (Loss}, net of tax — n (38)
Comprehensive Income $ 500 ¢ 343 § 478

(a) Net of $28 muilion tax benefil m 2011,
{b)  Met of $46 mullion t2x expense w 2012,

See Notes 1o Consolidated Financial Statements
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PART Il

DUKE ENERGY PROGRESS, INC.
CONSOLIDATED BALANGE SHEETS

December 31,
{in millions} 2013 2012
ASSETS
Current Assets
Cash and cash equivalents $ a4 § 18
Receivables {net of allowance for doubtful accounts of $10 at December 31, 2013 and 39 2t December 31, 2012) 145 458
Restricted receivables of variable interest entities 417 —
Receivables from affiliated companies 2 5
Inventory 853 828
Regulatery assets 177 Hi
Other 296 236
Total current assets 1,861 1622
Investments and Other Assets
Nuciear decommissioning trust funds 1,538 1,259
(ther 443 251
Total investments and other assets 1882 1516
Property, Plant and Equipment
Cost 22,213 21,184
Accumulated depreciation and amortizatian (8,623) (8,189)
Generation facilities to be retired, net — 63
Net property, pfani and equipment 13,650 13.062
Regulatory Assets and Deferred Debits
Regulatory assets 1,384 1,845
Qther 32 i
Total regulatory assets and deferred debits 1,416 1,874
Total Assets $18909  $18.068
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Current Liabilities
Accounts payable $ a0 3§
Accounts payable to affiliated companies 103 76
Notes payable to affiliated cempanies 462 364
Taxes accrued n 23
Interest accrued 10 89
Current maturities of long-term debt 174 407
Regutatory liabikties 63 10
Qther 392 567
Total current liabilities 1,11 1,998
Long-term Debt 5,661 4433
Deferred Credits and Other Liabilities
Deferred income faxes 2,557 2162
Accrued pension and other post-retirement benefit costs i 735
Asset retirement obligations 1,129 1649
Regulatory tiabiiities 1.673 1.538
Other 2 387
Total deferred credits and ather liabilities 6,502 6,451
Commitments and Contingencies
Preferred Stock — 59
Commaon Stockholder's Equity
Common stock, no par value, 200 millien shares authorized; 160 miltion shares outstanding at December 31, 2013 and 2012 2159 2,159
Retained eamings 3,466 2,958
Total common stockholder's equity 5,625 5,127
Total Liabilities and Commaon Stockholder's Equity $18.909 318,068

See Notes to Consolidated Financial Statements



PART I

DUKE ENERGY PROGRESS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

{in millions) 2013 2012 011

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 500 % 272 § 56

Adjustments to recancile net incarme to net cash provided by aperating activities:

Depreciation, amortization and accretion (including amortization of nuclear fuef) 685 676 654
Equity component of AFUDC (42} (6% (1)
Severance expense — 18 —
FERC mitigation costs — 11 —
Community support and charitable contributions expense 0 16 —
Gains gn sa'es of other assets and ather, net n {n 2
Impairment charges 2 — 3
Deferred income taxes 368 164 262
Accrued pension and other post-relirement benefit costs 12 70 3
Contributions to qualified pension plans (63) (141) (21n
{increase} decraase in
Net realized and unrealized mark-to-market and hedging transactions (3} (2% {23
Recewables {88) 2 84
Receivables from affiliated companies 1 (4 8
Inventory {26} (58} {182)
Other current assets (39 24 116
Increase {decrease) in
Aceounts payable (18} 149 {22
Accounts payable to affiliated companies 2 47 (45)
Taxes accrued 15 (5} 4
(ther current liabilities {86) 23 40
Cther assets (14) (28 {38)
Other Yiabilities (78} (6} 16
Net cash provided by operating activities 1,188 1,167 1,137

CASH FLOWS FROM INVESTING ACTIVITIES

Capital expenditures (1,561)  (152%) (1426

Pyrchases of available-for-sale securities (901) (582) (57

Proceeds from sales and maturities of available-for-sale securities 856 532 515

Notes receivable from affiliated companies —_ — 2

QOther 4 91 12

Net cash used in investing activities (1608) (14880  (1.469)

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from the issuance of long-term debt 545 988 495

Payments for the:

Redemption of lang-ferm debt {451) 502} 2
Redemnption of preferred stock (62} — —
Notes payable and commercial paper —_ (188} 185

Nates payable to affiliated cormpanies L1 333 31

Dividends fo parent — (310} (585)

Dividends paid on preferred stock — (3) (3

Other {7 {0 1

Net cash provided by financing activities 473 315 122

Net increase {decrease) in cash and cash eguivalents 3 2) 210

Cash and Cash Equivalents at Beginning of Period 13 20 230

Cash and Cash Equivalents at End of Period $ 21 ¢ 18 §

Supplemental Disclosures:

Cash paid for interest, net of amount capitalized $ 217 0§ 249 3 1W

Cash (received from} paid for income taxes (34 19 (97)

Significant non-cash transactions:

Accrued capital expenditures 166 232 270
Asset retirement obligation additions — 698 e}
Capital expenditures financed through capital leases —_ 140 —

See Notes to Consolidated Financial Stalements
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PART Il

DUKE ENERGY PROGRESS, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKHOLDERS' EQUITY

Accumulated
Qther
Comprehensive
Loss
Net Losses
on Cash
Common  Retained Flow Total

{in millions) Stock  Earnings Hedges Equity
Balance at December 31, 2010 $2130  $3.083 $ (33 $5180
Net incame — 516 — 516
(ther comprehensive lnss — — (38} (38)
Stock-based compensation expense 18 — — 18
Dividend to parent — (585) — (585)
Preferred stock dividends at stated rate — 3) — 3
Balance at December 31, 2011 §$2148  $301 t 7l $5,088
Net income — 272 — 272
Other comprehensive Income — — 7l 71
Stock-based compensation expense 11 — — 11
Dividend to parent — (310} —_ (310
Preferred stock dividends at stated rate — 3 — 3
Tax dividend — (2 — 2
Balance at December 31, 2012 $2159  $2968 $ — $5.127
Net income — 500 —_ 500
Premium on the redemption of preferred stock — (2) — @
Balance at December 31, 2013 $2159  $3465 $ — $5625

See Notes to Cansohdaled Financial Statements
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PART Il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Florida, Inc.
Charlotte, North Carolina

We have audited the accompanying balance sheets of Duke Energy Florida, Inc. (the “Company™) as of December 31, 2013 and 2012, and the related statements of
operations and comprehensive income, changes in common stockholder's equity, and cash flows for each of the three years in the period ended December 31, 2013.
These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinian 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 pertorm the audit to obtain reascnable assurance about whether the finangial statemants are free of materia) misstatement. The Company is not required
to have, nor were we engaged to perform, an audit of its internal control ever finangial reporting. Qur audits included consideration of internal controt over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpase af expressing an opinion on the effectiveness
of the Company s internal control over financial reporting, Accordingly, we express no such epinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principtes 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 cur opinian, the financial statements referred to above present fairty, in all material respects, the financial position of Duke Energy Florida, Inc. at December 31,
2013 ang 2012, and the results of its operations and its cash flows for each of the three years in the period ended December 31, 2013, in conformity with accounting
principes generally accepted in the United States of America.

{s/ Deloitte & Touche LLP

Charlotte, North Carglina
February 28, 2014
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PART Il

CUKE ENERGY FLORIDA, INC.

STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

{in millions) 2013 2012 2011
Operating Revenues $4521  $4689  $43%2
QOperating Expenses
Fuel used in electric generation and purchased power 1927 2,409 2,288
Operation, maintenance and other 898 969 883
Depreciation and amortization 330 192 169
Property and other taxes 327 346 351
Impairment tharges 158 146 -—
Total operating expenses 3.840 4,062 3,601
Gains on Sales of Other Assets and Other, net 1 2 2
Operating Income 688 629 703
Other income and Expenses, net 30 39 30
Interest Expense 180 255 23
Income Before income Taxes 538 413 494
Income Tax Expense 213 147 180
Ket Income 3125 266 314
Less: Preferred Stock Dividend Requirement — 2 2
Net Income Available to Parent $ 35 %3 4§ 312
Net Income $ 35 ¢ 26§ 38
Other Comprehensive Income (Loss), net of tax
Net unrealized loss on cash flow hedges™ (n — 23
Reclassfication into earnings from cash flow hedges — 1 —
Reclassification of cash flow hedges fo regulatory assets™ — 26 —
Other Comprehensive Income (Loss), net of tax (1) 27 {23}
Comprehensive Income $ 34 % 293 0§ 291

() Netaf $15 milhon fax benetd in 2011.
(b)  Mvet of $16 million tax expense n 2012,

See Notes ta Consohdated Financial Statements
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PARTII

DUKE ENERGY FLORIDA, INC.

BALANCE SHEETS
December 31,
{in miilions) 2013 2012
ASSETS
Current Assets
Cash and tash equivalents $ 18 ¢ 131
Receivables {net of allowance for doubtful accounts of $4 at December 31, 2013 and $7 at December 31, 2012) N 318
Receivables from affiliated companies 3 20
Motes receivable from affiliated companies — 207
inventory 571 513
Regulatory assets 221 179
QOther 182 172
Total current assets 1,368 1,640
Investments and Other Assets
Nuclear decommissioning trust funds 153 629
QOther 252 182
Total investments and other assets 1,005 811
Property, Plant and Equipment
Cost 13,863 13.432
fAccumilated depreciation and amortization {4.252) 8077
Net property, plant and equipment 9,611 9,360
Regulatory Assets and Deferred Debits
Regulatory assefs YY1 3,321
QOther 44 13
Total regulatory assets and deferred debits 2,113 3369
Total Assets $14257  $15.180
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Current Liabilities
Accounts payable $ 33 ¢ 412
Accounts payabie to affiliated companies 18 44
Notes payable to affiliated companies 181 —
Taxes accrued 66 13
Interest accrued 45 55
Current maturities of long-term debt 11 435
Regulatory kabilities 144 18
QOther 445 516
Total current liahilities 1,264 1528
Long-term Debt 4,875 4,885
Deferred Credits and Other Liabilities
Ceferred income taxes - 1829 1518
Accrued persion and other post-retirement benefit costs 286 610
Asset retirement obligations 833 764
Regulatory liabilities 618 7871
Other 283 255
Total deferred credits and other liabilities 3n 3934
Commitments and Contingencies
Preferred Stock —_ 34
Commen Stockholder's Equity
Comman Stock, no par; 66 million shares authorized; 100 shares outstanding at December 31, 2013 and 2012 1762 1,762
Retained earnings 3,036 3037
Accumulated other comprehensive loss (1} —
Total common stockholder’s equity 4,197 4.79%
Total Liabilities and Commaon Stockholder’s Equity $14757  $15.180

See Notes to Consolidated Financial Statements
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PARTII

DUKE ENERGY FLORIDA, INC.
STATEMENTS OF CASH FLOWS

Years Ended December 31,

{in millions) 2013 2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 325 § w6 § 314
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and accretion 335 197 174
Equity component of AFUDC (8} (37N (32
Severance expense — 6 —
Gains on sales of other assets and ather, net {1 {2 @
Impairment charges 358 146 —
Deferred income taxes 368 142 234
Amount to be refunded to customers — 100 288
Accrued pension and other post-retirement benefit costs 1% il 52
Contributions to qualified pension plans (133 (128) (112)
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions 35 13 (13)
Receivables (44) 37 )|
Receivables from affiliated companies 17 {13) (6)
Inventory 42 (13) (28)
Other current assets (109 22 {160
Increase (decrease} in
Accounts payable {(22) 21 (45)
Accounts payable to affiliated companies ® 30 (3n
Taxes accrued 13 15 8
Other current liabilities 159 51 16
Other assets (154) 8 N
Dther liabilites (714) (94} 46
Net cash provided by operating activities 1,205 898 765
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures {915} (80%) (813)
Purchases of available-for-sale securities {1,656) (7913 (4,435)
Proceeds from sales and matunties of available-for-sate securities 1,658 791 4438
Insurance proceeds — 7 76
Notes receivable from affiliated companies 207 (207) —
Qther — g 27
Net cash used in investing activities {108} (1,000} (707}
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt — 642 296
Payments for the:
Redemption of long-term debt (435) (10 (309)
Redemption of preferred stock (34) — —
Payments of shori-term debt with original maturities greater than 90 days — 63 —
Proceeds from issuance of short-term debt with originat maturities greater than 90 days —_ 65 —
Notes payable and commercial paper _ (233 233
Notes payable to affilated companies 181 & -
Dividends to parent (325} (170} (510)
Dividends paid on preferred stock —_ & 2
QOther 1 & 1
Net cash (used in) provided by financing activities (614) 217 {291)
Net (decrease) increase in cash and cash equivalents {115} 115 (233)
Cash and Cash Equivalents at Beginning of Period 121 16 249
Cash and Cash Equivalents at End of Period $ 18 ¢ 131§ 16
Supplemental Disclosures:
Cash paid for interest, net of amount capitalized $ 20 $ 6 § 287
Cash {received from) paid for income taxes (84) 24 (83}
Significant non-cash transactions:
Accrued capital expenditures 1 139 106
Asset retirement obligation additions — 139 —_

See Noles to Consolidated Financial Statements
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PART I

DUKE ENERGY FLORIDA, INC.

STATEMENTS OF CHANGES IN COMMON STOCKHOLDER'S EQUITY

Accumulated Other
Comprehensive
Loss
Net Losses

Common  Retained on Cash Flow Total
(in miffions) Stock  Earnings Hedges  Equity
Balance at December 31, 2010 31750 $3,144 $ @) $48%
Net income — 314 — 314
Cther comprehensive loss — — (23 (23
Stock-based compensation expense 7 — — 7
Dividend to parent — (510) — (510)
Preferred stock dividends at stated rate — @ — 2
Tax dividend — 4y — {n
Balance at December 31, 2011 $1757  §2945 $2n 84675
Net income — 266 — 266
(ther comprehensive income — — 27 27
Stock-based compensation expense 5 — - 5
Dividend to parent — (170) — (70
Preferred stock dividends at stated rate — (2} - @
Tax dividend — (2 — (2
Balance at December 31, 2012 $1,762  $3.037 $—  $479%
Net income — 325 — 325
Other comprehensive loss — — {1} (n
Dividend to parent — (325) -_ (325)
Premium an the redemption of preferred stock — 4] ~ oY
Balance at December 31, 2013 $1762 33,036 $ () $4197

Set Notes to Consclidated Financial Statements
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PART Il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Ohio, Inc.
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Ohio, Inc. and subsidiaries (the “Company™) as of December 31, 2013 and 2012, and
the related conselidated statements of operations and comprehensive income, changes in common steckholder's equity, and cash flows for each of the three years

in the period ended December 31, 2013. These financial statements are the responsibility of the Company's management. Qur responsikility is to express an opinien
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 stardards require that we
plan and perform the audit fo obtain reasonable assurance about whether the financial statemants are freg of material misstatement. The Cempany is not required
to have, nor were we engaged ta perform, an audit of its intemal control over financial reporting. Our audits included consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinien on the effectiveness
of the Company's irternal control over financial reparting. Accordingly, we express na such opinign. An audit alse 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 averall financial statement presertation. 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 Ohio, Inc. and
subsidiaries at December 31, 2013 and 2012, and the results of their operations and their cash flows for each of the three years in the period ended December 31,
2013, in conformity with accounting prirciples generally accepted in the United States of America.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2014
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PART Il

DUKE ENERGY OHIO, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

{in millions) 2013 012 2011
Operating Revenues

Regulated electric $1368  $1386  $1518
Nonregulated efectric and other 1.364 1,295 1,105
Regulated natural gas 513 471 558

Total operating revenues 3,245 3,152 3,181

Operating Expenses

Fuel used in electric generation and purchased power — regulated 429 475 380
Fuel ysed in electric generation and purchased power — nonreguiated 1,020 832 653
Cost of natural gas 152 142 209
Operation, maintenance and other T4 791 835
Depreciation and amortization 354 338 335
Property and other taxes 265 224 260
Impairment charges 5 2 89

Total operating expenses 2,999 2810 2811

Gains on Sales of Other Assets and Other, net 5 7 5
Operating Income 251 349 375
QOther income and Expenses, net 4 13 19
Interest Expense 18 89 104
Income Before Income Taxes in 213 290
lncome Tax Expense 18 a8 96
Net Income 102 175 194
Other Comprehensive Income {Loss), net of tax

Pension and GPEB adjustments{a) 1 2 (6}
Comprehensive Income $ 103 § 22 § 188

{a) Metof $2 million tax expense in 2012,

See Notes to Consolidated Financial Statements
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PART Il

DUKE ENERGY OHID, INC.
CONSOLIDATED BALANCE SHEETS

December 31,
{in miliions) 2013 2012
ASSETS
Current Assets
Cash and cash equivalents $ ¥ § A
Receivables {net of allowance for doubtful accounts of $2 at December 31, 2013 and December 31, 2012) 121 108
Receivables trom affiliated companies 121 82
Notes receivable from affiliated companies 57 1
Inventory 229 227
Regulatory assets 51 46
Other 210 221
Total current assets 891 ne
Investments and Other Assets
Googwill 920 621
Other 232 204
Total investments and other assets 1,152 1,125
Property, Plant and Equipment
Cost 11,143 10,824
Accumulated depreciation and amortization (2,908} (2,698
Net property, plant and equipment 8.235 8.126
Regulatory Assets and Deferred Debits
Regulatory assets 411 519
Other 14 14
Total regulatory assets and deferred detits 485 593
Total Assets $10,763  $10.560
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Current Liabilities
Accounts payable $ s ¢ 38
Accounts payable to affiliated companies 12 62
Notes payable 1o affiliated companies 43 245
Taxes accrued 167 159
Interest actrued 17 14
Current maturities of long-term debt 47 261
Regulatory liabilities 21 39
QOther 110 87
Total current liabilities 807 1,185
Long-term Debt 214 1,736
Deferred Credits and Other Liabilities
Deferred income taxes 2012 1.853
Accrued pension and other post-retirement benefit costs 58 157
Assef retirement obfigations 28 28
Regulatary fiahilities 262 254
(Other 186 181
Total deferred credits and other liabilities 2.546 24713
Commitments and Contingencies
Common Stockholder's Equity
Cammon steck, $8.50 par value, 120,000,000 shares authorized; 8,663,086 shares outstanding at December 31, 2013 and December 31, 2012 162 762
Additional paid-in capital 4,882 4,887
Accurmulated deficit (375} (477
Accumulated other camprehensive loss — m
Total common stockholder's equity 5,269 5,166
Total Liabilities and Common Stockholder’s Equity $10,763  § 10560

Ses Notes to Consolidated Financial Statements
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PART Il

DUKE ENERGY QHIO, INC,

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
{in mitions) 2013 2012 m
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $102 $175  $194
Adiustments to reconcile net income 1o net cash provided by operating activities:
Depreciaticn and amartization 357 342 338
Equity component of AFUDC (1} (6) )]
(ains on sales of other assets and other, net (5 n (3
Impairment charges 5 2 89
Deferred income taxes 98 61 160
Accrued pension and other post-retirement benefit costs 17 11 14
Contributions to qualified pensicn plans — — (48)
{ncrease) decrease in
Net realized and unrealized mark-to-market and hedging transactions 17 )] 8
Receivables {15) i 10
Receivables from affiliated companies (39} 61 98
Inventery 3 15 11
(Other current assets {1 (62) (24)
Increase (decrease) in
Accounts payable 13 5 (33
Accounts payable to affiliated companies 15 (22) 1
Taxes accrued 1 (24) 8
Cther current liabilities 14 (21) (3
Other assets (6) & (56)
Other liabilities (RE)] {116) 47
Net cash provided by operating activities 496 444 818
CASH FLOWS FROM INYESTING ACTIVITIES
Capital expenditures {434) (514 (499)
Net proceeds from the sales of other assets 11 82 —
Notes receivable from aftilialed companies (56) 400 79
Change in restricted cash — — (26}
Qther 1 6 3
Net cash used in investing activities {478) (26) (449}
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 450 — —
Payments for the redemption of long-term debt {258 (556) )]
Notes payable to affifiated companies (202) 245 —
Dividends to parent —_ (175) {485)
Other (3 — (4
Net cash used in financing activities {13 (486) {458)
Net increase (decrease) in cash and cash equivalents 5 68 {129)
Cash and cash equivalents at beginning of period 3l 99 228
Cash and cash equivalents at end of period $ 3 %31 §9N
Supplemental Disclosures:
Cash paid fov interest, net of amount capitalized $1n %91 i
Cash paid for (received from} income taxes 9 18 (102}
Sigrificant non-cash transactions:
Accrued capita; expenditures 7 31 43
Transfer of Vermillion Generating Station to Duke Energy Indiana — 28 —

See Notes to Consolidated Financial Statements
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PARTH

DUKE ENERGY QHIO, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKHOLDER'S EQUITY

Accumulated

(ther
Comprehensive
Income (Loss)
Pension and
Common Additional Accumulated  OPEB Related  Total
{in millions) Stock Paid-in Capital Defigit Adjustments  Equity
Balance at December 31, 2010 $762 $5,570 $ (846} $22) $5.464
Netincome — — 194 194
QOther comprehensive loss {6) (6
Dividends to parent {485) {485)
Balance at December 31, 2011 $762 $5,085 $ (652) $(28) $5.167
Net income — — 175 — 175
(ther comprehensive income 27 27
Transfer of Vermillion Generating Station to Quke Energy Indiana — {28} — — (28
Dividends to parent — (7% — — {179
Balance at December 31, 2012 $762 $4.882 $ @ $ {1} $5.166
Net income — — 102 -_ 102
Qther comprehensive income —_ 1 1
Balance at December 31, 2013 $762 $4.882 $ (375) $— $5.269

See Motes to Consohidated Financizl Statements
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PART Il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Beard of Directors of
Duke Energy Indiana, Irc.
Charlotte, North Carolina

We have audited the accompanying cansolidated balance sheets of Tuke Energy Indiana, Inc. and subsidiary (the “Company™} as of December 31, 2013 and 2012,
and the related consalidated statements of operations and comprehensive income, changes in common stockholder's equity, and cash flows for each of the three
years in the period ended December 31, 2013. These financial statements are the responsibility 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 reascnable assurance about whether the financial statements are free of material misstatement. The Campany is not required
to have, nor were we engaged to perform, an audit of its internal control gver financéal reporting, Qur audits included consideration of internal contral over financial
reporting as a basis for designing autit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion an the effectiveness
of the Company's internal control over financial reporting. Accordingly, we express no such opinion, An audit alsa 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 Cuke Energy Indiana, Inc. and
subsidiary at December 31, 2013 and 2012, and the results of their operatisns and their cash flows for each of the three years in the period ended December 31,
2013, in conformity with accounting principles ganerally accepted in the United States of America,

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 28, 2014
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PARTII

DUKE ENERGY INDIANA, INC.

CONSOLIDATED STATEMENTS OF GPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

{in millions) M1 2012 2011
Operating Revenues $2926 $2717  $2422
Operating Expenses
Fuel used in electric generation and puschased power 1 1,088 986
Operation, maintenance and other 649 655 647
Depreciation and amortization 342 389 391
Property and other taxes n 81 82
Impairment charges — 579 234

Total opesating expenses 2,193 2,792 2,340
Operating Income {Loss) 133 75 282
Other income and Expenses, net 18 50 97
Interest Expense 170 138 137
Income (Loss) Befors Income Taxes 581 {123} 242
Income Tax Expense (Benefit) by (73) 7
Net Income (Loss) 358 (o0 168
Other Comprehensive Loss, net ot tax
Rectassification into earnings from cash flow hedges (2) @ {1
Comprehensive Income (Loss) $ 36 3 52§ 187

See Notes 1o Consohdated Financial Statemerts
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DUKE ENERGY INDIANA, INC.
CONSOLIDATED BALANCE SHEETS

December 31,
(in millions) 2013 2012
ASSETS
Current Assets
Cash and cash equivalents $ 15 § 36
Receivables {net of allowance for doubtful accounts of $1 at December 31, 2013 and December 31, 2012) 2 3
Recevables from affiliated companies 131 104
Notes receivable from affiliated companies 96 —
Inventory 434 380
Regulatary assets 118 126
(ther 125 12
Total current assets 961 661
Iavestments and Other Assets
Other 269 163
Toal investments and other assets 269 163
Property, Plant and Equipment
Cost 12,489 12,012
Accumulated depreciation and amortization {3913 3,592
Net property, plant and equipment 8,576 8.320
Regulatory Assets and Deferred Debits
Regniatory assets ni 810
Other 25 24
Total regulatory assets and deferred debits 142 834
Tota! Assets $10548 310008
LIABILITIES AND COMMON STOCKHOLDER'S EQUITY
Current Liabilities
Accounts payable $§ 206 § 1713
Accounts payable to affiliated companies 56 60
Mates payabla to affiliated companies — 81
Taxes accrued 51 61
Interest accued 56 53
Current maturities of Jong-term debt 5 405
Regulatory liabilities 16 11
Other 38 154
Tatal current liabilities 434 998
Long-term Debt 3641 3147
Long-term Debt Payable 1o Affilizted Companies 150 150
Deferred Credits and Other Lizbilities
Deterred income taxes 11711 853
Investment tax credits 140 142
Acerued pension and ather post-retirement benefit costs 163 185
Asset retirement obligations 30 37
Regutatary liabilities 182 741
QOther 48 46
Total deferred credits and other liabulities 2334 2.005
Commitments and Contingencies
Common Stockhalder's Equity
Common Stock, no par; $0.01 stated vaiue, 66,000,000 shares autherized; 53,913,701 shares outstanding at December 31, 2013 and December 31, 2012 1 1
Additional paid-in capital 1,384 1384
Retained earnings 2,551 2318
Accumulated other comprehensive incame 3 5
Total common stockholder's equity 3939 3,708
Total Liabilities and Cemmon Stockholder’s Equity $10548  $10,008

See Notes to Conschdated Financial Stat
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DUKE ENERGY INDIANA, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
{in millions) 2013 2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (foss) $358 ¢ 00 % 68
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amartization kLU 393 385
Equity component of AFUDC (15) 84 (88)
Impairment charges - 579 234
Deferred income taxes 304 L] {63}
Accrued pension and other post-retirement benefit costs 25 15 23
Contributions o qualified pension plans — — (52
(Increase) decrease in
Net realized and unreafized mark-to-market and hedging transactions (30) — —
Receivables 3 6 25
Recelvables from affiliated companies (47} a2 63
Inventory (53) (50) &4
Cther current assets (40 (23 13
Increase (decrease) in
Accounts payable 32 18 (14
Accounts payable to affiliated companies {4) 12) 5
Taxes accrued (30 (2N 2%
Other curzent liabilities (5 6 (16)
Other assets {16} 6 47
QOther fiabilities (84) (37 (72)
Net cash provided by operating activities 744 716 633
CASH FLOWS FROM INVESTING ACTIVATIES
Capital expenditures {545) {718} (1,066
Purchases of available-for-sale securities (11} {n (an
Proceeds from sales and maturities of available-for-sale securities 7 18 8
Nates receivable from affiliated companies {96} — 115
Change in restricted cash — — 6
Other 3 (1) (5}
Net cash used in investing activities (648) (718) (953)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 498 250 —
Payments for the redemption ¢f long-term debt {409) N (14
Notes payable to atfiliated companies (81) (219 300
Dividend to parent (125) — —
Qther 4 (2) (4)
Net cash (used in) provided by financing activities (117 22 282
Het {decrease) increase in cash and cash equivalents {21} 20 (38}
Cash and cash equivalents at heginning of period 36 16 54
Cash and cash equivalents at end of period $10 % 3% § 16
Supplemental Disclosures:
Cash paid for interest, net of amount capitalized $184 % 130 0§ 130
(ash paid for income taxes 46 57 90
Significant nan-cash transactions:
Accrued capital expenditures 13 67 110
Transfer of Yermillion Generating Station from Duke Energy Ohio — 26 —

See hotes to Consofidated Finanoiat Satements
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DUKE ENERGY INDIANA, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKHOLDER'S EQUITY

Accumulated Other
Comprahiensive
Income {Loss}
Net Gains
Common Additional  Retained (Losses) on Total
{in millions) Stock Paid-in Capital  Eamings  CashFlow Hedges  Equity
Balance at December 31, 2010 $ 1 $1.358 $2.200 $ 8 33587
Net income — — 168 — 168
QOther comprehensive foss i o))
Balance at December 31, 2011 $ 1 $1.338 $2,368 $ 7 3%
Net loss -— — (50 -— {50)
Other comprehensive oss — — — v} &
Transfer of Vermillion Generating Station from Duke Energy Ohio — 26 — — 26
Balance at December 31, 2012 $ 1 $1,384 $2318 §5 33708
Netincome — — 338 — 358
Other comprehensive loss - — — 2 (2}
Duwidend to paceat — - (125 — (129
Balance at December 31, 2013 $1 $1,384 $2,551 $ 3 3393

See Notes to Consolidated Financial Statements
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Combined Notes to Consolidated Financial Statements

For the Years Ended December 31, 2013, 2012 and 2011

Index to Combined Notes To Consolidated Financial Statements

The notes ta the consolidated financial statements are a combined
prasentation. The following list indicates the registrants to which the notes

agply.

Appticahle Kates

1,2,3,4,5,6,7,8,9,10.11,12.14.15,16,17, 18, 19
20,21,22,23,24, 25
1,2,3.4,56,8,9.10,11,13, 14,1516, 17, 19, 20
21,2223, 24,35
1,2,3,4,5,6,7.8.9,10.11,13. 14, 15,16, 17. 13, 20,
21,22.23,24, 85
1,2,3,4,5,6,8,9,10,11,13,14.15, 16,17, 19, 20
21,22.23,24. 25
1,2,3,456,7.89,10.11,13, 14, 15, 16, 19, 20, 21
22,23.24, 25
1,2,3,4,5.6,89.10,11, 13,14, 16,17, 19,20, 21,
22,23,24, 25

1,234 5,6,8,9,10.11,13, 14.15,16,17,13, 20.
21,22,23,24, 25

Registrant

Duke Energy Corporation
Duke Energy Carolinas, LLC
Progress Energy, Inc.

Duke Energy Progress, Inc.
Duke Energy Flerida, (nc.
Ouke Energy Ohio, Inc.

Duke Energy Indiana, Inc.

1. SUMMARY GF SIGNIFICANT ACCOUNTING POLICIES

HATURE OF OPERATIONS ANG BASIS OF CONSOLIDATION

Duke Energy Corporation {collectively with its subsidiaries, Duke Energy),
is an erergy company headquartered in Charlotte, North Carolina, subject
to regutation by the Federal Energy Regulatory Commission (FERC). Duke
Energy operates in the U.S. and Latin America primarily through its direct and
indirect subsidiaries. Duke Energy’s subsidiaries include its wholly owned
subsidiary registrants, Duke Energy Carolinas, LLC {Duke Energy Carolinas);
Progress Energy, nc. (Progress Energy), Duke Energy Progress, Inc. (Duke
Energy Progress); Duke Energy Flarida, Inc. {Duke Energy Florida); Duke Energy
Ohip, Inc. {Duke Energy Ohio) and Duke Energy Indiana, Inc. {Duke Energy
Indiana). When discussing Duke Energy's consolidated financial information,
it necessarily inciudes the results of its six separate subsidiary registrants
(collectively referred 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. Progress Energy became a
subsidiary of Duke Energy and Progress Energy’s regulated utility subsidiaries,
Duke Energy Progress (formerly Carolina Power & Light Company d/b/a
Progress Energy Carolinas, inc.) and Duke Energy Florida (formerly Fiorida
Power Corporation d/b/a Progress Energy Florida, Inc.), becama indirect
subsidiaries of Duke Energy. Duke Energy’s consolidated financial statements
inciude Progress Energy, Duke Energy Progress and Duke Energy Florida activity
begirning July 2, 2012. The impacts of acquisition accounting from Progress
Energy’s merger with Duke Energy were recorded by Duke Energy and were not
reflected on the financial statements of Progress Energy, Duke Energy Progress
and Duke Energy Flarida. See Note 2 for additienal information regarding the
merger. On Juty 2, 2012, just prior ta the close of the marger, Duke Energy
exacuted a one-for-three reverse stock split with respect to the issued and
outstanding shares of Ouke Energy comman stock. Al per-share amounts
included in this Form 10-K are presented as if the stock split had been effective
from the beginning of the earliest period presented.

The information in these combined notes relates ta each of the Duke
Energy Registrants as noted in the index to the Combined Notes. However, none
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of the registrants makes any representation as o information related solely o
Duke Energy or the subsidiaries of Duke Energy other than itself.

These Consolidated Financial Statements include, after eliminating
intercompany transactions and balances, the accounts of the Duke Energy
Registrants and subsidiaries where the respective Duke Energy Registrants have
control. These Consolidated Financiaf Statements also reflect the Duke Enargy
Registrants™ proportionate share of jointly owned generation and transmission
facilities.

Duke Energy Carolinas is a regulated public utility primarily engaged in the
generation, transmission, distribution and sale of electricity in portions of North
Carolina and South Carolina. Duke Energy Carolinas is subject to the regulatory
provisions of the North Carglina Utilities Commission {(NCUC), Public Service
Commission of South Caralina {PSCSC), U1.S. Nuclear Regufatory Commission
(NRC) and FERC. Substantially all of Duke Energy Carolinas’ operations qualify
for reguiatory accounting.

Progress Energy is a public utility holding company headquartered in
Raleigh, North Carclina, subject to regulation by the FERC. Progress Energy
conducts operations through its whally owned subsidiaries, Duke Energy
Progress and Duke Energy Florida. Substantialiy all of Progress Energy's
operations qualify for regulatory accounting.

Duke Energy Progress is a regulated public utility primarily engaged in the
generation, ransmission, distribution and sale of electricity in portions of North
Carolina and South Carolina. Duke Energy Progress is subject to the regulatory
provisions of the NCUC, PSCSC, NRC and FERC. Substantially all of Duke Energy
Progress’ aperations qualify for regulatory accounting.

Duke Energy Florida is a regulated public utility primarily engaged in
the generatian, transmission, distribution and sale of electricity in portions of
Flarida, Duke Energy Florida is subject te the regulatory jurisdiction of the Florida
Public Service Commission (FPSC), NRC and FERC. Substantially alf of Duke
Energy Florida’s operations qualify for regulatory accounting.

Duke Energy Ohio is a public utility that provides service in portions of
Ohio and Kentucky. Operations in Kentucky are corducted through its wholly
owned subsidiary, Duke Energy Kentucky, Inc. (Duke Energy Kentucky). Duke
Energy Ohio's principal lines of business include transmission and distribution
of electricity and the sale of and/ar transpertation of natural gas. Duke Energy
(Ohio also generates and sells power inta wholesale energy markets. Duke
Energy Ohio conducts competitive auctions for retail electricity supply in Ohio
whereby the energy price is recovered from retail customers. Duke Energy
Kentucky's principal lines of business include generation, transmissian
and distribution of electricity, as well as the sale of and/or transportation of
natural gas. References herein to Duke Energy Ohio inctude Duke Energy Ohio
and its subsidiaries, unless otherwise noted. Duke Energy Ohio is subject to
the regulatory provisions of the Public Utilities Commission of Ohio (PUCQ),
Kentucky Public Service Commission (KPSC) and FERC. Duke Energy Chio
applies regulatory accounting to a portion of its operations.

Duke Energy Indiana is a regulated public utility primarily engaged i
the generation, transmission, distribution and sale of electricity in portions
of Indiana. Duke Energy Indiana is subject to the regulatory provisions of the
Indiana Utility Regulatory Commissian {IURC) and the FERC. Substantially all ¢t
Duke Energy Indiana’s operations qualify for regulatory accounting.

Certain prior year amounts have been reclassified to conform to the
current year presentation.

Other Currant and Non-Current Assets and Liabilities

Other within Current Assets includes the current pertion of deferred tax
assets, which are disclosed in Note 2. Additionally, the following are included
in Other within Current Assets or Current Liabilities in the Consclidated Balance
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Sheets of the Duke Energy Registrants at December 31, 2013 and 2012. The
amounts presented exceeded 5 percent of current assets or 5 percent of current
liabilities unless otherwise noted.

December 31,
(in miltions) Lecation 2013 2012
Duke Energy
Accrued compensation Current Liabilities $621 $ 715
Duke Energy Carolinas
Accrued compensation Current Liabilities $198 ¢ 203
Collateral liabilities Current Liabilities 120 105
Progress Energy
Customes depasits Current Liabilities $ 349§ 342
Acerued compensation Current Liabilities 214 304
Derivative liabilities Current Liatifties — 221
Duke Energy Progress
Custemer deposits Current Liahilities $129 $120
Acceued compensation Current Liahilities 121 160
Duke Energy Florida
Customer deposits Current Liahilities 220 § 222
Accrued compensation Current Liabilities 65 95
Derivative liabilities Current Liabilities — 127
Duke Energy Chio
Callateral assets Current Assets $122 § 9%
Duke Energy Indiana
Federal income taxes receivable Current Assets $ 56 § —
Accrued compensation'® Current Liabilities 25 23
Gollaterat liabilities™ Gurrent Liabilities 40 37
Derivative liabilities Current Liabilities — 63

(8} Does not exceed 5 percent of Total current halulities on the Consolidated Balance Sheets at
December 31, 2012

Preferred Stock

In March 2013, Duke Energy Progress and Duke Energy Florida redeemed
all series of their outstanding preferred stock at prices ranging from $101.00
to $110.00 per share for Duke Energy Progress and $101.00 ta $104.25 per
share for Duke Energy Florida plus accrued dividends for all series. Duke Energy
Progress and Duke Energy Florida redeemed the shares for $62 million and
$34 million, respectively.

Discontinued Operations

For the year ended December 31, 2013, Ouke Energy’s and Progress
Energy's Ingome From Discontinued Operations, net of tax was primarily due
ta tax berefits related to peior sales of diversified businesses. Far the year
ended December 31, 2012, Duke Energy’s and Progress Energy’s Income
From Discontinued Operations, net of tax was primarily related to resolution of
litigation associated with Progress Energy’s former synthetic fuel cperations
and reversal ot certain environmental indemnification liabilities tor which the
indemnification period expirad during 2012. See Note 5 for more infarmatien
regarding the former synthetic fuel operations.
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Amounts Attributable to Controlling Interests

Income From Discantinuved Operations, net of tax presented on the
raspective Consolidated Statements of Operations for Duke Energy and
Progress Erergy is attributable to controlling interests for all periods presented.
Other comprehensive income presented on Progress Energy's Consolidated
Statements of Operations and Comprehensive Income are attributable to
controlling interests for all periods presented.

SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

In preparing financial statements that conform to generally accepted
accounting principles (GAAP) m the U.S., the Duke Erergy Registrants must
make estimates and assumptions that affect the reported amounts of assets
and liabilities, the reported amounts of revenues and expenses, and the
disclosure of cantingent assats and Labilities at the date of the financial
statements. Actual results could differ from those estimates.

Regulatory Accounting

The majority of the Duke Energy Registrants’ operations are subject to
price regulation for the sale of electricity and gas by state utility commissions
or FERC. When prices are set on the basis of specific costs of the regulated
operations and an effective franchise is in place such that sufficient gas or
electric services can be sold ta recovar those costs, the Ouke Energy Registrants
apply regulatory accounting. Regulatory accounting changes the timing of the
recognition of costs ar revenues refative to a company that does not apply
regulatory accounting. As a result, Regulatory assets and Regulatory liabilities
are recognized on the Consolidated Balance Sheets. Regulatory assets and
liabilities are amortized consistent with the treatment of the related cost in the
ratemaking process. See Note 4 for further information.

Regulated Fuel Costs and Purchased Power

The Duke Energy Registrants utilize cost-tracking mechanisms, commonly
referred 4o as fue) adjusiment clauses. These clauses allow for the recovery
of fuel and fuel-related costs and portions of purchased power costs through
surcharges on customer rates. The difference between the costs incurred and
the surcharge revenues is recorded as an adjustment to Fuel used in electric
generation and purchased power — regulated or Operating Revenues -
Regulated electric an the Cansolidated Statements of (perations with an
off-setting impact on regulatory assets or liabilities.

Cash and Cash Equivalents

All highly liguid investments with maturities of three months or less at
the date of acquisition are considered cash equivalents. At December 31, 2013,
$1,086 million of Duke Energy’s total cash and cash equivalents is heid by
entities domiciled in foreign jurisdictions and is forecasted to be used to fund
internatianal operations and investments.



PART Il

DUKE ENERGY CORPORATIGN = DUKE ENERGY CAROLINAS, LLC « PROGRESS ENERGY, INC. «
DUKE ENERGY PROGRESS, INC. » DUKE ENERGY FLORIDA, INC. « DUKE ENERGY OHID, INC. « DUKE ENERGY INDIANA, INC.

Combined Notes to Consolidated Financial Statements — {Continued)

Restricted Cash

The Duke Energy Registrants have restricted ¢ash related primarily
to collateral assets, escrow deposits, and variable interest entities (VIEs).
Restricted cash balances are reflectad in Qther within Current Assets and in
Other within Investments and Other Assets on the Consolidated Balance Sheets.
M December 31, 2013 and 2012, Duke Energy had restricted cash totaling
$307 million and $574 million, respectively.

Inventory

inventory is used for operations and is recorded primarity using the
average cost method. Inventary related to regulated aperations is valued at
historical cast. Inventory retated to nonregulated eperations is valued at the
lower of cost or market. Materials and supplies are recorded as inventory when
purchased and subsequently charged to expense or capialized to property, plant
and equipment when installed. Reserves are established for excess and obsolete
inventory. The compenents ¢f inventory are presented in the tables below.

December 31, 2013
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy Energy
(in millions) Energy  Carolinas Energy Progress Florida Ohio Indiana
Waterials and supplies $1m $ 654 $ 3 3 567 $ 287 3117 311
Coal held for electric generation 1,018 K¥L: 34 187 147 65 218
0il, gas and other fuel held for electric generation 331 37 236 99 137 47 3
Tota! inventory $3250 $1,085 $1.424 $ 853 $ 51 329 444
December 31, 2012
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy Energy
(in millions) Energy Carolinas Energy Progress Florida Chio Indiana
Materials and supplies $ 1691 § 535 $ 768 $ 499 $ 269 $ 135 $ 161
Coa held for efectric generation 1,187 488 392 232 160 82 216
Gil, gas and other fuel held for electric generation 345 39 281 97 184 10 3
Total inventory $ 3223 $1,062 31441 3 828 $ 613 $ $ 380

Investments in Debt and Equity Securities

The Duke Energy Registrants classify investments into two categories —
trading and available-for-sale. Both categories are recorded at fair value on
the Consolidated Balance Sheets. Realized and unrezlized gains and losses
an trading securities are included in earnings. For certain fvestments of
regulated operations such as the Nuclear Decommissianing Trust Fund (NDTF),
realized and unrealized gains and losses {including any other-than-temporary
impairments) on available-for- sale securities are recorded as a regulatory asset
o liability. Otherwise, unrealized gains and losses are included in Accumulated
Other Comprehensive Income (A0C1), unless other-than-temporarily impaired.
Other-than-temporary impairments for equity securities and the credit loss
portion of debt securities of nonregulated operations are included in earnings.
tnvestments in dabt and equity securities are classified as either current or
nangurrent based on management's intent and ability to sell these securities,
taking into consideration current market hiquidity. See Note 15 tor further
information.

Goodwill and Intangible Assets

Goodwilf

Duke Energy, Progress Energy and Duke Energy Ohio perform annual
goodwill impairment tests as of August 31 each year at the reporting unit level,
which is determined {0 be an operafing segment or one level below. Duke Energy,
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Progress Energy and Duke Energy Ohio update these tests between annuat tests
it events or circumstances gceur that would more likefy than not reduce the fair
value of a reporting unit below its carrying value.

In 2012, Progress Energy changed its goodwill impairment testing date
from Qctober 31 to August 31 ta better align its annyal goodwill impairment
testing procedure with those of Duke Erergy. The ckange had no impact on
goodwill. Neither the change in the goodwill impairment testing date nor the
merger resulted in any changes to the Progress Energy reporting units.

Intangible Assets

Intangible assets are included in Other in Investments and Other Assets
on the Consolidated Balance Sheets. Generally, intangible assets are amortized
using an amartization method that refiects the pattern in which the econamic
benefits of the intangible asset are consumed, of on a straight-line basis if that
pattern is not readily determinable. Amortization of intangibies is reflected in
Depretiation and amortization in the Consolidated Statements of Operations.
Intangible assets are subject to impairment testing and if impaired, the carrying
value is accerdingly raduced.

Emission allawances permit the holder of the allowance to emit certain
gaseous by-products of fossil fuel combustion, including sufur dioxide (30,)
and pitrogen oxide (N0 ). Allowances are issued by the U.S. Environmental
Protection Agency {EPA) at zero cost and may also be bought and sold via
third-party transactions. Alfowances allocated to or acquired by the Duke Energy
Registrants are held primarily for censumption. Carrying amounts for emission
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allowances are based on the cost to acquire the allowances or, in the case
of a busiress combination, ¢n the fair value assigned in the allogation of the
purchase price of the acquired business.

Renewable energy certificates are used to measura compliance with
renewable energy standards and are held primarily for consumption.

See Note 11 far further information,

Long-Lived Asset impairments

The Duke Energy Registrants evaluate long-lived assets, excluding
goodwill, for impairment when circumstanges indicate the carrying value of
those assets may not be recoverable. An impairment exists when a fong-lived
asset’s carrying value exceeds the estimated undiscounted cash flaws expected
to result from the use and eventual disposition of the asset. The estimated
cash flows may be based on alternative expected outcomes that are probability
weighted. If the carrying value of the long-lived asset is not recoverable
based on these estimated future undiscounted cash flows, the carrying value
of the asset is written-down to its then-current estimated fair value and an
impairment charge is recognized.

The Duke Energy Repistrants assess tair value of iong-lived assets
using various methods, including recent comparable third-party sales,
internally developed discounted cash flow analysis and analysis from outside
advisors. Significant changes in commadity prices, the condition of an asset er
management's interest in seiling the asset are generally viewed as triggering
events 10 re-assess cash flows. See Note 11 for further information.

Property, Plant and Equipment

Property, plant and equipment are stated at the lower of depreciated
histarical cost net of any disallowances or fair value, if impaired. The Duke Energy
Registrants capitafize all construction-related direct labar and material casts,
as well as indirect construction costs such as general engineering, tases and
financing costs. See "Allowance for Funds Used During Construction {AFUDC)
and Interest Capitalized” for information on capitaiized financing costs. Costs
of renewals and betterments that extend the usefut fife of property, plant and
equipment are also capitafized. The cost of repairs, replacements and major
maintenance projects, which do niot extend the useful life of increase the expected
output of the asset, are expensed as incurred, Depreciation is generally computed
over the estimated usetul life of the asset using the composite straight-line
method. Depreciation studies are conducted periodically to update composite
rates and are approved by state utility cemmissions and/or the FERC when
required, The compasite weighted-average depreciation rates, excluding nuctear
fuel, are included in the table that follows.

Years Ended December 31,

2013 2012 20
Duke Energy 28% 29% 3.2%
Duke Energy Carglinas 28% 28% 26%
Progress Energy 2.5% 26% 23%
Duke Energy Progress 25% 27% 21%
Duke Energy Florida 24% 2.5% 24%
Duke Energy Ohio 33% 3.2% 35%
Duke Energy Indiana 28% 33% 3.4%

in general, when the Duke Energy Registrants retire regulated property,
plant and equipment, original cast plus the cost of retirement, less salvage
value, is charged to accumulated depreciation. However, when it becomes
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probable a regulated asset will be retired substantially in advance of its original
expected useful lifa or is abandoned, the cost of the asset and the corresponding
accumulated depreciation is recognized as a separate asset. If the asset s still
in operation, the net amount is classified as Generation facilities to be retired,
net on the Consolidated Balance Sheets. If the asset is no ionger aperating,
the net amount is classified in Regulatary Assets on the Consatidated Bafance
Sheets. The carrying value of the asset is based on historical cost if the
Duke Energy Registrants are allowed Yo recoves the remaining net bagk value and
a return equal to at least the incremental berrowing rate. If not, an impairment
is recognized to the extent the net book value of the asset exceeds the present
value of future revenues discounted at the incremental borrowing rate.

When the Duke Energy Registrants sell entire regulated operating units,
o refire or selt nonregulated properties, the original cost and accumulated
depreciation and amortization balances are remaved from Property, Plant and
Equipment on the Consolidated Balance Sheets. Any gain or loss is recorded in
earnings, unless otherwise required by the applicable regulatory body.

See Note 10 for further information.

Nuclear Fuel

Nuclear fuel is classified as Praperty, Plant and Equipment on the
Consolidated Balance Sheets. Nuclear fuel in the frant-end fuel processing
phase is cansidered wark in progress and not amartized until placed i service.
Amortization of nuclear fuel is included within Fuel used in electric generation
and purchased powier — regulated in the Consolidated Statements of Operations.
Amortization is recorded using the units-of-production method.

Allowance for Funds Used Buring Construction (AFUOC) and nterest
Capitalized

For regulated operations, the debt and equity costs of financing the
construction of property, plant and equipment are refiected as AFUDC and
capitalized as a componert of the cost of property, plant and equipment, AFUDC
equity is reported on the Consolidated Statements of Operations as non-cash
income in Other income and expenses, net. AFUDC dabt is reported as a non-
cash offset to Interest Expense. After canstruction is completed, the Duke Energy
Registrants are permitted to recover thesa costs through their inclusion in rate
base and the corresponding subsequent depreciation or amortization of those
regulated assets.

AFUDC equity, a parmarent difference for income taxes, reduces the
effective tax rate when capitalized and increases the effective tax rate when
depreciated or amortized. See Note 22 for additiona information.

For nonregulated operations, interest is capitalized during the
construction phase with an offsetting non-cash credit fo Interest Expense on the
Corsalidated Statements of Operations.

Asset Retirement Obligations

Asset retirement obligations are recognized for legal abiigations
assaciated with the retirement of property, plant and equipment. Substantially
all asset retirement obligations are related to regulated operations, When
recarding an asset retirement abligatian, the preseat value of the projected
liability is recognized in the period in which it is incurred, if a reasonable
estimate of fair value can be made. The liabdity is accreted gver time. The
present value of the liability is added to the cost of the associated asset and
depreciated over the remaining life of the asset.

The present value of the initial obligation and subsequent updates are
based on discounted cash flows, which include estimates regarding timing of
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future cash flows, selection of discount rates and cest escalation rates, among
other factors. These estimates are subject to change. Depreciation expense is
adjusted prospectively for any changes to the carrying amount of the assaciated
asset. The Duke Energy Registrants receive amounts ta fund the cost of the
asset retirement obligation for regulated operations through a combination of
tegulated revenues and NDTE As a result, the net of amounts recovered in
regulated revenues, eamings on the NDTF, accretion expense and depreciation
of the associated asset is deferred as a reguiatory asset or liability.

Obligations for nuclear decemmissioning are based on site-specific cost
studies. Duke Energy Carolinas and Duke Energy Progress assume prompt
dismantiement of the nuclear facilities aftar operations are ceased. Duke Energy
Florida assumes Crystal River Nuclear Station — Unit 3 (Crystal River Unit 3) will
be placed into a safe storage configuration until eventual dismantlement begins
in approximately 60 years. Duke Erergy Carolinas, Duke Energy Progress and
Duke Energy Florida also assume that spent fue!l will be stored on site untif such
time that it can be transferred to a U.S. Department of Energy (DOE) facility.

See Note 9 for further informatian,

Revenue Recognition and Unbilled Revenue

Revenues on sales of electricity and gas are recognized when service is
provided. Unbilled revenues are recognized by applying customer billing rates to
the estimated volumes of energy delivered but not yet billed. Unbilled revenues
tan vary significantly from period to period as a result of seasonality, weather,
customer usage patterns and meter reading schedutes.

Unbilled revenues are in¢luded within Receivables and Restricted
receivables of variable interest entities on the Consolidated Balance Sheets a3
shawn in the following table.

December 31,
{in rillions) 2013 2012
Duke Energy $931 $0920
Duke Energy Carclinas 3 315
Progress Energy 189 187
Duke Energy Progress 120 112
Duke Energy Florida 69 74
Duke Energy Ohio 5% 47
Duke Energy Indiana 5 3

Additionally, Duke Energy Ohio and Duke Energy Indiana sell, on a
ravolving basis, nearly all of their retail and wholesale accounts receivable,
including receivables for unbilled revenues, to an affiliate, Cinergy Receivables
Company, LLC {CRC) and account for the transfers of receivables as sales.
Accordingly, the receivables sold are not reflected on the Censolidated Balance
Sheets of Duke Energy Ohio and Duke Energy Indiana. See Note 17 for further
infarmation. These receivabies for unbilled revenues are shown in the table
below.

December 31,
{in millions) 013 12
Duke Energy Ohia $83 $90
Duke Energy Indiana 144 132
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Allowance for Doubtful Accounts

Allowances for doubtful accounts are presented in the following table.

December 31,

(in millions) 013 2012 2011
Allowance for Doubtful Accounts

Duke Energy $30 334 §$3
Duke Energy Carglinas 3 3 3
Progress Energy 14 16 27
Duke Energy Progress 10 9 9
Ouke Energy Florida 4 7 18
Quke Energy Chio 1 2 18
Duke Energy Indiana 1 1 1
Alowance for Doubtful Accounts — VIEs

Duke Energy 143 $4  $40
Duke Energy Carolinas [ & 6

Derivatives and Hedging

Derivative and non-derivative instruments may be used in connectign
with commodity price, interest rate and fareign currency fisk management
activities, including swaps, futures, forwards and options. All derivative
instruments except those that qualfy for the normal purchase/narmal sale
(NPNS) exception are recorded on the Consolidated Balance Sheets at their
fair value. Qualifying derivative instruments may be designated as either cash
flow hedges or fair value hedges. Other derivative instruments (undesignated
tontracts) either have not been designated or do not guatify as hedges. The
effective portion of the change in the fair value of cash flow hedges is recorded
in AQCL. The effective portion of the change in the fair value of a fair value hedge
is offset in netincome by changes in the hedged item. Fer activity subject to
regulatory acceunting, gains and losses on derivative contracts are reflected as
regulatory assets or liabilities and not as other comprehensive income or current
period income, As a result, changes in fair value of these derivatives have no
immediate earnings impact.

Fermal documentation, including transaction type and risk management
strategy, is maintained far all coatracts accountad for as a hedge. At inception
and at least every three months thereafter, the hedge contract is assessed to
see if it is highly effective in offsetting changes in cash flows or fair values of
hedged items.

See Note 14 for further information.

Captive Insurance Reserves

Duke Energy has captive insurance subsidiaries that provide covesage,
on an indemrity basis, to the Subsidiary Registrants as well as certain third
parties, an a limited basis, for various business risks and losses, such as
property, workers’ compensation and general liability. Liabilities include
provisions for estimated losses incurred but not yet reported {IBNR), as well as
estimated provisions far known claims, IBNR resarve estimates are primarily
based upon historical loss experience, industry data and other actuarial
assumptions. Reserve estimates are adjusted in future periods as actual losses
differ from experience.
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Duke Energy, through its caplive insurance entities, also has reinsurance
coverage with third parties for certain losses above a per occurrence and/or
aggregate retention. Receivables for reinsurance coverage are recognized when
realization is deemed probable.

Unamortized Debt Premium, Discount and Expense

Premivms, discounts and expenses incurred with the issuance of
outstanding long-term debt are amortized over the term of the debt issue. Call
premiums and unamortized expenses associated with refinancing higher-cost
debt obligations used to finance regulated assets are amortized. Amortization
expense is recorded as Interest Expense in the Consolidated Statements of
Operations and is reflected as Depreciation, amortization and accretion within
Net cash provided by operating activities on the Consolidated Statements of
Cash Flows.

Loss Contingencies and Envirpnmental Liabilities

Contingent losses are recorded when it is probable  loss has occurred
and can be reasonably estimated. When a range of the probable loss exists and
no amount within the range is a better estimate than any other amount, the
minimum amount in the range is recorded. Unless otherwise required by GAAR,
legal fees are expensed as incurred,

Envirenmental liabilities are recorded on an undiscounted basis when
anviranmental remediation or ather liabilities becomes probable and can be
reasonably estimated. Environmental expenditures related to past operations
that do not generate current or future revenues are expensed. Environmental
expenditures related to operations that genarate current or future revenues are
expensed or capitalized, as appropriate. Certain envirgnmental expenditures
receive regulatory accounting treatment and are recorded as regulatory assets.

See Notes 4 and 5 for further information.

Pension and Other Post-Retirement Benefit Plans

Duke Energy maintains qualified, non-qualified and other post-retirement
benefit plans. Eligibte employees of the Subsidiary Registrants participate in the
respective qualified, non-qualified and other post-retirement benefit plans and
are allocated their proportionate share of benefit costs. See Note 21 for further
information, including significant accounting poticies associated with these
plans,

Severance and Speciat Termination Benefits

Duke Energy has an ongoing severance ptan under which, in general,
the longer a terminated employee worked prior to termination the greater the
ambunt of severance benefits. A Nabifity for involuntary severance is recorded
ance an involuntary severance plan is committed to by management, or sooner,
if invaluntary severances are probab’e and can be reasonably estimated. For
involuntary severance henefits incremental to its ongoing severance plan
benefits, the fair value of the obligation is expensed at the communication date
if there are ng future service requirements, or over the required future service
period. Frem time to time, Duke Energy offers special termination benefits
under voluntary severance programs, Special termination benefits are recosded
immediately upon employee acceptance absent a significant retention period.
(Otherwise, the cost is recorded over the remaining service period. Employee

105

acceptance of voluntary severance benefits is determined by management
based an the facts and circumstances of the benefits being offered. See Note 13
for further infarmation.

Guarantees

Liahilities are recognized at the time of issuance or material modification
of 2 puarantee for the estimated fair value of the obligation # assumes. Fair
value is estimated using a probability-weighted approach. The obligation is
reduced over the term of the guarantee or related contract in a systematic and
rational method as risk is reduced. Any additional contingent loss for guarantee
contracts subsequent to the initial recognition of a liability is accounted for and
recagnized at the time a loss is probable and can be reasonably estimated. See
Note 7 for further information.

Stock-Based Compensation

Stock-based compensation represents costs related to stock-based
awards granted to employees. Duke Energy recognizes stock-based
compensation based upon the estimated fair value of awards, net of estimated
forfeitures at the date of issuance. The recognition period for these costs begin
at either the applicable service inception date or grant date and continues
throughout the requisite service period, or for certain share-based awards
until the employee becomes retirement eligible, if earlier. Compensation cost
is recognized as expense of capitalized as a companent of property, plant and
equipment, See Note 20 for further information.

Income Taxes

Duke Energy and its subsidiaries file a consolidated federal income
tax return and other state and foreign jurisdictional returns. The Subsidiary
Registrants entered inta a tax-sharing agreement with Duke Energy and income
taxes recorded represent amounts the Subsidiary Registrants would incur
as separate C-Corporations. Deferred income taxes have been provided for
temporary differences between GAAP and tax bases of assets and liabilities
because the differences create taxable or tax-deductible amounts for future
periods. Deferred taxes are not provided on translation gains and losses when
earnings of a foreign operation are expected to be indefinitely reinvested.
Investment tax credits (1TC} assotiated with regulated operations are deferred
and amortized as a reduction of income tax expense over the estimated useful
lives of the related properties.

Positions taken or expected to be taken on tax retums, including the
decision to exclude certain income or transactions from a return, are recognized
in the financial statements when it is more likely than not the tax position can
be sustained based solely on the technical merits of the position. The Jargest
amount of tax benefit that is greater than 50 percent likely of being effectively
settled is recorded. Management considers a tax position effectively settled
when: (i) the taxing authority has completed its examinatien procedures,
including all appeals and administrative reviews; i} the Duke Energy
Registrants do not intend to appeal or litigate the tax position included in the
completed examination; and (iii) it is remote the taxing autharity would examine
or re-examine the tax position. The amount of a tax return position that is not
recognized in the financial statements is disclosed as an unrecognized tax
benefit. These unrecognized tax benefits may impact the financial statements
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through increasing income taxes payable, reducing ingome tax refunds
receivable or changing deferred faxes.
Tax-related interast and penalties are recorded in Interest Expense and
Qther Ircome and Expenses, net, in the Cansolidated Statements of Operations.
See Note 22 tor turther information.

Accounting for Renewable Energy Tax Credits and Grants

When Duke Energy elects either an ITC or a cash grant on wind or solar
facilities, it reduces the basis of the property recorded on the Censclidated
Balance Sheats by the amount of the iTC or cash grant and, therefore, the ITC or
grant benefit is recognized through reduced depreciation expense. Additicnally,
certain tax credits and government grants received provice for initial tax
depreciable base in excess of the book carrying value equal to one half ¢f the
{TC or government grant. Deferred tax henefits are recorded as a reduction to
income tax expensa in the periad that the basis differencs is created.

Excise Taxes

Certain excise taxes levied by state or [ocal governments are required to
be paid even if not collected from the customer, These taxes are recagnized on a
gross basis. Otherwise, the taxes are accounted for net. Excise taxes accounted
for on a gross basis as Property and other taxes in the Consclidated Statements
of Operations were as follows.

Years Ended December 31,
{in millions) 013 2012 2011
Cuke Energy $602 $466 $293
Duke Energy Carolinas 164 161 153
Progress Energy 304 317 315
Duke Energy Progress 113 113 110
Duke Energy Florida 189 205 05
Duke Energy Chio 105 102 109
Duke Energy Indiana 29 33 31

On July 23, 2013, North Carolina House Bill 998 {HB 998) was signed
into law. HB 998 repeals the utility franchise tax effective July 1, 2014. The
utility franchise tax was 3.22 percent gross receipts tax on sales of electricity.
The result of this change in law will be a0 annual reductian in extise tares
of approximately $160 million for Duke Energy Carolinas and approximately
$110 million for Duke Energy Progress. HB 598 also increases sales tax on
electricity from 3 percent to 7 percent effective July 1, 2014. HB 998 requires
the NCUC ta adjust retail electric rates for the elimination of the utility franchise
tax, changes due to the increase in sales tax on electricity, and the resulting
change in fiability of utility companies under the general frarchise tax.

Fereign Currency Translation

The local currencies of most of Duke Energy's foreign eperations have
been determined to be their turctional curzencies. However, certain toreign
operations’ functional currency has been determined to be the U.S. Dollar, based
on an assessment of the economic circumstances of the foreign operation.
Assets and liabilities of fareign operations whase functional cysrency is not
the U.S. Dallar, are translated into U.S. Dollars at the exchange rates in effect
3t period end. Translation adjustments resulting from changes in exchange
rates are included in AOCI. Revenue and expense accounts are translated at
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average exchange rates during the vear. Gains and losses arising from balances
and transactions denominated in currencies other than the local currency are
included in the results of operations when they occur.

Dividend Restrictions and Unappropriated Retained Earnings

Duke Energy does not have any legal, regulatory or other restrictions an
paying common stock dividends to shareholders. However, as further described
in Note 4, due to conditions established by regulators in conjunction with merger
transaction approvals, Duke Energy Caralinas, Duke Energy Progress, Duke
Energy Ohio and Duke Energy Indiana have restrictions en paying dividends or
otherwise advancing funds to Duke Energy. At December 31, 2013 and 2012, an
insignificant amount of Duke Energy’s consolidated Retaired egrings balance
represents undistributed earnings of equity method investments.

NEW ACCOUNTING STANDARDS

The new accounting standards that were adopted for 2013, 2012 and
2011 had no significant impact on the presentatian or results of operations,
cash flows or financial position of the Duke Energy Registrants. Disclosures
have been enhanced to provide a discussion and tables on derivative contracts
subject fo enforceable master netting agreements and a fable of quantitative
disclosures about unobservable inputs. See Notes 14 and 16 for further
information,

There are no Accounting Standards Updates that have been issued but not
yet adopted as of December 31, 2013, that are expected to significantly impact
the presentation or results of operations, cash flows or financial position or
disclosures of the Duke Energy Registrants.

2. ACQUISITIONS, DISPOSITIONS AND SALES OF OTHER
ASSETS

ACQUISITIONS

The Duke Energy Registrants consolidate assets and liabilities from
acquisitions as of the purchase date, and include earnings from acguisitions in
consolidated eamings after the purchase date.

Merger with Progress Energy

On July 2, 2012, Duke Energy completed its merger with Progress Energy,
a North Carolina corporation engaged in the regulated utility business of
generation, transmission and distribution and sale of electricity in portions of
Narth Caralina, South Carolina and Florida. As a rasult of the merger, Progress
Energy became a wholly owned subsidiary of Duke Energy.

The merger hetween Duke Energy and Progress Energy provides increased
scale and diversity with potentially enhanced access fo capital over the long
term and a greater ability to undertake the significant construction programs
necessary to respond to ingreasing environmental regulation, plant retiraments
and customer demand growth. Duke Energy’s business risk profile is expected
to improve over time due to the ingreased proportion of the business that is
regulated. Additionally, cost savings, efficiencies and other benefits are expected
from the combined operatians.
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Purchase Price

Tatal consideration transfarred was based on the closing price of Ouke
Energy common shares on July 2, 2012, and was calculated as shown in the
following table.

(dollars in miltions, except per share amounts; shares in thousands)

Progress Energy comman shares outstanding at July 2, 2012 296,116
Exchange ratio 037083
Duke Energy common shares issued for Progress Energy common 257,867
shares outstanding
Closing price af Duke Energy common shares on July 2, 2012 $ 6984
Purchase price for comman stock $ 18,009
Fair value of outstanding earned stock compensation awards 62
Total purchase price $ 1801

Progress Energy’s stock-based compensation awards, including
performance shares and restricted stock, were replaced with Duke Energy
awards upon censummation of the merger. In accordance with accounting
guidance for business combinations, a portion of the fair value of these awards
is included in the purchase price as it represents consideration transferred in
the merger.

Purchase Price Allocation

Fair value of assets acquired and liabilities assumed was determined
based on significant estimates and assumptions, including Level 3 inputs,
which are judgmental in nature. Estimates and assumptions include the
projected timing and amount of future cash flows, discount rates reflecting risk
inherent in future cash fows, and future market prices.

Additionally the February 5, 2013 announcement of the decision to
retire Crystal River Unit 3 reflects additional information related to facts and
circumstances existing as of the acquisition date. See Note 4 for additional
information related to Crystal River Unit 3. As such, Duke Energy presents
assets acquired and fabilities assumed as if the retirement of Crystal River
Unit 3 occurred on the acquisition date.

The majority of Progress Erergy’s operations are subject to the rate-
setting authority of the FERC, NCUC, PSCSC, and FPSC and are accounted
for pursuant 5 U.S. GAAP, including the accounting puidance for regutated
operations. Rate-setting and cost recovery provisions currently in place for
Progress Energy's regulated aperations provide revenues derived from costs,
including a return on investment of assets and liabilities inchided in Tate base.
Except for long-term debt, asset retirement obligations, capital leases, pension
and other post-retirement benefits (OPEB} plans, and the wholesale portion of
Crystal River Unit 3, fair values of tangible and intangible assets and liabilities
subject to these rate-setting provisions approximate their carrying values.
Accordingly, assets acquired and liabitities assumed and pro forma firancial
information do net reflect any net adjustments related to these amounts. The
difference hetween fair value and pre-merger carrying amounts for long-term
debt, asset retirement obligations, capital leases and pension and OPEB plans
for regulated operations were recorded as Regulatory assets,

The excess of purchase price over estimated fair values ¢f assets
acquired and liabilities assumed was recognized as goodwill at the acquisition
date. The goodwill reflects the value paid primarily for long-term potential
far enhanced access to capital as a result of increased scale and diversity,
opportunities for synergies, and an improved risk profile. Goodwill resulting from

the merger was allocated entirely to the Regulated Utilities segment. None of
the goodwill recognized is deductible for income tax purposes, and as such, no
deferred taxes have been recorded related to goodwill.

The completed purchase price allocation is presented in the following

table.

{in millions)

Current assets $ 3204
Preperty, plant and equipment 23141
Goodwill 12,459
Other long-term assets 9,990
Total assets 48,804
Current liadilities, including current maturities of long-term debt 3,593
Long-term liahilities, preferred stock and noncontralling interests 10,354
Long-term debt 16,746
Total liabilities andg preferred stock 30,733
Total purchase price $18,071

The purchase price allocation in the tabie above refiects refinements
made to preliminary fair values of assets acquired and liabilities assumed as
of December 31, 2012. These refinements include adjustments associated
with the retirement of Crystal River Unit 3. The changes tesuited in an increase
to Goadwill of $2 million, ar increase to the fair valug of Current liabilities,
inciuding current maturities of long-term debt of $12 million, 2 decrease to
Property, plant and equipment of $138 million, a decrease to Other lang-term
assets of $4 million and a decrease to Long-term iiabilities, preferred stock
and norcontrolling interests of $152 million. These refirements had no impact
on the amortization of purchase accounting adjustments recerded to earnings
during the year ended Dacember 31, 2013, or for the six months ended
Dacember 31, 2012.

Pro Forma Financial Information

The following unaudited pro forma financial information reflects the
consolidated results of operations of Duke Energy and the amortization of
purchase price adjustments assuming the merger had taken place on January 1,
2011. The unaudited pro forma financial information has been presented for
ilfustrative purposes only and is not necessarily indicative of the consolidated
results of cperations that would have been achieved or future consalidated
results of operaticns of Duke Energy.

Non-recurring merger consummation, integration and other costs incurred
by Duke Energy and Progress Energy during the period have been excluded
from pro forma earnings presented below. After-tax non-recurring merger
consummation, integration and other costs incurred by both Duke Energy and
Progress Energy were $413 million and $85 million for the years ended 2012
and 2011, respectively. The pro forma financial information also excludes
potential future cost savings or non-recurring charges related to the merger.

Years Ended December 31,

(i millions, except per share amounts) 012 2011
Revenues $23976  $23.4%5
et Income Attritutable to Duke Energy Corporation 2417 2397
Basic and Diluted Eamnings Per Share 343 34
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Accounting Charges Related to the Merger Consummation

The following pretax consummation charges were recognized upon closing
of the merger and are included in the Duke Energy Registrants' Consolidated

Statements of Operations and Camprehensive Income far the year ended
December 31, 2012.

Duke Duke Duke Dube Duke

Duke Energy  Progress Energy Energy  Energy  Energy

{in millions} Energy  Carolinas Energy  Progress Florida Ohic  Indiana
FERC Mitigation $117 $ 46 $71 $ 71 $— $— $—
Severance costs 196 63 82 35 7 21 18
Community support, charitable centributions and other 169 79 74 63 11 7 6
Total $482 $183 $221 $189 $38 $28 $24

FERC Mitigation ¢harges reflect the portion of transmission project costs
probable of disatlowance, impairment of the carrying value of the generation
assets serving Interim FERC Mitigation, and mark-to-market losses recognized
on power sale agreements upon closing of the merger. Charges refated to
transmission projects and impairment of the carrying value of generation assets
were recorded within Impairment charges in the Consolidated Statements
of Operations. Mark-to-market losses on interim power sale agreements
was recorded in Regulated electric operating revenues in the Consolidated
Statements of Operations. Subsequent changes in fair value of interim
power sale agreements aver the fife of the contracts and realized gains or
losses on interim contract sales are also recorded within Regulated electric
operating reverues. The ability to successfully defend future recovery of a
portion of transmission projects in rates and any future changes to estimated
transmission project costs could impact the amount not expected to be
recovered.

In conjunction with the merger, in November 2011, Duke Energy and
Progress Energy each offered a voluntary severance plan (VSP) to certain eligible
employees. YSP and other severance costs incurred were recorded primarily
within Operation, maintznance and other in the Consolidated Statements of
Operations. See Note 19 for further infarmation refated to employee severance
expenses.

Community support, charitable contributions and cther reflect (i) the
unconditional obligation to provide funding at a level comparable te historic
practices aver the next four years, and {ii} financial and legal advisary costs
incurred upon the closing of the merger, retentian and relocation costs paid to
certain empigyees. These charges were recorded within Operation, maintenance
and other in the Consolidated Statements of Operations.

impact of Merger

The impact of Progress Energy on Duke Energy’s revenues and net income
attributable te Duke Energy in the Cansolidated Statements of Operations for
the year ended December 31, 2012 was an ingrease of $4,943 million and
$368 million, respectively.

Chilean Operations

In December 2012, Duke Energy acquired (beroamericana de Energia
Ibener, S.A. (Ibener) of Santiago, Chile for cash consideration of $415 million.
This acquisition included the 140 Megawatt {(MW) Duqueco hydroelectric
generation complex cansisting of two run-of-the-river plants located in southern
Chile. Purchase price allocation consisted primarily of $383 million of property,
plant and equipment, $39 million of intangible assets, $57 miltion of deferred
income tax liabilities, $54 million of goodwill and $8 millicn of working capital.
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In connection with the acquisition, a $190 million six-manth bridge loan and
2 $200 million revotving toan under a £redit agreement were executed with a
commercial bank. Both loans ware fully collateralized with cash deposits, and
theretare no net proceeds from the financings existed as of December 31, 2012,
The $190 million bridge loan was classified in Current maturities of long-term
gebt and the related cash collateral deposit was classified as Current Assets
on the Consolidated Balance Sheets as of December 31, 2012. The revolving
loan is classitied as Long-term Debt and the related cash collateral deposit is
classified as lavestments and Other Assets on the Consolidated Balance Sheets.
In April 2013, the six-month bridge loan executed in connection with the
acquisition was replaced with a nonrecourse secured credit facility with a term
of thirteen years, and the cash collateral related to the six-month bridge loan
was returned to Duke Energy. See Note 6 for additional discussion related to the
bridge loan conversion.

Midwest Generation Exit

On February 17, 2014, Duke Energy Ohio annaunced that it had initiated
a process to exit its nonregulated Midwest generation business. Considering
a marketing period of several months and patential regulatory approvals,
Duka Energy Ohio expects to dispose of the nonregulated Midwest generation
busingss by early to mid-2015. In the first quarter of 2014, Duke Energy Ohio
will reclassify approximately $3.5 billion carrying value of its Midwest generation
business to assets held for sale and expects to record an estimated pretax
impairment charge of $1 billion to $2 billion ta reduce the carrying value to
estimated sales proceeds less cost to seil.

Yermiflion Generating Station

On Janeary 12, 2012, after receiving approvals from the FERC and
[URC on August 12, 2011 and December 28, 2011, respectively, Duke Energy
Vermiltion I}, LLC (Duke Energy Vermillion), an indirect wholly owned subsidrary
of Duke Energy Ohio, completed the sale of its ownership interest in Vermillion
Generating Station (Vermillion) to Duke Energy Indiana and Wabash Valley
Power Association (WVPA). Upon closing of the sale, Duke Energy Indiana held
2 62.5 percent interest in Vermillion. Cuke Erergy Ghio received net proceeds of
$82 millian, of which $68 miltion was paid by Duke Energy indiara. Following
the fransaction, Duke Energy Indiana retired Gallagher Units 1 and 3 effective
February 1, 2012.

As Duke Energy Indiana is an affiliate of Duke Energy Vermillion, the
transaction was accounted far as a transfer hetween entities under comman
control with no gain or loss recorded and did not have a significant impact to
Duke Energy Qhia's or Duke Energy Indiana’s results of operations, Praceeds
received from Duke Energy Indiana are included in Net proceeds from the
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sales of other assets on Duke Energy Ohio’s Consolidated Statements of Cash
Flows. Cash paid to Duke Energy Ohio is included in Capital expenditures

on Duke Energy Indiana's Consalidated Statements of Cash Flows. Duke
Energy Ohio and Duke Energy Indiana recognized non-cash equity transfers of
$28 millian and $26 million, respectively, in their Consolidated Statements of
Common Stockholder’s Equity on the transaction representing the difference
between cash exchanged and the net baok value of Vermilfion. These amounts
arg not reflected in Duke Energy's Consalidated Statements of Cash Flaws

or Consolidated Statements of Equity as the transaction is eliminated in
consatidation.

Proceeds from WVPA are included in Nat proceeds from the sales of other
assets, and sale of and coltections on notes receivable on Duke Energy’s and
Duke Energy Ohio's Consolidated Statements of Cash Flows. The sale of the
proportionate share of Vermiliion to WVPA did not resultin a significant gain or
loss upon close of the transactian.

Wind Projects Joint Venture

In April 2012, Duke Energy executed a joint venture agreement with
Sumitomo Corporation of America (SCOA). Under terms of the agreement,
Duke Energy and SCOA each own a 50 percent interest in the joint venture (DS
Cornerstone, LLC), which owns two wind generation projects. Duke Energy and
SCOA afso negotiated a $330 million, Construction and 12-year amortizing
Tarm Loan Facility, ¢n behalf of the borrower, 2 wholly owned subsidiary of the
joint venture. The loan agreement is non-recourse to Duke Energy. Duke Energy
raceived proceeds of $319 million upon execution of the foan agreement. This
amount represents reimbursement of a significant portion of Duke Energy’s
construction costs incurred as of the date of the agreement. DS Cornerstone,
LLC was initially consalidated with the sale to SCOA because of a guarantee
provided by an indirect whelly owned subsidiary of Duke Energy. With the
expiration of the guarantee in 2012, DS Cornerstone, LLC was decensalidated.

SALES OF OTHER ASSETS

During 2012, Duke Energy received proceeds of $187 million from the salg
of non-core business assets within the Commercial Power segment for which no
material gain or loss was recognized.

3. BUSINESS SEGMENTS

Duke Energy evaluates sagment performance based an segment income,
Segment income is defined as income from continuing operations net of income
attributable to noncontrslling interests. Segment income, as discussed below,
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includes intercompany revenues and expenses that are eliminated in the
Consolidated Financial Statements.

Operating segments are determined based on information used by the
chief operating decision maker in deciding how to allocate resources and
evaluate the performance.

Products and services are s¢ld between affiliate companies and reportable
segments of Duke Energy at cost. Segment assets as presented in the tables that
follow exclude all infercompany assets.

DUKE ERERGY

Duke Energy has the foilowing reportable operating segments: Regulated
Utilities, International Energy and Commercial Power.

Regulatad Utilities conducts operations primarily through Duke Energy
Carolinas, Progress Energy, Duke Energy Progress, Duke Erergy Florida, Duke Energy
Indiana, and the regufated transmissicn and distribution operations of Duke Energy
Ohio. These electric and gas operations are subject to the rules and regulations
of the FERC, NCUC, PSCSC, FPSC, PUCO, IURC, and KPSC. Substantially all of
Regulated Utilities operations are regulated and, accardingly, these operations
qualify for regulatory accounting treatment.

Interrational Energy princinally operates and manages powe generation
facilities and engages in sales and marketing of electric power, natural gas, and
natural gas Higuids outside the U.S. Its activities principaily target power generation
in Latin America. Additionafly, International Energy owns a 25 percent interest in
National Methanol Company (NWC), a large regional producer of Methyl tertiary
buty! ether {MTBE) located in Saudi Arabia. The investment in NMC is accounted for
under the equity method of accounting

Commercial Power awns, operates and manages power plants and
engages in the wholasale 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 corsist primarily of Duke Energy Ghio’s
coal-fired and gas-fired nonregulated generation assets located in the Midwest
region of the U.S. and wind and solar generation located throughout the U.S. The
asset portfalio has a diversified fuel mix with baseload and mid-merit coal-fired
units as well 25 combined cycle and peaking natural gas-fired units. In addition,
Commercial Power operates and develops transmission projects.

The remainder of Duke Energy's operations is presented as Other, While
it is not an operating segment, Other primarily includes unallocated corporate
interest expense, certain unallocated corporate costs, Bison Insurance Company
Limited (Bison), Duke Energy's wholly owned, captive insurance subsidiary, and
contributions to the Duke Energy Foundation. On December 31, 2013, Deke Energy
sold its interest in DukeNet Communications Holdings, LLC (DukeNet) to Time
Warner Cable, Inc. See Note 12 for further information.
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Year Ended December 31, 2013

Total
Regulated International Commercial Reportabie
{in miltions) Utilities Energy Power Segments Other Eliminations Total
Unaffiliated revenuest = $20871 $ 1546 $ 2106 $ 2451 $ 15 $ — § 24588
Intersegment revenues k1] — 39 7 88 (166} -
Totat revenues $20,910 $ 1546 4 2145 § 60 $ 163 $ {166) § 24,593
Inferest expense $ 986 Y 8 $ 64 $ 113 % a7 $ M$ 154
Depreciation and amortization 2323 100 250 2673 135 — 2,808
Equity in eamings of unconsolidated affiliates {1) 110 1 116 ) — 122
Income tax expense {benefit) 1522 166 {104) 1,584 (323) - 1,261
Segment incomgtaisiehly 1,504 408 (k] 2,908 {261) —_ 2,648
Add back nancontrolling interest component 11
Income from discontinued operations, net of tax 17
Net income $ 2878
Capital investments expenditures and acquisitions $ 5049 $ 67 $ 268 $ 534§ $ — § 5607
Segment assets 99,834 4393 5,955 111,837 2,154 183 11401
{a) InMay 2013, Duke Energy Chig implemented rewised customer rates agproved by the PUCO. This increase impacts Regolated Utilities. See Nate 4 for addihonal nformation abqut the revised customer rates
{b} In June 2013, Duke Energy Progress implemented rewsed customer rates approved by the NCUC. This increase impacts Regulated Utitties. See Note 4 for additional information about the revised customer rates.
{c) In September 2013. Duke Energy Carolinas implemented revised rates approved by the NCUC and the PSCSC. This increase impacts Regulated Utiies See Note 4 for additional information about the revised customer rates
(d) Regulated Utihties recorded charges related to Duke Energy Flonda’s Crystal Rwer Uit 3. See Note 4 for additional information about the Crystat River Lind 3 charges.
{e) Regulated Utisbes recorded an imparment charge refated to Duke Energy Progress' Shearon Harns Nuclear Station (Harns) sile Regulated Utiiities 2150 recorded an impairment charge related to Duke Energy Flonda's
proposed nuclear plant in Levy County, Florida (Levy} site. See Note 4 for additional mformation about the Harris site and Levy $ite imparments
{f)  Cther includes atter-1ax costs to achieve the merger with Progress Energy. See Notes 2 and 25 for addrtional information about the merger and related costs,
() Other ncludes gain from the saie of Duke Energy’s ownership interest in DukeNet See Mote 12 for addiional information on the sale of DukeNet.
Year Ended December 31, 2012
Total
Regulated {nternational Commercial Repartahle
(in millions) Utilities Energy Power Segments Other Eliminations Total
Unaffiliated revenues $16,042 $ 1543 $ 2,020 $ 19610 § 13 $ — 1 1967
Intersegment revenues 38 — 58 96 47 (143} —
Total revenues $ 16,080 $ 1549 $ 2,078 § 19707 0§ 60 $ (143 § 19624
Interest expense $ 806 $ N $ 63 $ 9% $ 29% $ — 3 1242
Depreciation and amertization 1.827 a9 i) 2154 135 — 2289
Equity in eamings of unconsclidated affiliates &)} 134 14 143 5 — 148
Income tax expense (bensfit) 942 145 @ 1.083 {378 — 105
Segment income™®® 1744 439 87 2270 (538) — 1,732
Add back noncontrolling interest component 14
Income from discantinued operations, net of tax 36
Net income § 1782
Capital investments expenditures and acquisitions $ 4220 $ 551 ¢ 1038 $ 5809 0§ 149 $ — § 538
Segment assets 98,162 5,406 6,992 110,560 3,126 170 113856

(a) Regulated Utilibes recorded charges related to Duke Energy Indiana’s IGGC project. See Note 4 for addibonal information about these charges. Regulaled Utilhes also recorded the reversal of expenses of $60 million related to
a prior year Voluntary Opporturity Plan in accordance with Duke Energy Carolinas’ 2011 rate rase. See Mote 19 for additional mformation about these expen ses.
(b) Otherincludes after-tax costs to achieve the merger with Progress Energy See Notes 2 2nd 25 for additional information aboud the merger and related costs
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Year Ended December 31, 2011

Commercial Total
Regulated Internationat Power Reportable

(in millions) Utilities Energy Energy  Segments(a) Other Eliminations Total
Unaffiliated revenues $ 10,586 $ 1467 $ 2,480 $ 14533 I W $ — § 14529
intersegment revenues 3 _ 11 A4 48 32 _

Total revenues $10,619 $ 1467 $ 2451 $ 14577 I M $092) § 14529
Interest expense § 568 § 8 $ & $ 2 § 157 $ — & 8%
Depreciation and amortization 1,383 90 230 1,703 103 — 1,806
Equity in earnings of unconsolidated affiliates — 145 6 151 9 — 160
Income tax expense (benefif) 674 196 (2) 868 (116) — 152
Segment ingome/#® 1,181 486 134 1,781 {76} — 1,705
Add back noncantrolling interest component 8
Income from discontinued aperations, net of tax 1
Netincome $¢ LIl
Capital investments expenditures and acquisitions § 377 $ 114 $ 492 $ 433 $ 14 $ — ¢ 4488
Segment assets 41977 4539 6,939 59,455 2,951 110 62,526
{2} FRegulated Uthbes recorded charges related ta Duke Energy indiana's IGCC project. See Mate 4 for addwbonal wiosmation about these tharges.
{b) Commercial Power recorded charges to writs-down the carrying value of certain emission allowances. See Note 11 for additional information about these chargss

The following table includes informaticn by geographic segment. DUKE ENERGY QHIC
Latin

(in millions} US.  America® Consolidated Duke Energy Ghio has two reportable operating segments, Regulated
2013 Utilities and Commercial Power.

Regulated Utilities transmits and distributes electricity in portions of Ohio

li 2 . L 8

Consoldate revenues $2303 3 L5 §245% and generates, distributes and selis electricity in portions of Kentucky. Regulated
Consolidated long-lived assets 78,581 2181 81,362 5 . . ;

Utilities also transports and sells natural gas in portions of Ohio and nerthern
2012 Kentucky. It conducts operatins primarily through Duke Energy Ohio and its
Cansolidated revenues $18078  § 1586 S$19624 ol owned subsidiary, Duke Energy Kentucky.
Consolidateq long-lived assets 79,144 2467 81611 Commercial Power owns, operates and manages power plants and
2011 engages in the wholesale marketing and procurement of electric pawer, fuel
Consolidated revenues $13062  $ 1467 $14,529 and emission allowances related to these plants, as well as other contractual
Consolidated long-lived assets 45920 2612 48532 positions.

(3) Change in amounts of iong-lved assets in Latin Amenca includes foreign currency translation
adjustments on property, plant and equipment and other long-ived asset balances.

The remainder of Duke Energy Ohio's operations is presented as Other.
Whila it is not considered an operating segment, Other primarily includes

certain governance costs allocated by its parent, Duke Energy. See Note 13
for additional information. All of Duke Energy Ohio's revenues are generated

domestically and its long-lived assets are all in the U.S.
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Year Ended December 31, 2013

Total

Regulated Commercial Reportable
(in miltions) Utilities Power Segments Other Eliminations Total
Unaffiliated revenues® $ 1765 $ 1480 3345 $ — $} — 33
Infersegment revenues —_ 32 32 - (32 —
Tofal revenues $ 1765 $ 1512 $ am $ — $ (32§ 35
Interest expense 3 1 - S | 3 78 $ — $ — 3 18
Depreciation and amortization 200 154 34 —_— - 354
Income 1ax expense (benefit) 81 14) 1 (] — 15
Segment income/consolidated net income 151 20} 131 (29 — 162
Capital expenditures kil 58 43 — — 433
Segment assets 6,649 4110 10,819 99 {155  10.763

(a) Duke Energy Ohio earned approxmately 37 percent of its consolidated operating revenues from PM Interconnection. LLC (PIM) in 2013, all of which is included in the Commercial Power segment. These revenues relate to the

sale of capacy and electnoity rom Commertial Powet's nonregulated peneration assets.

Year Ended December 31, 2012

Total

Regulated Commercial Reportable
{in millions} Utilities Power Segments Other Eliminations Total
Unaffiliated revenyes® $ 1745 $ 1407 $ 3152 $ — $§ — § 3152
Intersegment revenues 1 51 52 — 52 —
Total revenues $ 1746 $ 1458 $ 3204 $ — § 60§ 3182
Interest expense $ 6l $ 28 $ 89 $ — $ — § &
Depreciation and amortization 179 159 338 — — 338
Income tax expense (henefit} 91 25 116 (18) - 98
Segment income/consolidated net income 159 50 209 (39 — 175
Capital expenditures Ly 87 514 — — 914
Segment assets 6,434 4175 10,609 117 (168) 10560

{a)  Duke Energy Dhio earned appronmately 36 percent of its consohdated operatiag revenves trom Pili in 2012, an of which 1§ included in the Commercial Power segment. These revenues relate 1o the sale of capacity and

electncry from Ce | Power's gulated generation assets.
Year Ended December 31, 2011

Total

Regulated Commercial Reportable
(in millions) Utilities Power Segments Other Eliminations Total
Unaffiliated revenues™® $ 1a7s $ L $ 3181 $ — § — § 3181
Intersegment revenues — 4 4 — (4 —
Total revenues $ 1474 $ 1711 3 318 $ — $ W § 318l
Interest expense $ 68 $ 36 $ 1 $ — $ — §
Depreciation and amortization 168 167 335 — —_ 335
income tax expense (benefit) 98 o 104 (3 — 96
Segment income/consclidated net income™ 133 78 211 (17N — 194
Capital expenditures 375 123 499 — — 499
Segment assets 6,293 4,740 11,033 259 (353 10939

{2) Ouke Engrgy Qo earned approxmately 24 percent of its consolidated operating revenues froc PIM in 2011, all of which 1s ncluded m the Commercral Power segment. These revenues relate to the sale of capacity and

electnerty from Commencial Power 's nonvegylated generafion assets.

(b} Commercral Power recorded charges duning the year ended December 31, Z011. to wnte-down the carrying valug of certain emission allowances. See Note 11 for additional nformation.
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DUKE ENERGY CAROLINAS, PROGRESS ENERGY, DUKE ENERGY PROGRESS,
DUKE ENERGY FLORIDA AND DUKE ENERGY INDIANA

Duke Energy Carolinas, Progress Energy, Duke Energy Progress, Duke
Energy Florida and Duke Cnergy Indiana each have one reportable operating
segment, Regulated Utility, which generates, transmits, distributes and seils
electricity. The remainder of each company’s aperations is classified as Other.
While not considered a reportable segment for any of these companies, Other
consists of certain unalfocated corporate costs. Other for Prograss Erergy also
includes interest expense on corporate debt instruments of $300 millicn, $304
million and $324 million for the years ended December 31, 2013, 2012 and
2011 The following table summarizes the net loss for Other for each of these
entities.

4. REGULATORY MATTERS

Years Ended December 31,

{in millions) 2013 2012 2011
Duke Energy Carlinas $ 91 $(69) § 146
Progress Energy (241} (379) (213)
Duke Energy Progress {46) (139 (18}
Duke Energy Florida (24) (58) {16)
Duke Energy Indiana {16) zh (12)

Duke Energy Progress earned approximataly 10 percent of its conselidated
operating revenues from North Caralina Electric Membership Corporation
{NCEMC} in 2013. These revenues relate to whelesale contracts and
transmissian revenues. The respective Regulated Utility and Regulated Utilities
operating segments own substantially all of Duke Energy Carclinas’, Progress
Energy’s, Duke Energy Progress’, Duke Energy Florida's and Duke Energy
Indigna’s assets at December 31, 2013, 2012 and 2011.

REGULATORY ASSETS AND LIABILITIES

The Duke Enargy Registrants record regulatory assets and (iabilities that result trom the ratemaking process. See Nate 1 far further informatian.
The following tabies present the regulatory assets and liabilities recorded on the Consalidated Balance Sheets.

{in millions)

December 31, 2013

Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy  Energy
Energy  Carolinas Energy  Progress Florida Ohio  Indiana

Regulatory Assets

Accrued pension and OPEB $ 1123 $ $ 750 $ 269 $ 438 $120 $219
Retired generation facilities 1,748 68 1619 1 1,318 — 61
Debt fair value adjustment 1,338 — — — — — —
Asset retirement obligations 1,608 123 786 389 397 — —
Net regulatory asset related to income taxes 1,115 595 Kk 113 218 12 157
Hedge costs and other deferrals 450 98 38 165 153 5 29
Demand side management (DSMyEneigy efficiency {ED) mn 140 152 149 12 k] —
Vacation accruaf 210 82 55 50 — 7 13
Deferred fuel 94 — k1) 6 k| 14 LX]
Nuclear deferral 262 40 222 m 145 — —
Post-in-service carrying costs and deferred operating expenses 459 150 137 19 118 21 151
Gasification services agreement buyout 15 — — —_ —_ — ]
Transmission expansion ghligation 10 — — — — 74 —
Manufactured gas plant (MGP) 40 — — — _ %0 —
Other 473 213 101 42 80 LI 8
Totat regulatory assets 10,086 1,822 4508 1,511 2,350 528 835
Less: current portion 895 295 353 127 2 51 118

Total non-curent regulatory assets

$ 8,181 $1.527 $4155 $1,384 $2.129 $411 $117
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December 31, 2013

Duke Duke Duke Duke Duke
Duke Energy  Progress Energy  Energy  Energy Enecyy
{in milligns} Energy  Carolinas Energy  Progress  Florida Chio  Indiana
Regulatory Liabilities
Costs of removal 4 5308 42423 $2.00% $1637 $m $241 4645
Amounts to be refunded fo customers 131 —_ 120 —_ 120 — n
Storm reserve 145 0 125 — 125 — —
Accrued pension and CPEB 138 — —_ — — 2 n
Deferred fuel 177 45 132 — 132 — —
Qther 346 153 114 99 14 n 45
Total regulatory liabilities 6,263 2641 2499 1736 762 289 798
Less: current portion 316 65 207 63 144 21 18
Total non-current regulatory liabilities $ 5949 42,576 $2.292 $1673 $618 $ 262 $782
December 31, 2012
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy  Energy  Energy Energy
(in mittions) Energy  Carofinas Energy  Progress  Fiorida Ohio  Indiana
Regulatory Assets
Accrued pension and GPEB $ 3,306 $ 602 $1,650 $ 769 § 73§25 $325
Retired generation facilities 1781 — 1,720 128 1,992 — 61
Debt fair value adjustment 1472 — — —_ — — —
Asset retirement obligations 1,461 48 13 3n 341 — —
Net regulatory asset related to income taxes 1373 731 401 175 226 82 158
Hedge costs and other deferrals 710 88 550 240 310 63
DSM/EE 322 107 121 i21 — 94 —
Vacation accrual 245 85 65 65 — 7 13
Deferred fuel 162 — 109 — 109 1 52
Nuclear deferral 142 — 142 — 142 — —
Post-in-service carrying costs and deferred operating expenses 122 27 — — — 19 76
Gasification services agreement buyout 95 — — — — — 95
Transmission expansion obligation 72 — — — — 72 -
MGP 17 — — — — 7 —
Dther 401 260 77 52 26 39 93
Total regulatory assets 11,741 1,948 5,548 1922 3.500 625 935
Less: current portion 737 221 256 77 179 46 126
Total non-cusrent regulatory assats $11,004 $1.727 $5,202 $1845  $3321 $579 $810
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December 31, 2012

Ouke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy  Energy  Enmergy

(in millions) Energy Carplinas Energy  Progress  Florida Ohio  Indiana
Regufatory Liabilities

Costs of semoval $ 4377 $1928 $ 2048 $1.503 $ 401 236 $ 624

Amounts to be refunded to customers 790 — 25% — 299 — 1l

Storm reserve 125 — 125 — 125 — —

Accrued pension and OPEB 103 — — — — 18 68

Deferred fuel 55 45 10 10 — — —

QOther 340 207 55 35 20 H 29

Tetal regulatory liabilities 5740 2,180 2497 1,548 805 293 752

Less: current portion 156 78 28 10 18 35 11

Tetal non-current regulatory liabildies $ 5588 $2102  § 2489 $1538  § 787 324 § 741

Descriptions of regulatory assets and liabilities, summarized in the tables
above, as welf as their recovery and amortization periods follow. Items are
excluded from rate base unless otherwise noted.

Accrued pension and OPEB. Accrued pension and OPEB represent
regulatory assets and liabilities related to each of the Duke Energy Registrants’
respective shares of unrecognized actuarial gains and losses, unrecognized
priar service cost, and unrecognized transition abligation atiributable to Duke
Energy's pension plans and OPEB plans. The regulatory asset ar lizbility is
amortized with the recognition of actuaral gains and losses, prior service tast,
and transition pbligations to net periodic benefit costs for pension and OPEB
plans. See Note 21 for additional detail.

Retired generation facilities. Duke Energy Florida earns a reduced
return ¢n a substantial portion of the amount of reguiatory asset associated with
the retirement of Crystal River Unit 3 not included in rate base and a full return
on a portion of the retired plant currently recovered in rates. Gnge included in
base rates the amount will be amortized over 20 years. Duke Energy Carolinas
and Duke Energy Progress earn a retum on the outstanding batance with
recovery periods ranging from five to 10 years. Duke Energy Indiana eams a
return on the outstanding balances and the costs are included in rate base.

Asset retirement abligations. Represents future remova) costs
associated with asset retirement obligations for nuclear facilities. No
return is earned on these balances. The recovery pericd runs through the
decommissioning period of each nuclear unit, the latest of which is estimated to
be 2097. See Note 9 for additional information.

Net regulatory asset refated to income taxes. Regulatory assets
principally associated with the depreciation and recovery of AFUDC equity.
Amounts have no impact on rate base as regulatory assets are offset by
deferred tax liabilities. The recavery peried is over the life of the associated
assets.

Hedge costs and other deferrals. Amounts relate to unrealized gains
and losses an derivatives recorded as a regulatory asset or liabilily, respectively,
until the contracts are settled. The recovery period varies for these costs, and
currenily extends to 2027,

DSM/EE. The recovery period varies for these costs, with some
currenffy unknown. Duke Energy Carolinas, Duke Energy Progress, and
Duke Energy Florida are required to pay interest on the outstanding fiabiiity
balance. Duke Energy Progress and Duke Energy Florida collect a return an
the outstanding asset balance. Duke Energy Carolinas collects a return on the
outstanding balance in Seuth Carolina.

Vacation acerval. Generally recovered within one year.

Deferred fuel. Deferred fuel costs represent certain energy costs that
are recoverable or refundable as approved by the applicable reguiatory body.

Duke Engrgy Florida, Duke Energy Ohip, and Duks Energy indiana earn a retum
on under-recovered costs. Duke Energy Florida, Duke Energy Qhio and Duke
Energy Indiana pay interest on over-recovered costs. Duke Energy Carolinas and
Duke Energy Progress pay interest on over-recovered costs in North Carolina.
Recovery period is generally over ane year. Duke Energy Florida amount includes
capacity costs.

Nuclear deferral. Includes (i) amounts related to levelizing nuclear plant
outage costs at Duke Energy Carolinas in North Carolina and Sauth Carolina,
and Duke Energy Progress in North Carolina, which aliows for the recognition of
nuclear outage expenses over the refueling cycle rather than when the outage
occurs, resulting in the deferral of aperations and maintenance costs asseciated
with refueling and (if) certain deferred preconstruction and carrying costs at
Duke Energy Florida as approved by the FPSC associated with Levy, expected to
be recovered in revenues by the end of 2017.

Post-in-service carrying costs and deferred operating expenses.
Represents deferred depreciation and operating expenses as well as carrying
tosts on the portion of capital expenditures placed in sevice but not yet
reflected in retail rates as plant in service. Duke Energy Carolinas, Duke Energy
Progress, Duke Energy Ohio and Duke Energy Indiana eam a refurn an the
outstanding balance. Duke Energy Ohio amounts are included in rate base. For
Duke Energy Indiana, some amounts are included in rate base. Recovery is over
varius lives, and the latest recovery period is 2067,

Gasification services agreement buyout. The IURC authorized
Duke Energy Indiana to recover costs incurred to buyout a gasification services
agreement, including carrying costs through 2018,

Transmission expansion obligation. Represents transmission
expansion obligations related to Duke Energy Ohio's withdrawal from
Midcontinent tndependent System Operator, tnc. (MISD).

MGF Represents remediation costs for former MGP sites. In November
20113, the PUCO approved recavery of these costs through 2018, Duke Energy
Ohio does not earn & return on these costs. See Note 5, Commitments and
Contingencies, for additional information.

Debt fair value adjustment. Purchase accounting adjustment to restate
the carrying value of Progress Energy debt to fair valus. Amount is amartized
gver the life of the related debt.

€osts of removal, Represents funds received from customers to cover
the future removal of property, plant and equipment from retired or ahandoned
sites as property is retired. Also includes unrealized gains on NDTF investments,

Amounts to be refunded to customers. Represents required refunds to
retail customers by the applicable regulatory body. The refund period is through
20186 for Duke Energy Florida and through 2017 for Duke Energy Indiana,
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Storm reserve. Duke Energy Carolinas and Duke Energy Florida are
allowed to petition the PSCSC and FPSC, respectively, to seek recavery of named
storms. Funds are used to offset future incurred costs.

RESTRICTIONS ON THE ABILITY OF CERTAIN SUBSIDIARIES TO MAKE
DIVIDENDS, ADVANCES AND LOANS TO DUKE ENERGY

As a condition to the approvat of merger transactions, the NCUC, PSCSC,
PUCO, KPSC, and JURC imposed conditions on the ability of Duke Energy
Carolinas, Duke Energy Progress, Duke Energy Ohio, Duke Energy Kentucky
and Duke Energy Indiana to transfer funds to Duke Energy through loans
or advances, as well as restricted amounts available to pay dividends to
Duke Energy. Certain subsidiaries may transfer funds to the parent by ebtaining
approval of the respective state regulatory commissions. These conditions
imposed restrictigns on the ability of the public utility subsidiaries to pay cash
dividends as discussed below.

Duke Energy Progress and Duke Energy Flarida also hava restrictians
imposed by their first mortgage bond indentures and Articles of Incorporation
which, in certain circumstances, limited their ability to make cash dividends
or distributions on commaon stock. Amounts restricted as a result of these
provistons were not material at December 31, 2013.

Additionally, certain other subsidiaries of Duke Energy have restrictions
on their ability fo dividend, loan or advance funds to Duke Energy due o specific
legal ar regulatory restrictions, including, but rot fimited to, minimum working
capital and tangible net worth requirements.

Duke Energy Carolinas

Duke Energy Caralinas must limit cumulative distributions subsequent to
mergers to (i) the amount of retained eamings on the day prior to the closing of
the mergers, plus (i) any future eamings recorded.

Duke Energy Progress

Duke Energy Progress must limit cumulative distributions subseguent
to the merger between Duke Energy and Progress Energy to (i) the amount of
retained earnings on the day prior to the clesing of the merger, plus (i) any
future eamings racorded.

Duke Energy Ohio

Duke Energy Ohio will nat declare and pay dividends gut of capital or
unearned surplus without the prior autherization of the PUCO. Duke Energy Ohio
received FERC and PUCO approval to pay dividends from its equity accounts
that are reflactive of the amount that it woutd have in its retained eamings
account had push-down accounting for the Cinergy Corp. (Cinergy) merger not
been applied to Duke Energy Ohio's balange sheet. The conditions include a
commitment from Duke Energy Ohio that equity, adjusted fo remove the impacts
of push-down accounting, will not fall below 30 percent of total capital.

Duke Erergy Kentucky is required to pay dividends solefy out of retained
earnings and to maintain a minimum of 35 percent equity in its capital
structure.

Duke Energy Indiana

Duke Energy Indiana must limit cumulative distributiens subsequent
to the mesger between Duke Energy and Cinergy to (i) the amount of retaired
earnings on the day prior to the closing of the merger, plus (ii) any future
earnings recarded. In addition, Duke Energy lndiana will not declare ang pay
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dividends out of capital or unearned surplus without prior authorizatior ot the
IURC.

The restrictions discussed above were Jess than 25 percent of Duke
Energy’s net assets at December 31, 2013.

RATE RELATED INFORMATION

The NCUC, PSCSC, FPSC, IURC, PUCD and KPSC approve rates for retail
electric ard gas services within their states. Nonregulated selfers of gas and
electric generation are also aliowed to operate in Ohio once certified by the
PUCO. The FERC approves rates far electric sales to wholesale customers
served under cost-based rates {excluding Ohia and Indiana}, as well as sales of
transmission service.

Duke Energy Carolinas

2013 North Carofina Rate Case

On September 24, 2013, the NCUC approved a settlement agreement
related to Duke Energy Carolinas’ request for a rate increase with minor
modifications. The North Carolina Utilities Commission Public Staff (Public
Staff) was a party to the settlement agreement. The parties agreed to a three-
year step-in rate increase, with the first twa years praviding for $204 millian, or
a 4.5 percent average increase in rates, and the third year providing for rates
to be increased by an additional $30 million, or 0.6 pescent. The agraement
is based upon a return on eguity of 10.2 percent and an equity component of
the capital structure of 53 percent. The setlament agreement (i) aliows for
the recognition of nuclear outage expenses over the refusfing cycle rather than
when the outage occurs, (i) a $10 million sharehglder contribution to agencies
that provide energy assistance to low-income customers, and (i) an annual
reduction in the regulatory liability for costs of removal of $30 million for each ot
the first two years. Duke Energy Carolinas alsg agreed not to request additional
base rate increases to be effective before September 2015. New rates went into
effect on September 25, 2013,

On October 23, 2013, the North Carolina Attarney General (NCAG)
appealed the rate of return and capital structure approved in the agreement. On
Octoher 24, 2013, the NC Waste Awareness and Reduction Network (NC WARN}
also appealed various matters in the settlement, On December 11, 2013, Duke
Energy Carolinas and Duke Energy Progress, along with the Public Staff, filed a
Motion to Consolidate this appeal with other North Carolina rate case appeals
involving Duke Energy Carolinas and Duke Energy Progress. Both the NCAG
and NG WARN filed responses with the North Carolina Supreme Court (NCSC)
contesting consolidation. All parties are awaiting a ruling from the NCSC. Duke
Energy Carolinas cannof predict the outcome of this matter,

2013 South Carofina Rate Case

On September 11, 2013, the PSCSC approved a settiement agreement
related to Duke Energy Carolinas’ request for a rate increase. Parties ta the
settiement agreement were the Office of Regulatory Statf, Wal-Mart Stores East,
LP and Sam'’s East, Incorporated, the South Carolina Energy Users Committee,
Pubtic Works of the City of Spartanburg, South Carofina and the Seuth Carolina
Small Business Chamber of Commerca. The parties agreed to a two-year step-in
rate increase, with the first year providing for approximately $80 millior, or a
5.5 percent average increase in rates, and the second year providing for rates
to be increased by an additiona! $38 million, or 2.6 percent. The settlement
agreement is based upan a return on equity of 10.2 percent and a 53 percent
equity component of the capital structure. The settlement agreement (i} allows
for the recognition of nuclear outage expenses over the refusling cycle rather
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than when the outage occurs, (i) approximately $4 million of contritiutions

to agencies that provide energy assistance to Jow-income customers and for
gconomic development, and (iii) a reduction in the regulatory liability for costs of
remaval of $45 million for the first year. Quke Enargy Caralinas atsa agreed not
te request additional base rate increases to be effective before September 2015,
New rates went into effect on September 18, 2013.

2011 North Carolina Rate Case

On January 27, 2012, the NCUC approved a settlement agreement related
to Duke Energy Caralinas’ request for & rate increase. The Public Staff was a
party ta the settlement. On Dctober 23, 2013, the NCUC reatfirmed the rate of
return appreved in the January 27, 2012 settlement agreement, in response
to an appeal by the NCAG. On November 21, 2013, the NCAG appealed the
reaffirmed order. On December L1, 2013, Duke Energy Carolinas and Duke
Energy Progress, along with the Public Staff, filed a Mation to Consolidate this
appeal with other North Carolina rate case appeals involving Duke Energy
Carolinas and Duke Energy Progress. Both the NCAG and NC WARN filed
respenses with the NCSC contesting consofidation. All parties are awaiting a
rufing fram the NCSC. Duke Energy Carolinas cannot predict the outcome of
this matter.

William States Lee JIf Nuclear Station

In December 2007, Duke Erergy Carglinas applied to the NRC for a
Combined Construction and Operating License (COL) for two Westinghouse
AP1000 (advanced passive) reactors for the proposed William States
Lee Il Nuclear Station {Lee Nuclear Station) at a site in Cherokee County,

South Carolina. Submitting the COL application did not commit Duke Energy
Carolinas to build nuclear units. Through several separate orders, the NCUC and
PSCSC concurred with the prudency of Duke Energy Carolinas incurring certain
project development and pre-construction costs, although recovery of costs

is not guaranteed. Duke Energy Carolinas has incurred approximately $382
million, including ATUDC through December 31, 2013, This amount is included
in Net property, plant and equipment an Duke Energy Carolinas’ Consolidated
Balance Steets.

The Lee COL application is impacted by the ongoing NRC activity to
address its Waste Confidence rule. The Waste Cenfidence rule is a generic
finding by the NRC that spent fuel can be managed safely until ultinate
disposal. The U.S. Court of Appeals for the District of Columbia {D.C. Circuit)
remanded the rufe to the NRC. The NRC determined that no final licenses for
new reactors would be issued until the remand is appropriately addressed.
Based upon current timelines from the NRC, licenses would not be issued until
November 2014 at the earliest. The COL is also impacted by the time required
ta fully respond to an MRC request for additional information addressing seismic
hazard evaluation resulting fram recommendations of the Fukushima Near-Term
Tash Force,

Duke Energy Progress

2012 North Carolina Rate Case

On May 30, 2013, the NCUC approved a settlement agreement related
to Duke Energy Progress' request for a rate increase. The Public Staff was a
party to the settlement agreement. The parties agreed to a two-year step-in
rate increase, with the first year praviding for a $147 million, or 2 4.5 percent
average increase in rates, and the second year providing for rates to be
increased by an additional $31 million, or a 1.0 percent average increase in
rates. The agraement is based upon a return on equity of 10.2 percent and
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an equity compenant of the ¢apital structure of 53 percent, The seftlement
agreement (i) allows for the recognition of nuclear outage expenses over

the refueling cycle rather than when the putage occurs, (i) a $20 million
shareholder contribution to agencies that provide enargy assistange to
low-income customers, and (i} a reduction in the regulatory liability for costs
of semoval of $20 million for the first year. New rates went into effect on lune |,
2013.

On July 1, 2013, the NCAG appealed the NCUC's approval of the rate of
return and capital structure included in the agreement. NC WARN also appealed
various matters in the settlement. On December 11, 2013, Duke Energy
Carolinas and Duke Energy Progress, along with the Public Staff, filed a Motion
to Consolidate this appeal with other North Carolina rate case appeas involving
Duke Energy Carolinas and Duke Energy Progress. Bath the NCAG and NC WARN
filed responses with the NCSC contesting tonsolidation. All parties are awaiting
a tuling from the NCSC. Duke Energy Progress canrot predict the outcame of
this matter.

L.V, Sutton Combined Cycle Facifity

Duke Energy Progress completed construction of a 625 MW combined
cytle naturat gas-fired generating facility at its existing Sutton Steam Station in
New Hanaver County, North Carolina. Sutton began commercial operations in
the fourth quarter of 2013,

Harris Expansion

On February 19, 2008, Duke Energy Progress applied to the NRC for a COL
for two Westinghouse Electric AP1000 reactors at Harris. On May 2, 2013, Duke
Energy Progress requested the NRC to suspend its review activities associated
with the COL. As a result of the decision to suspend the COL appicatiens, Duke
Energy Progress recorded a pretax impairment charge of $22 million during the
secand quarter of 2013, This charga represents costs associated with the COL,
which are not probable of recovery. On September 16, 2013 and January 30,
2014, sespectively, the NCUC and PSCSC approved the deferral of the respactive
retail portion of the COL costs. Approximately $47 millign is recorded in
Regulatary assets on Duke Energy Progress’ Consolidated Batance Sheets at
December 31, 2013.

Wholesale Depreciation Rates

On April 19, 2013, Duke Energy Progress filed an application with FERC
for acceptance of changes ta generation depreciation rates and in August
filed for acceptance of additional changes. These changes will affact the rates
of Duke Energy Progress wholesale power customers that purchase or will
purchase power under formula retes. Certain Duke Energy Progress whalesale
customers filed interventions and protests. FERC accepted the depreciation
rate changes, subject to refund, and set the matter for settlement and hearing
in a consolidated proceeding. FERC further initiated an action with respect to
the jusiness and reasgnableness of the proposed rate changes. Duke Energy
Progress cannot predict the outcome of this matter.

Duke Energy Florida

FPSC Settlement Agreements

(On February 22, 2012, the FPSC approved a settlement agreement
(the 2012 Settlement) among Duke Energy Florida, the Florida Office of Public
Caursel (QPC) and gther customer advocates. The 2012 Settlement was to
continue through the last billing cycte of December 2016, The agreement
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addressed four principal matters: {i) the Grystal River Unit 3 delamination
prudence eview then pending before the FP3C, (i) certain customer rate
matters, (iii) Duke Energy Florida's proposed Levy cost recovery, and (iv) cost of
removal reserve.

On Qctober 17, 2013, the FPSC approved a settlement agreement
{the 2013 Settlement) between Duke Energy Horida, OPC, and other customer
advocates, The 2013 Settlement replaces and supglants the 2012 Settlement
and substantially resolves additional issues, inchuding (i) matters related to
Crystal River Unit 3, {ii} Levy, (iii) Crystal River 1 and 2 ¢oal units, and (iv}
future generation needs in Florida.

Refer to the remaining sections below for further discussion of these
seftiement agreements.

Crystal River Unit 3

In September 2009, Crystal River Unit 3 began an outage for rormal
refueling and maintenance as well as zn uprate project to increase its
generating capability and to replace two steam generators. During preparaticns
to replace the steam generators, workers discovered a delamination, or
separation, within the congrete at the periphery of the containment building,
which resulted in an extension of the outage. The concrete delamination was
caused by redistribution of stresses in the containment wall that occurred
when an opening was created to accommodate the replacement of the unit's
steam generators. [n March 2011, work to return the plant to service was
suspended atter monitoring equipment identified a new delamination. The
second delamination occurred in a different section of the outer wall after repair
wark was completed and during the late stages of retensioning the containment
building. Crystal River Unit 3 remainad out of service while Duke Energy Florida
conducted an engineering analysis and review of the second delamination and
evaluated possible repair options.

Subseguent to March 2011, monitoring equipment detected additional
changes and further damage in the partially tensioned containment building.
[ruke Energy Florida developed a repair plan, whichk had a preliminary cost
estimate of $300 million to $1.3 billion.

On February 5, 2013, following the completion of a comprehensive
analysis and an independent review by Zapata Incorporated, which estimated
repair costs to be between $1.49 billion and $3.43 bilfion depending on the
repair scope selected, Duke Energy Florida announced its intention to retire
Crystal River Unit 3. Duke Energy Florida concluged it did not have a high degree
of confidence the repair could be successfully completed and licensed within
estimated costs and schedule, and that it was in the bestinterests of Duke
Energy Florida's customers and foint owners, and Duke Energy's investors to
retire the unit. On February 20, 2013, Duke Energy Florida filed with the NRC
a certification of permanent cessation of power operations and permanent
removal of fuel from the reactor vessel, In December 2013, Duke Energy Florida
filed an updated site-specific decommissioning study and plan with the NRC
and FPSC. The study resulted in a decommissioning cost estimate of $1,180
million, including amounts applicable to joint owners, under the safe storage
{SAFSTOR) option. Duke Energy Florida’s decommissioning study assumes
Crystal River Unit 3 will be in SAFSTOR configuration, requiring limited staffing
{0 monitor plant conditions, until the eventua) dismantling and decontamination
activities accur in 60 years. This decommissioning approach is currently utilized
at a number of refired domestic nuclear power plants and is one of three
generally accepted approaches to decommissioning approved by the NRC.

Duke Energy Florida maintaing insurance coverage through Nuclear
Electric Insurance Limited's (NEIL) accidental property damage program on an
actual cash value basis. The NEIL coverage generally does notinclude property
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damage to or resulting from the containment structure. However, coverage does
apply to decontamination and debris removal if required following an actident to
ensure public health and safety or if property damage results from a terrorism
event.

Duke Energy Flarida worked with NEIL for recovery of applicable repair
costs and asstciated replacement power costs throughout the duration of the
Crystal River Unit 3 autage. On April 25, 2013, NEIL paid Duke Erergy Florida
$530 million related to the Crystal River Unit 3 delaminations. Duke Energy
Flosida has received a total of $335 million in insurance proceeds from NEIL
related 1o the Crystal River Unit 3 delaminations. Duke Enesgy Florida recordad a
regulztory liability of $490 million upon receipt of the April 2013 NEIL settlement
proceeds. This amount is being refunded to retail customers through Duke
Energy Florida's fuel clause. Proceeds received from NEIL and the related
refunds o retall customers ave presented in Operating Activities on Duke Energy
Florida's Statements of Cash Flows.

The 2013 Settlement resolves substantially all remaining issues in the
FPSC praceeding related to the review of Duke Energy Florida's decision to retire
Crystal River Unit 3, the mediated resolution of insurance claims with NEIL,
and the costs spent to repair Crystal River Unit 3; the uprate project; and the
companents of the regulatory asset ta be recovered in rates beginning no later
than 2017 via a separate base rate component.

As a result of retiring the unit, Duke Energy Florida is required to refund
$100 million to retait customers through its fuel clause in accordance with the
2012 Settiement (retirement decision refund). Duke Energy Flarida recorded
a Regulatory liability in the third quarter of 2012 related to these replacement
pawer obligatians,

Duke Energy Florida has reclassified all Crystal River Unit 3 investments,
including property, plant and equipment, nuclear fuel, inventory, and other
assets to a regulatory asset. The 2012 Seftlement authorized Duke Energy
Florida to defer the retail portion of ail Crystal River Unit 3-related costs
incurred subsequent to retirement including, but not limited to, aperations
and maintenance and property tax costs in a regulatory asset. A regulatory
|iability must also be established to capture the difference between (i} actual
incurred operations and maintenance and property tax costs in a given year
and, (ii) the amount included in customer rates as establisited in Duke Energy
Florida's most recent fufly litigated base rate proceeding, effective 2010.
Beginning in February 2013, the retail portion of operations and maintenance
costs, payroll taxes, preperty taxes, and depreciation associated with Grystat
River Unit 3 were deferred to a regulatory asset. Duke Energy Florida deferred
$134 million of these costs to Regulatory assets through December 31, 2013.
The 2013 Settlement terminates the regulatory asset and/or liability treatment
for operation and maintenance and property tax expenses incurred after
December 31, 2013.

Duke Energy Florida agreed to forego recovery of $295 million of Crystal
River Unit 3 reguiatory assets in accordance with the 2013 Settlement. This
excludes amounts related to the uprate project. Duke Energy Florida recorded a
$295 million pretax charge in the second quarter of 2013 for this matter. This
amount is included in fmpairment charges on Duke Energy Fiorida's Statements
of Operations and Comprehensive Income,

Duke Energy Florida is allowed to acceierate cash recovery of
approximately $130 million of the Crystal River Unit 3 regulatory asset from
retail customers from 2014 through 2016 through its fuel clause. Duke Energy
Florida will begin recovery af the remaining Crystal River Unit 3 regulatory asset,
up to a cap of $1,466 million from retaif customers upon the earlier of (i} full
recovery of the uncoflected Levy investment of ii} the first billing period of
January 2017. Recovery will continue 240 months from inception of collaction of
the regulatory asset in base rates. The Crystal River Unit 3 base rate component
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will be adjusted at teast every four years. Included in this recovery, but not
subject to the cap, are costs of buildirg a dry cask storage facility for spent
nuclear fuel. The returnt rate will be based on the currently approved AFUDC rate
with a return on equity of 7.35 percent, or 70 percent of the currently approved
10.5 percent. The return rate is subject to changa if the return on equity changes
in the future. Construction of the dry cask storage facility is subject to separate
FPSC approval. The regulatory asset assaciated with the uprate project will
continue fo be recovered through the Nuclear Cost Recovery Clause (NCRC) over
an estimated seven-year period beginning in 2013.

Through December 31, 2013, Duke Energy Florida deferred $1,310 miltion
for rate recovery related to Crystal River Unit 3, which is subject to the rate
recovery cap in the 2013 Settlement. 1n addition, Duke Energy Flarida deferred
$323 million for recovery costs associated with building a dry cask storage
facility and the original ugrate project, which is not subject to the rate recovery
cap discussed above. Duke Energy Florida does not expect the Crystal River Unit
3 regulatary asset to exceed the cap prior to full cash recovery from its retail
customers,

The following table includes a summary of retail customer refunds agreed
to in the 2012 Settlement and the 2013 Settlement,

December 31, 2013
Remaining Amount to be Refunded

Refunded 10
{in millions} Total date 2014 2015 2016
2012 Settlement refund'® $ 288 $ 129 $ 139 $ 10 $ 10
Retirement decision refund 100 — — 40 60
NEIL proceeds 490 326 164 — -
Total customer refunds 873 455 303 50 70
Accelerated regulatory asset recovery (130) — (3n (3n (56)
Net customer refunds $ 748 $ 455 $ 266 $ 13 $ 14

{a) e discwssion under Customer Rate Matters section below

Duke 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 Duke Energy Florida and the
joint owners. In December 2012, Duke Energy Florida reached an agreement
with one foint owner and extended a settfement offer to the other joint owner
related to afl Crystal River Unit 3 matters. Duke Energy Florida recorded a
charge of $45 million in the fourth quarter of 2012 related fo the December
2012 settlement and settiement offer. In January 2014, Duke Energy Florida
reached an agreement in principle with the remaining joint owner regarding
resolution of matters associated with Crystal River Unit 3 based on conditien
precedents that must be met in erder to carry out the agreement. Duke Energy
Florida recorded a charge of $57 mitlion in the fourth quarter of 2013 related to
the January 2014 agreement. The significant majority of these amounts were
included in Operations, maintenance and other on the Statements of Qperations
and Comprehensive Income.

Customer Rate Matters

Pursuant to the 2013 Settlement, Duke Energy Florida will maintain
hase rates at the current level through the last billing period of 2018, subject
ta the return on equity range of 9.5 percent to 11.5 percent, with exceptions
for base rate increases for the moovery of the Crystal River Unit 3 regulatory
asset beginning no later than 2017 and base rate increases for new generation
through 2018, per the provisions of the 2013 Settiement. Duke Energy Florida is
not required to file a depreciation study, fossil dismantlement study or nuclear
decommissioning study until the eartier of the next rate case filing or March 31,
2019. The 2012 Sett'ement provided for a $150 million increase in base revenue
etfective with the tirst bitting cycle of January 2013, Costs associated with
Crystal River Unit 3 investments were remaved from retail rate base effective
with the first billing cycle of January 2013. Duke Energy Florida ts accruing,
for future rate-setting purposes, a carrying charge on the Crystal River Unit 3
investment until the Crystal River Unit 3 regulatory asset is reccvered in base
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rates. If Duke Energy Florida's retail base rate earnings faf} pelow the return on
equity range, as reported on a FPSC-adjusted or pro-forma basis an a monthly
earnings surveillance report, it may petition the FPSC to amend its base rates
during the term of the 2013 Settlement.

Duke Energy Flarida is refunding $288 million to retail customers through
its fuel ctause, as required by the 2012 Settlemant.

Levy

On July 28, 2008, Duke Energy Florida applied to the NRC for a COL for
two Westinghouse APL000 reactars at Levy. Various parties filed a joint petition
to intervene in the Levy COL application. On March 26, 2013, the Atomic Safety
and Licensing Board issued a ruling that the NRC had carried its burden of
demonstrating its Final Enviranmental Impact Statement complies with the
National Enviranmental Policy Act and applicable NRC regulatory requirements.

In 2008, the FPSC granted Duke Energy Flerida’s petition for an affirmative
Determination of Need and related orders requesting cost recovery under
Flarida’s ruclear ¢ost-recovery rule, together with the associated facilities,
including transmission lines and substation facilities.

Under the terms of the 2012 Settlement, Ouke Energy Florida began retail
cost recovery of Levy costs effective in the first billing cycle of January 2013 at
the fixed rates contained in the settlement and continuing for a five-year period,
with true-up of any actual costs not recovered during the five-year periad
occurring in the final year. This amount is intended to recover the estimated
retail project costs to date including costs necessary to ebtain the COL and any
engineering, precurement and construction {EPC) agreement carcellation costs.
The 2012 Settlement provided that Duke Energy Florida will treat the allocated
wholesale cost of Levy as a retail regulatory asset and inctude this asset as a
component of rate base and amortization expense for regulatory reporting. The
consumer parties agree to not oppose Duke Energy Florida continuing to pursue
a COL for Levy.
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On January 28, 2014, Duke Energy Florida terminated the EPC. Duke
Energy Florida may be required to pay for work performed ynder the EPC
and tg bring existing work to an orderly conclusion, including but nt fimited
to, costs to demabilize and cancel certain equipment and material orders
placed. Duke Energy Florida is allowed 1o recover reasonable and prudent EPC
cancellation costs from its retail customers. If Duke Energy Flarida, at its own
discretion, decidas nat to pursue the COL prior to March 31, 2015, it agrees ta
eredit customers $10 million as a reduction to fuel costs.

in accordance with the 2013 Settlement, Duke Energy Florida ceased
amortization of the wholesale allacation of Levy investments against retai rates.
In the secand quarter of 2013, Duke Energy Florida recorded a pretax charge
of 365 million to write-off the wholesale portion of Levy investments. This
amount is included in impairment ¢harges on the Statements of Operations and
Comprehensive Income.

Recovery of the remaining retail portion of the project casts will occur
over five years from 2013 through 2017, Duke Energy Florida has an ongoing
responsibility to demonstrate prudency refated to the wind down of the Levy
investment and the potential for salvage of Levy assets. As of December 31,
2013, Duke Energy Florida has a net uncollected investment in Levy of
approximately $264 million, including AFUDC. Of this amount, $50 million
is included in Regulatory assets, $117 million related to knd and the COL is
inciudad in Net, property, plant and equipmant, and $97 millian is included in
Regulatory assets within Current Assets on the Balance Sheets.

Crystal River I and 2 Coal Units

Duke Energy Florida has evaluated Crystal River 1 and 2 coal units for
retirement in arder to comply with certain environmental regulations. Based on
this evaluation, those units will likely be retired by 2018. Once those units are
retired Duke Energy Florida will centinue recovery of existing annual depreciation
expense through the end of 2020, Beginning in 2021, Duke Energy Florida will
be allowed to recover any remaining net book value of the assets from retail
customers through the Capacity Cost Recovery Clause. On December 31, 2013
Duke Energy Florida filed a petition with the FPSC to allow far the recovery of
prudently incurred costs to comply with the Mercury and Air Toxics Standard
through the Envirsnmental Cost Recovery Clause.

New Generation

Duke Energy Florida currently projects a significant need for additional
generation fo offset the impact of retirement of Crystal River Unit 3 as well as
the possible retirement of Crystal River 1 and 2 coal units. The 2013 Settlement
establishes a cecovery mechanism for additional generation needs. This recovery
mechanism, the Generation Base Rate Adjustment (GBRA), will apply to (i) the
censtruction, uprate of existing generation, and/or purchase of up to 1,150 MW
of combustion turbine and/ar combined cycle generating capacity prior ta the end
of 2017, and {ji} the constructign of additional generation of up to 1,800 MW to
be placed in service in 2018 upan FPSC approval of a need determination. The
GBRA allows recovery of prudent costs of these items through an increase in base
rates, upon the in-service date of such assets, withou! a general rate case at a
10.5 percent return on equity. On October 8, 2013, Duke Energy Florida issued a
fequest for proposals 1o evaluate alternatives for an additional generation faciity.
Duke Energy Florida is currently reviewing bids received on December 9, 2013.

Cost of Removal Reserve

The 2012 Settlement and the 2013 Settlement provide Ouke Energy
Florida the discretion to reduce cost of removal amortization expense up to
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the balance in the cost of removal reserve until the earlier of its applicable
cost of remeval reserve reaches zero or the expiration of the 2013 Settiement.
Duke Energy Florida may not reduce amortization expanse if the reduction
would cause it to exceed the appropriate high point of the return on equity
range. Duke Energy Florida recognized a reduction in amortization expense of
$114 millicn, $178 million, and $250 million for the years ended December 31,
2013, 2012, and 2011 respectively. Duka Energy Florida had no cost of removal
reserves eligible for amortization to income remaining at December 31, 2013.

Duke Energy Ohio

Capacity Rider Filing

On August 29, 2012, Duke Energy Ohio applied to the PUCD tor the
establishment of a charge for capacity provided pursuant to its ebligations as
a Fixed Resource Requirement {FRR) entity. The charge, which is cansistent
with Ohio’s state compensation mechanism, is estimated to be approximately
$729 million, and sefiects Duke Energy Ohio's embedded cost of capacity. On
February 13, 2014, the PUCO denied Duke Energy Ohio’s request.

2012 Electric Rate Case

On May 1, 2013, the PUCO approved a settlement agreement (the Electric
Settlement) related to Duke Energy Ohio's electric distribution rate case. All
intervening parties signed the Electric Settlement. The Electric Settlement
provides for a net increase in electric distribution revenues of $49 mitfion, or an
average increase gf 2.9 percent, based upon a return on equity of .84 percent.
Revised rates were effective in May 2013.

2012 Natural Gas Rate Case

On April 2, 2013, Duke Energy Ohio, the PUCD Staff, and intervening
parties filed a settlement {the Gas Settlement) with the PUCO related to a gas
distribution case. The Gas Settlement provides far no increase in base rates
tor gas distribution service. The Gas Settlement lett unresclved the recovery
of environmental remediation costs asscciated with former manufactured
gas plants (MGP). The Gas Settlement is based wpon & return on equity of
9.84 percent.

On November 13, 2013, the PUCD issuad an order approving the Gas
Settlement and aflowing for the recovary of $56 million of MGP costs, excluding
carrying costs, to be recovered over a five-year period beginning in 2014. On
February 19, 2014, the PUCO denied intervening consumer groups” motion to
stay implementation of its order, or, in the alternative, tg implement the MGP
rider subject to refund. Intervening groups have provided notice of their intent
to appeal the PUCO's decision to the Ohio Supreme Court. Duke Energy Ohio
cannot predict the outcome of this matter,

Generation Assel Transfer

On April 2, 2012 and amended on June 22, 2012, Duke Energy Ohio and
varigus affiliated entities filed an Application for Authorization for Disposition
of Jurisdictional Facilities with FERC, The application seeks to transfer, fram
Duke Energy Qhio's rate-regulated Ohia utility company, the legacy coal-fired
and combustion gas turbine assets to a nonregulated affiliate, consistent
with the ESP stipulation approved by the PUCQ on November 22, 2011. The
application outlines a potential additional step in the regrganization that would
result in a transfer of all of Duke Energy Ohin's Commercial Pawer businass to
an indirest whally owned subsidiary of Duke Energy. The pracess of determining
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the optimal carporate stru¢ture is an ongoing evaluation of factars, such as

tax considerations, that may change between now and the transfer date. tn
conjunction with the transter, Duke Energy Chio's capital structure will be
restructured to reflect appropriate debt and equity ratios for its regulated
aperations, The transfer could instead he accamplished within a whally owned
nonregulated subsidiary of Duke Energy Ohio depending on final tax structuring
analysis. The FERG approved the application an September 5, 2012. Duke
Energy Ohio agreed to transfer the legacy coal-fired and combustion gas turbine
assets an of befare December 31, 2014.

Regional Transmission Organization (RTO) Realignment

Duke Energy Ohio including Ouke Energy Kentucky, fransterred cantrol of
its transmission assets from MISO to PIM, effective December 31, 2011

On Decamber 22, 2010, the KPSC approved Duke Energy Kantucky's
raquest to effect the RTO realignment, subject to a commitment not to seek
doubla-recovery in a future rate case of the transmission expansion fees that
may be charged by MISO and PJM in the same period or overlapping periods.

On May 25, 2611, the PUCO approved a settlement hetween Ouke Energy
Ohig, Ohio Energy Group, The Office of Ohio Consumers’ Counsel and the
PUCQ Staff related to Duke Energy Qhio's recovery of certain costs of the RTQ
reafignment via a non-bypassable rider. Duke Energy Ohio is allowed to recover
all MISO Transmission Expansion Project (MTEP) costs, including but not limited
to Multi-Vatue Project {MVP) costs, directly or indirectly charged to Duke Energy
Ohio retail customers. Duke Energy Ohio will not recover any portion of the MISO
exit abligation, PiM integration fees, or internal costs associated with the RTO
realignment, and the first $121 miltion of PIM transmission expansian costs
trom Ohio retail customers. Duke Energy Ohio also agreed ta vigorously defend
against any charges for MVP projects from MISO.

Upon its exit from M!SC on December 31, 2011, Duke Energy Ohio
recorded a liability for its exit obligation and share of MTEPR ¢osts, excluding
MVP This liability was recorded within Other in Cusrent liabilities and Othar
in Deferred credits and other liabitities on Duke Energy Ohio's Consolidated
Balance Shests.

The following table provides a reconcitiation of the beginning and ending
balance of Duke Energy Ohio's recorded obligations related to its withdrawal
from MIS0.

Balance at Balancs at

December 31, Provision / Cash  December 31,

(in millions} 2012 Adjustments  Reductions 2013w
Duke Energy Dhio $ 97 $ 2 § o $ 95

(a} As of December 31, 2013. $74 mulhon »s recorded as a Regulatory asset on Duke Energy Ohio's
Consolidated Balance Sheets.

MVP MISO approved 17 MVP proposals prior to Duke Energy Ohio's exit
fram MISO on December 31, 2011. Construction of these prajects is expectad
to continue through 2020, Costs of these projects, including operating and
mainterance costs, property and income taxes, depreciation and an allowed
return, are allocated and billed to MISO transmission owners,

On Decamber 29, 2011, MISO filed a taritf with the FERC providing
for the aflocation of MVP costs to a withdrawing owner based an manthly
energy usage. The FERC set for hearing (i} whethar MISO's proposed cost
allacation methodolagy to fransmission awners whe withdrew fram MISQ prior
to January 1, 2012 is consistent with the tariff at the time of their withdrawal
from MISO, and, (i) f not, what amaunt of, and methodalogy far calculating
any MVYP cost responsibility should be. On July 16, 2013, a FERC Administrative
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Law Judgs (ALJ) issued an initial decision. Under this initial decision, Duke
Energy Ohio would be liable for MVP costs. Duke Energy Ohic filed exceptions
to tha initial decision, requesting the FERC overturn the ALI's decision. After
reviewing the initial decision, along with all exceptions and responses filed by
the parties, the FERC will issue a final desision. Duke Energy Obio fully intends
to appeal to the federal court of appeals if the FERC affirms the AL's decision.
Duke Energy Qhie cannot predict the outcome of these proceedings.

In 2012, MISO estimated Duke Energy Ohio's MVP obligation over the
nesiod from 2012 to 2071 at $2.7 billion, on an undiscounted basis. The
estimated obligation is subject to great uncertainty including the ultimate cost
of the projects, the annual costs of Q&M, taves and retum over the project lives
and the allocation to Duke Energy Ohia.

Duke Energy Indiana

Edwardsport IGCC Plant

On November 20, 2007, the IURC granted Duke Energy Indiana a
Certificate of Public Convenience and Necessity (CPCN) for the construction
of a 618 MW IGCC power plant at Duke Energy Indiana’s existing Edwardsport
Generating Station in Knox County, Indiana with a cost estimate of $1.985 billion
assuming timely recovery of financing costs related o the project. On
anuary 25, 2008, Duke Enargy Indiana received the final air permit from
the Indiana Department of Environmental Management. The Citizens Actian
Coalition of Indiana, Inc., Sierra Club, inc., Save the Valiey, inc., and Valley
Watch, Inc., all infervenors in the CPCN proceeding (collactively, the Joint
Intervenars), appealed the air permit. A settlement related to the air permit was
reached on August 30, 2013. The air permit was not impacted by the provisions
of the setflement.

Duke Energy Indiana experienced design modifications, quantity increases
and scope growth above what was anticipated from the preliminary engineering
design, which increased capital costs for the project. As a result, the projected
cost estimate increased throughout construction of the project and various
revised estimates were filed with the JURC. [n October 2012, Duke Energy
Indiana revised its latest projected cost estimate to $3.15 billion (excluding
AFUDC).

On Decernber 27, 2012, the URC appraved a settlement agreement
{2012 Edwardsport settlernent) related to the cost increase for the construction
of the project, including subdockets before the IURC related to the project. The
Office of Utility Consumer Counselor (QUCC), the Duke Energy Indiana Industrial
Group and Nucor Steel-indiana were parties to the settlement. This settlement
agreement resolved all then pending regulatory issues related to the project. The
settlemant agreement, as approved, capped costs to be reflected in customer
rates at $2.595 biflion, including estimated AFUDC through June 30, 2C12.

Duke Energy Indiana is aflowed fo recover AFUDC after June 30, 2012, until
customer rates are revised, with such recovery decreasing to 85 percent an
AFUDC accrued after November 30, 2012, Duke Energy Indiana also agreed not
to request a réetail electric base rate increase prior to March 2013, with rates in
effect no earlier than April 1, 2014.

The IURC modified the 2012 Edwardspart settlement as previously agreed
to by the parties to {i) require Duke Energy Indiana to credit customers for cost
control incentive payments the tURC found $o be unwarranted as a result of
delays that arose from project cost overruns and (i) provide that if Duke Energy
Indiana should recover mare than the project costs absorbed by Duke Energy's
shareholders through litigation, any surplus must be returned to the Duke Energy
Indiana’s ratepayers.
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Over the course of construction of the project, Duke Energy Indiana
recorded pretax charges of approximately $897 million related to the
Edwardsport project, including the settlement agreement discussed above.

Of this amount, pretax impairment and other charges of $631 million were
recorded during the year ended December 31, 2012, These charges were
tecarded in Impairment charges and Operations, maintenance and other
on Duke Energy Indiana’s Consolidated Statements of Operations and
Comprehensive [ncome,

The Joint Intervenors appealad the IURC order approving the 2012
Edwardsport settlement and other related regulatory orders to the Indiana Court
of Appeals. A final decision is anticipated mid-2014.

The project was placed in commercial operation in June 201 3. Costs for
the Edwardsport IGCC plant are recovered from retail electric customersviaa
tracking mechanism, the IGCC Rider.

OTHER REGULATORY MATTERS

Merger Appeals

On lanuary 9, 2613, the City of Orangeburg and NC WARN appealed the
NCUC's approval of the merger between Duke Energy and Progress Energy.
On Agrif 29, 2013, the NCUC granted Duke Energy’s motion to dismiss certain
exceptions contained in NC WARN's appeal. On November 6, 2013, the North
Carolina Court of Appeals heard aral arguments on the appeals. A decision from
the North Carclina Gourt of Appeals is pending.

Progress Energy Merger FERC Mitigation

In June 2012, the FERC appraved the merger with Progress Energy,
including Duke Energy and Progress Energy's revised market power mitigation
plan, the Joint Dispatch Agreement (JDA) and the joint Open Access
Transmission Tariff. The revised market power mitigation plan provides for the
acceleration of one transmission project and the completion of seven other
transmission projects {Long-term FERC Mitigation} and interim firm power saie
agreements during the completion of the transmission projects (Interim FERC
Mitigation}. The Long-term FERC Mitigation ts expected to increase power
imported into the Duke Energy Carolinas and Duke Energy Progress service
areas and enbance competitive power supply optiens in the service areas,
These projects are expected 1o be completed in 2014, On August 8, 2012, FERC
granted certain intervenors' request for rehearing for further consideration.

Following the closing of the merger, outside counsel reviewed Ouke
Energy’s mitigation plan and discovered a technical error in the calculations.
On December 6, 2013, Duke Energy submitted a filing with the FERC disclosing
the error and arguing that no additional mitigation is necessary. On February 4,
2014, The City of New Bern, North Carolina filed comments to Duke Energy’s
filing. Dubke Energy's response to New Bern was filed on Febroary 19, 2014,
Duke Energy cannot predict the outcome of this matter.

Planned and Potential Coal Plant Retirements

The Subsidiary Registrarts periodically tile Integrated Resource Plans
(IRP) with their state regulatory commissions. The IRPs provide a view of
forecasted energy needs over a 10-20 year period, and options being considered
te meet those neads. The IRPs filed by the Subsidiary Registrants in 2013, 2012
and 2011 included ptanring assumptions to potentially retire certain coal-fired
generating facilities in South Carofina, Florida, Indiana and Ghio earlier than
their current estimated useful lives. The facilities do not hava the requisite
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emissian control equipment, primarily to meet EPA regulations that are not
yet effective.

The table below contains the net carrying value of generating facilities
planned tor early retirement or being evaluated for poteniial retirement inciuded
in Property, plant and equipment, net on the Conselidated Balance Sheets.

December 31, 2013

Duke Duke  Duke Duke

Duke Energy Progress  Energy Energy Energy

Energy Carolinas™  Energy® Florida™  Ohio™ Indiana™

Capacity (in MW) 2,447 200 873 873 706 668
Remaining net
book vatue

(in millions}® § 260 $ 14 $ 113 $113 %10 113

(2) Included in Property, plant and equipment, net as of December 31. 2013. o the Consolidated Balance
Sheets

Includes Lee Units 1 and 2. Excludes 170 MW Lee Unit 3 that 1s expected to be converted to gas in 2014,
Duke Energy Carolinas expects 1o rebire or convert these umts by December 2020 in corjunchion with a
settlement agreement associated with the Chffside Unit § air permit.

Includes Crystal River Units 1 and 2.

Includes Beckjord Units 4 through & and Miam Fort Unit 6. 150 MW Beckyord Station Unit 4 was retired
on February 17, 2014. Beckyord units have ng remaining hook vatue

Inclides Wabash Rrver Ueits 2 through 6 Wabash River Untt 6 1s being evaluated for potential converswn
to gas. Duke Energy Indiana committed te rebre or convert these umts by fune 2018 in conjunction with a
settlement agreement associated with the Edwardsport air permit.

6

(c)
(]

Duke Energy contirues 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 far amounts that would not be atherwise
recovered when any of these assets are retired. However, such recovery,
including recovery of carrying costs on remaining book values, could be subject
to future regutatory approvals and theretore cannot be assured.

5. COMMITMENTS AND CONTINGENCIES

GENERAL INSURANCE

The Duke Energy Registrants have insurance and reinsurance coverage
gither directly or through indemnification from Duke Energy's captive insurance
company, Bison, and its affiliates, consistent with companies engaged in
similar commercial operations with similar type properties. The Duke Enargy
Registrants’ coverage includes (i} commercial general liabilty coverage
for liabilities arising ta third parties for bodily injury and property damage;

{ii) workers' compensation; (iii) automobile liability coverage; and (iv) property
coverage for all real and personal property damage. Real and personal property
damage coverage excludes electric transmission and distribution fines, but
includes damages arising from boiler and machinery breakdowns, earthquakes,
flood damaga and extra expense, but not outage or replacement power
coverage. All coverage is subject to certain deductibles or retentions, sublimits,
exclusions, terms and conditions common for companies with similar types of
operations.

The Duke Energy Registrants self-insure their electric transmission and
distributicn tines against koss due to storm damage and other natural disasters,
As discussed further in Note 4, Duke Energy Florida maintains a storm damage
reserve and has a regulatary mechanism ta recover the cost of named storms
on an expedited basis.
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The cost of the Duke Energy Registrants’ coverage can fluctuate year to
yaar reflecting claims history and conditions of the insurance and reinsurance
markets.

In the event of a loss, terms and amounts of insurance and reinsurance
available might not be adequate to cover claims and other expenses incurred,
Uninsured lpsses and other expenses, to the extent not recovered by other
sources, could have a material effect on the Duke Energy Registrants’ results of
operations, cash flows af financiat position. Each company is respansible to the
extent losses may exceed limits of the coverage available,

NUCLEAR iNSURANCE

Duke Energy Carolinas owns and operates the McGuire Nuclear Station
(McGuire) and the Oconee Nuclear Stztion {Oconee) and operates and has a
partial ownership interest i the Catawba Nuclear Station (Catawba). McGuire
and Catawba each have two reactors. Oconee has three reactors. The other
joint owners of Catawba reimburse Duke Energy Carelinas for certain expenses
associated with nuclear insurance per the Catawba joint owner agreements.

Duke Energy Progress owns and operates the Robinson Nuctear Station
{Robinson) and operates and has a partial owrership interest in the Brunswick
Nuclear Station (Brunswick) and Harris. Robinson and Harris each have pne
reactor. Brunswick has two reactars. The other joint owners of Brunswick and
Harris reimburse Duke Energy Progress for certain expenses associated with
nuclear insurance per the Brunswick and Harris joint owner agreements.

Duke Energy Florida manages and has a partial ownerskip interest in
Crystal River Unit 3, which has been retired. The ather joint owners of Crystal
River Unit 3 reimburse Duke Energy Florida for certain expenses associated with
nuclear insurance per the Crystal River Unit 3 joint owner agreement.

In the event of a loss. terms and amounts of insurance available might
not be adequate to cover property damage and other expenses incurred.
Uninsured losses and other expenses, to the extent not recavered by other
sources, could have a material effect on Duke Energy Carafinas’, Duke Energy
Progress’ and Duke Energy Florida's results of operations, cash flows or
financial position. Each campany is respansible to the extent lasses may exceed
limits of the coverage available.

Nuclear Liability Coverage

The Price-Anderson Act requires ownars of nuclear reactors o provide
for public nuclear Lability protection per nuclear incident up to @ maximum
total financial pretection liabifity. The maximum total financial protection
liahility increased to 2 total of $13.6 billion. This amount is adjusted every five
years for an inflationary provision. Total nuclear tiability coverage consists of
a combination of private primary nuclear liability insurance coverage and a
mandatory industry risk-sharing program to provide for excess nuclear liability
coverage above the maximum reascnably available private primary coverage.
The United States Congress could impase revenue-raising measures on the
nuclear industry to pay claims,

Primary Liability Insurance

Duke Energy Carolinas, Duke Energy Progress and Duke Energy Florida
have purchased the maximum reasonably available private primary nutlear
lizbifity insurance as required by law, which currently is $375 million per station.

Excess Liabifity Program

This program provides $13.2 billion of coverage per incident through the
Price-Anderson Act’s mandatory industry-wide excess secandary financial

123

protection program of risk pooling This amount is the product of potential
cumalative retrospactive premium assessments of $127 million times the
current 104 licensed commercial nuctear reactors in U.S, Under this program,
licensees could be assessed retrospective premiums to compensate for public
nuclear liability damages in the event of & nuclear incident at any licensed
facility in the U.5. Retrospective premiums may be assessed at a rate not

to exceed $19 million per year per licensed reactar for each incident. The
assessment may be subject to state premium taxes,

Nuclear Property Coverage

Duke Energy Carotinas, Duke Energy Progress and Duke Energy Fiorida are
members of NEIL, which provides insurance coverage for nuclear facilities under
three policy programs: the primary property insurance program, the excess
property insurance pragram and the accidental outaga insurance program.

Pursuant to regulations of the NRC, each company's property damage
insurance policies provide that all proceeds from such insurance be applied,
first, to pface the plant in a safe and stable condition after a qualifying accident,
and second, to decontaminate the plant before any proceeds can be used for
decommissioning, plant repair or restoration.

Losses resulting from non-certified acts of terrorism are covered as
cammon oceutrences, such that if nan-certified terrarist acts accur against ane
ar more commercial nuclear power plants insured by NEIL within a 12-moenth
period, they would be treated as ore event and the owners of the plants where
the act occurred wouid share one full limit of hiability. The full limit of Liability ts
currently $3.2 billior., NEIL, sublimits the total aggregate for all of their policies
for ren-nuclear terrorist events to approximately $1.83 billion.

Primary Property Insurance

This policy provides $500 million of primary property damage coverage.
The deductible per occurrence is $3 million for Catawba, and $10 million for
the remaining nuclear facilities. This policy also has a 10 percent deductible
provision excess of these deductibles for natural catastrophe damage.

Excess Properly Insurance

This policy provides excess property, decontamination and
decommissioning liability insurance of $2.25 billion for Catawba, $750 millign
each for Oconee, McGuire, Brunswick, Harris and Rebinson; and $560 million
for Crystal River Unit 3. Al nuciear facilities except for Catawba and Crystal
River Unit 3 also share an additional $1 billion insurance limit above their
dedicated underlying excess. This shared additional excess limit is not subject
to reinstatement in the event of a loss.

Crystal River Unit 3's primary and excess property insurance is on an
actual cash value basis. NEIL coverage does not include property damage
to or resulting from the containment strocture except coverage does apply 10
decontamination and debris removal, if required following an accident, to ensure
public health and safety or if property damage results from a terrorism event.

NEIL sublimits property damage lasses ta $1.5 billion far non-nuclear
accidental property damage.

Accidental Qutage Insurance

This policy provides replacement power expense coverage resulting from
an accidental property damage outage of a nuclear unit, Coverage amounts
decrease in the event more than one unit at a station is qut of service due to a
common accident. Initial coverage begins after a 12-week deductible period.
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Coverage continues at 100 percent of the weekly limits for 52 weeks and
80 percent of the weekly fimits for the next 110 weeks.

The Catawba units are insured for up to $4 millian per week, The McGuire
units are insured for up to $4 million per week. The Oconee units are insured for
up to $3 million per week. The Brunswick units are insured for up to $3 million
per week. The Harris unit is insured for up to $3 million per week. The Rabinson
unit is insured for up to $2 million per week. The accidental outage policy limit
is $490 mitlion for McGuire aad Catawba, $378 million for Qconee, $406 million
for Brunswick, $364 millian for Harris, and $308 million for Robinsen.

NEIL sublimits the accidental outage recovery to the first 104 weeks
of coverage not to exceed $328 million from non-nuclear accidental
property damage.

Potential Retroactive Premium Assessments

In the event of NEIL losses, NEIL's board of directors may assess member
companies retroactive premiumns of amounts up to 10 imes their annual
gramiums for up to six years after a loss. The current potential maximum
assessments for Duke Energy Carclinas are $42 million far primary property
insurance, $36 miflion for excess proparty insurance and $2% mitlion for
accidental outage insurance. The current potential maximum assessments
for Duke Energy Progress are £33 million for primary proparty insurance,
$32 million for excess property insurance and $14 million for accidenta! outage
insurance. The current potential maximum assessments for Duke Energy Florida
are $6 million for primary property insurance and $4 million for excess property
insurance.

The maximum assessment amounts include 100 percent of Duke
Energy Carolinas’, Duke Energy Progress’, and Duke Energy Florida's potential
obiigations to NEIL far their share of jointly owned reactors. However, the other
joint owrers of the fointly owned reactors are obligated to assume their pro rata
share of liability for retrospective premiums and other premium assessments
resulting from the Price-Anderson Act’s excess secondary financial protection
program of risk pogling, or fram the NEIL policies.

ENVIRONMENTAL

Duke Energy is subject to international, federal, state, and local
regulations regarding air and water quality, hazardous and solid waste disposal,
and ether environmental matters. The Subsidiary Registrants are subject fo
federal, state, and local regulations regarding air and water guality, hazardous
ang solid waste disposal and other environmental matters. These regulations
can be changed from time to time, imposing new obligations on the Duke Energy
Registrants.

The following envirormental matters impact all of the Duke
Energy Registrants.

Remediation Activities

The Duke Energy Registrants are responsible for environmental
remediation at varipus contaminated sites. These include some properties
that are part of ongoing operations and sites formerly owned or used by Duke
Energy entities. These sites are in various stages of investigation, remediation,
and menitoring. Managed in conjunction with relevant federal, state, and
local agancies, activities vary with site conditions and locations, remediation
requirements, complexity, and sharing of responsibility. If cemadiation activities
involve joint and several liability provisians, strict liability, or cost recovery
or contribution actions, the Duke Energy Registrants could potentially be heid
respansible for cantamination caused by other patentially responsible parties,
and may also benefit from insurance policies or contractual indemnities that
caver some of all cleanup costs. Liabilities are recorded when lasses become
prohable and are reasonably estimable. The total costs that may be incurred
cannot be estimated because the extent of environmental impact, allocation
amgng potentially responsible parties, remediation alternatives, and/or
regulatory decisions has not yet been determined. Additional costs associated
with remediation activities are likety to be incurred in the future and could be
significant. Costs are typically expensed as Operation, maintenance and other
in the Consolidated Statements of Operations unless regulatory recovery of the
costs is deemed probable.

The following table contains information regarding reserves for probable
and estimable costs refated to the various environmental sites. These reserves
are racorded in Qther within Deferred Credits and Qther Liabilities on the
Consolidated Balance Sheets.

Duke Duke Durke Duke Duke
Duke Energy  Progress Energy Energy  Energy Energy
{in miilions} Erergy  Carolinas Energy  Progress Florida Ohio  Indiana
Balance at December 31, 2010 $es $13 $35 $12 $23 $ 50 $11
Provisions / adjustments 6 — 10 1 9 5 I
Cash reductions (a3 (1 {27 i} Q0 @n 3
Balance at December 31, 2011 61 12 23 11 12 28 9
Provisions / adjuistments 35 1 19 3 14 i) 3
Cash reductions [25) Wy ) (vl h (18) (4
Balance at December 31, 2012 75 {2 33 14 19 15 g
Provisions / adjustments 26 _ 4 (1} 3 20 i
Cash reductions (22 (n (10) (5) (5} (8 (2

Balance a1 December 31, 2013

$79 $1 $ 2 1 3] $19 1 %1 $7
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Additiona! losses in excess of recorded reserves that could be incurred for
the stages of investigation, remediation and monitoring for environmental sites
that have been evaluated at this time are presentad in the table below.

(in miltions)

Dukg Engrgy 3
Duke Energy Carolinas Pl
Progress Energy 5
Duke Energy Progress 2
Duke Energy Fiorida 3
Duke Energy Ohio 35
Duke Energy Indiana 5
Regulations

Clean Water Act 316(8)

The EPA proposed a cooling water intake structures rule on April 20, 2011.
The propesed rule advances one main approach and three altenatives. Based
on the main approach proposed, most, if not all cf the steam electric generating
facilities the Duke Energy Registrants own are likely affected sources unless
retired priof to implementation of the 316(h) requirements.

The revised deadline for issuance of the final 316(b) rute is April 17, 2014.
If the ruta is finalized as proposed, modifications to affected power plant cooling
water intake structures could be required by mid-to-late 2017. The Duke Energy
Registrants are tnable to predict the autcome of this rulemaking, but the impact
could be significant.

Cross-State Air Pollution Rufe (CSAPR)

On August 8, 2011, the final Cross-State Air Pollution Rute (CSAPR} was
published in the Federal Register. The CSAPR established state-level annual
S0, budgets and annual seasonal NO, budgets that were to take effect on
Jaruvary 1, 2012.

On August 21, 2012, the D.C. Circuit Court vacated the CSAPR. The
court also directed the EPA to continue administering the Clean Air Interstate
Rule (CAIR). The CAIR requires additional reductions in S0, and NO, emissicns
beginning in 2015. On June 24, 2013, the U.5. Supreme Court (Supreme Court)
grantad the EPA's petitions for a writ of certiorari. Tha Supreme Court is likely to
issue its decision on the merits by mid-2014.

The Duke Energy Registrants cannot predict the outcome of the proceedings.
Continued compliance with CAIR pending the outcome of the rehearing process
will not resuit in the Duke Energy Registrants adding new emission controls.

Coal Combustion Residuals (CCR)

On June 21, 2010, the EPA propased a regulation under the Resoarce
Canservation and Recovery Act, related to CCR er coal cambustion bypraducts
associated with the generation of electricity. The EPA proposal contains two regulatory
options whereby CCRs not employed in approved beneficial use applications woutd
either (i} be regulated as hazardous waste or (i) continue to be regulated as non-
hazardous waste.

On October 29, 2013, the U.S. District Court for the District of Columbia
directed the EPA to provide the Court, within 60 days of the Qrder, 2 proposed
schedule for completing the CCR rulemaking. On January 29, 2014, the EPA filed
a consent decree agreeing to issue the final rule by December 19, 2014. The Duke
Energy Registrants cannot predict the cutcoma of this rulemaking, but the impact
could be significant.
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Steam Electric Effluent Limitation Guidelines

On June 7, 2013, the EPA proposed Steam Electric Effluent Limitations
Guidelines (ELGs). The EPA is under a court arder to finalize the rule by
May 22, 2014. The EPA has progosed eight options for the rule, which vary in
stringency and cast. The proposed regulation applies to seven waste streams,
inchuding wastewater from air poliution control equipment and ash fransport
water. Most, if not all of the steam electric generating facilities the Duke Energy
Registrants own are likely affected sources. Compliance is proposed as soon as
possible after tuly 1, 2017, but may extend until July T, 2022. The Duke Erergy
Registrants are unable to predict the Gutcome of the rulemaking, but the impact
could be significant.

Greenhouse Gas New Source Performance Standards (NSPS)

On January 8, 2014, the EPA propesed a rule to establish carhon dioxide
(CO,) emissions standards for new pulverized coal, IGCE, natural gas combined
cycle, and simple cycle electric generating units commencing construction en
or after the date the proposal ppears in the Federaf Register. Future coal and
IGCC units will be required to employ carbon capture and storage technology to
meet the proposed standard.

The Duke Energy Registrants do not expect a material impact on their
future results of operations ar cash flows based on the EPA's propasal. The final
tule, however, could be significantly different from the propesal. It is not known
when the EPA might finalize the rule.

On Jure 25, 2013, the President of the United States issued a
memorandum directing the EPA to propose CO, emissions requirements for
existing fossil-fueled electric generating units by June 1, 2014, and to finalize
the guidelines for states to develop their own regulations for implementing the
guidelines by june 1, 2015. The memorandum directed the EPA to require states
to submit their implementation regulations for approval by June 30, 2015.

The Duke Energy Registrants are unable to predict the outcome of this
rulemaking, but the impact could be significant.

Mercury and Air Toxics Standards (MATS)

The finat MATS rule, previously referred to as the Utifity MACT Rule, was
issued on February 16, 2012. The final rule establishes emission limits for
hazardous air pollutants from new and existing coal-fired and oil-fired steam
electric generating units. The rule requires sources to comply with emission
limits by April 16, 2015. Under the Clean Air Act (CAA), permitting authorities
Rrave the discretion to grant up to a one-year compliance extensicn, on 2
tase-by-case basis, to sources that are unable to complete the installation
of emission centrols before the compliance deadline. Strategies to achieve
compliance with the final rule will include instafling new air emissizn control
equipment, developing momitoring processas, fuel switching, and accelerating
retirement of sgme coal-fired electric-generating units. For additional
information, refer to Note 4 regarding potential plant retirements.

Several petitions for review of the final rule were filed with the D.C.
Circuit Court. A decision is expected in the first kalf of 2014. The Duke Erergy
Registrants cannet predict the outcome of the litigation or how it might affect
their compliance with the MATS requiremants.

Refer to the table below for a summary of estimated costs to comply with
the MATS regutations.

Estimated Cost and Impacts of EPA Rulemakings

The ultimate compliance requirements for MATS, Clean Water 316(b),
CCRs and ELGs will not be known untl all the rules have been finalized. For
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planning purpases, the Duke Energy Registrants currently estimate the cost of
new control equipment that may need to be installed on existing power plants
to comply with these EPA regulations could total $4.5 billion to $5.5 bilkion,
excluding AFUDC, over the next 10 years. The table below includes estimated
casts for new control equipment necessary to comply with the MATS rule, which
is the only rule that has been finalized.

(in miltions)

Duke Energy $525 to $625
Duke Engrgy Carolinas 0 o 50
Progress Energy 2t 40
Duke Energy Progress 10 to 15
Duke Energy Flonda 1% 0 25
Duke Entergy Ohio 35 to 50
Duke Energy Indiana 425 to 485

The Duke Energy Registrants also expect to incur increased fuel,
purchased power, operation and maintenance, and other experses, and casts
for replacement generation for potential coal-fired power plant retirements as
a resylt of these EPA regulations. The actual compliance costs incurred may be
materially ditferent from these estimates based on the timing and requirements
of the final EPA regulations. The Duke Energy Registrants intend to see rate
recovery of amounts incurred associated with regulated operations in complying
with these ragufations. Refer to Note 4 for further information regarding potential
plant retirerents and regulatory filings related to the Duke Energy Registrants.

LITIGATION

Duke Energy
Dan River Ash Basin Release

On February 2, 2014, a break in a stormwater pipe beneath an ash basin
at Duke Energy Carolinas’ retired Dan River steam station caused a releass of
ash basin water and ash into the Dan River. On February 8, 2014, a permanent
plug was installed in the stormwater pipe stopping the release of materials inta
the river. Duke Energy Carolinas estimates 30,000 to 39,000 tons of ash and
24 million to 27 million galigns of basin water were released into the river. Duke
Energy Carolinas continues o work with Yocal and state officials responding
to this event. On February 10, 2014, Duke Energy received a subpoena for the
production of documents, issued by the United States Attorney for the Eastern
District of North Carolina in connection with a criminal investigation related to
the release. A second subpoena was issued by the same United States Attorney
on February 18, 2014, which expanded the document production to cover all
fourteen of the North Carolina facilities with coal ash ponds.

It is not pessible to predict whether Duke Energy will incur any liability or
fo estimate the damages, if any, it might incur in connection with these matters.

Progress Energy Merger Shareholder Litigation

On May 31, 2013, the Delaware Chancery Court consolidated four
shareholder derivative lawsuits filed in 2012. The Court atso appeinted a lead
plaintiff and counset for plaintiffs and designated the case as /7 Re Duke Energy
Corporation Derivative Litigation. The lawsuit names as defendants eleven
mambers of the Duke Energy board of directors wha were also members of the
pre-mergar Duke Energy board of directors (Legacy Duke Energy Directors).
Duke Energy is named as a nominal defendant. The case alleges claims for
breach of fiduciary duties of layalty and ¢are in connection with the post-merger
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change in CEQ. The case is stayed pending resolution of the Meman v Duke
Energy Corporation, et al. case in North Carolina.

On August 3, 2012, Duke Energy was served with a shareholder Derivative
Complaint, which was transferred to the North Carolina Business Court (Arieger
v Johason, et al). The lawsuit names as defendants, William D. Johnson
and the Legacy Duke Energy Directors. Duke Energy is named as a nominal
defendant. The tawsuit alleges claims for breach of fiduciary duty in granting
excessive compensation to Mr. Johnson. A decision on 2 motion to dismiss made
by the Legacy Duke Energy Directors remains pending.

Two shareholder Derivative Complaints, filed in 2012 in federal district
toutt in Delaware, were consolidated as Tansey v. Rogers, ef al. The case
alteges claims for breach of fiduciary duty and waste of corporate assets,
as well as claims under Section 14(a} arnd 20{a) of the Exchange Act. Duke
Energy is named as a nominaf defendant. On May 17, 2013, the judge granted
defendants’ motion to stay the litigation until a decision is rengered on the
motion to dismiss in the Meman v. Duke Energy Corporation, et al. case in
North Carolina.

Duke Energy, the Legacy Duke Energy Directars and certain Duke Enargy
officers are also defendants in a purported securities class action lawsuit
(Nieman v. Duke Energy Corporation, et al). This lawsuit consolidates three
lawsuits originally filed in Juty 2012, and is pending in the United States District
Court for the Western District of North Carolina. The plaintiffs allege federal
Securities Act and Exchange Act claims based on allegations of materizlly false
and misleading representations and omissians in the Registration Statement
filed on July 7, 2011, ard purportedly incarporated into other documents, all
in connection with the post-merger change in CED. The claims are purportedly
brought on behalf of 2 class of all persans who purchased or otherwise acquired
Duke Energy securities between June 11, 2012 and July 9, 2012. On July 26,
2013, the Magistrate Judge recommended the District Court Judge deny the
defendants’ motion to dismiss. On October 2, 2013, the District Judge heard
defendants’ objections to this recommendation, A decision is pending on the
motien to dismiss.

It i not possible to predict whether Duke Energy will incur any liability or
to estimate the damages, if any, it might incur in connection with these lawsuits.

Afaskan Glebaf Warming Lawsuit

{On February 26, 2008, the governing bodies of an Inupiat village in Alaska,
filed suit in the U.S. Federal Court for the Northem District of California against
various defendants including Duke Energy. On May 20, 2013, the plaintiffs’
Petition for Certiorari to the Supreme Court was denied, ending the case.

Price Reporting Cases

Atotal of five lawsuits were filed against Duke Energy affiliates and gther
enargy companies and remain pending in a consalidated, single federal court
proceeding in Nevada.

Each of these cases contain similar claims, that defendants’ allegedly
manipulated natural gas markets by vartous means, including providing
false information to natural gas frade publications and entering into unlawful
arrangements and agreements in violation of the antitrust laws of the respective
states. Plaintiffs seek damages in unspecified amaunts.

On July 19, 2011, the judge granted a defendant’s metion for summary
judgment in two of the remaining five cases to which Duke Energy affiliates are
a party. The 8).S. Court of Appeals for the Ninth Circuit subsequently reversed
the lower court’s decision. On August 26, 2013, the defendants, including
Duke Energy, filed a petition for certiorad ta the U.S. Supreme Court, which
remains pending.
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It is not possible to pred:ct whether Duke Energy will incur any liability or
to estimate the damages, if any, it might incur in connection with the remaining
matters. However, based on Duke Energy's past experiences with similar cases
of this nature, it does not believe its exposure under these remaining matters
is material.

Crescent Resources Litigation

On September 3, 2010, the Crescent Resources (Crescent) Litigation Trust
stied Duke Energy along with various affiliates and several individuals, including
current and former employees of Duke Energy, in the U.S. Bankruptcy Court for
the Western District of Texas.

On November 15, 2013 the parties reached a settlement. Duke Energy
recorded a net pretax charge of $22 million to Operations, maintenance and
other in its Consolidated Statements of Operations related to the settlement
in 2013.

Brazil Expansion Lawsuit

On August 9, 2011, the State of Sao Paulo sued Duke Energy International
Geracao Paranapenema S.A. (DEIGP) in Brazilian state court, The lawsuit claims
DEIGP is under a continuing abligation to expand installed generation capacity
in the State of Sao Paulo by 15 percent pursuant to a stock purchase agreement
under which DEIGP purchased generation assets from the state. On August 10,
2011, a judge granted an ax parte injunction ordering DEJGP to present a
detailed expansion plan in satisfaction of the 15 percent obligation. DEIGP has
previously taken a position the expansion ¢hligation is no lorger viaile given
changes that have occurred in the electric energy sector singe privatization.
GEIGP submitted its proposed expansion plan on November 11, 2011, but
reserved objections regarding enforceability. No trial date has been set. It is not
possible to predict whether Duke Energy will incur any liability or to estimate the
damages, if any, it might incur in connection with this matter.

Duke Energy Carolinas
New Source Review (NSR}

In 1999-2000, the U.3. Depariment af Justice (DO)) on behalf of the EPA
filed a number of complaints and notices of violation against multiple utitities,
including Duke Energy Carolinas, for alleged violations of the NSR provisions of
the CAA. The government alleges the utilities violated the CAA by not obtaining
permits for certain projects undertaken at certain coal plants or installing
the best available emission controls for O, NO_ and particulate matter. The
complaints seek the installaticn of pollution control technology on various
generating units that allegedly violated the CAA, and unspecified civil penalties
in amounts of up to $37,500 per day for each violation. Duke Energy Carolinas
asserts there were no CAA violations because the applicable regulations da
not sequire permitting in cases where the projects undertaken are “routine” or
atherwise do not result in a net increase in emnissions.

[n 2000, the government sued Duke Energy Carolinas in the U.S. District
Court in Greenshoro, North Carclina. The EPA claims 29 projects performed at
25 of Duke Energy Carolinas’ coal-fired units violate the NSR provisicns. Duke
Energy Caralinas asserts the projects were routine or not projected to increase
emissions. The parties filed a stipulation in which the United States dismissed
with prejudice 16 ¢laims. In exchange, Duke Energy Carolinas dismissed certain
affirmative defenses. The parties filed opposing mations for summary judgment
on the remaining claims. In November 2013, the Court denied Duke Energy's
motion for summary judgment. A decision on the DOJ's mation for summary
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judgment remains pending. Duke Energy requested leave to file another motion
for summary judgment on alternative grounds. That motion for leave, as well as
the Plaintiff's maticn for summary judgment, remains pending.

Itis not possible to predict whether Duke Energy Carolinas will incur any
liability or to estimate the damages, if any, it might incur in connection with this
matter, Uttimate resclution of these matters coutd have a material effect on the
results of operations, cash flows or financial position of Duke Energy Carolinas.
However, the appropriate regulatory recovery will be pursued for costs incurred
in connection with such resolution.

Asbestos-refated Injuries and Damages Claims

Duke Energy Carolinas has experienced numerous claims for
indemnification and megdical cost reimbursement related to asbestos exposure.
These claims relate to damages for bodily injuries alleged to have arisen from
exposure to or use of asbestos in connecticn with construction and maintenance
activities conducted on its electric generation plants prior to 1985. As of
December 31, 2013, there were 96 asserted claims for non-malignant cases
with the cumulative relief sought of up to $24 miltion, and 31 asserted claims
for malignant cases with the cumulative relief sought of cp to $11 million.
Based on Ouke Energy Carofinas’ experience, it is expected that the ultimate
resolution of most of these claims likely will be less than the amount claimed.

Duke Energy Carolinas has recognized asbestos-relzted reserves of
$616 million at December 31, 2013 and $751 millian at December 31, 2012,
Thase reserves are classified in Other within Deferred Credits and Other Liabilifies
and Other within Current Liabilities on the Consolidated Balance Sheets. These
reserves are based upan the ménimum amount of the range of oss far current
and future asbestos claims through 2033, are recorded on an undiscounted basis
ang incorporate anticipated inflation. It is possible Duke Energy Carclinas may
incur asbestos liabilities in excess of the recorded reserves.

Ouke Energy Carofinas has third-party insurance to cover certain
losses related to asbestos-related injuries and damages above an aggregate
self-insured retention gt $476 milfion. Duke Energy Carolinas’ cumulative
payments began to exceed the self-insurance retention in 2008. Future
payments up to the policy limit will be reimbursed by the third-party insurance
carrier. The insurance policy limit for potential future insurance recoveries
indemnification and medical cost claim payments is $897 million in excess of the
seff-insured retention. Receivables for insurance recoveries were $649 million
at December 31, 2013 and $781 million at December 31, 2012, These amounts
are classified in Other within Investments and Other Assets and Receivables
on the Consolidated Balance Sheets. Duke Energy Carolinas is not aware of any
uncertainties regarding the legal sufficiency of insurance ¢lzims, Duke Energy
Carolinas believes the insurance recovery asset is probable of recovery as the
insurance carrier ¢ontinues to have a strong financial strength rating.

Progress Energy

Synthetic Fuefs Matters

Progress Energy and a number of its subsidiaries and affiliates are
defendants in lawsuits arising out of a 199% Asset Purchase Agreement, Parties
to the Asset Purchase Agreement include U.S. Global, LLC (Global) and affitiates
of Progress Energy.

In a case filed in the Cirguit Court for Broward County, Florida, in March
2003 (the Florida Global Case), Global requested an unspecified amount of
compensatory damages, as well as declaratory relief. In November 2009,
the court ruled in favor of Giabal. in December 2009, Progress Energy made
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a $154 miltion payment, which represented payment of the total judgment,
including prejudgment interest, and a reguired premium equivalent to two years
of interest, to the Broward County Clerk of Court bond account. Progress Energy
continued to accrue interest related to this judgment.

On Octaber 3, 2012, the Florida Fourth District Court of Appeals reversed
the lower court ruling. The court held that Global was entitled to approximately
$30 million of the amount paid into the registry of the court. Progress Energy
was entitled to & refund of the remainder of the funds. Progress Energy received
cash and recorded a $63 million pretax gain for the refund in December 2012,
The gain was recorded in Income from Discontinued Operations, net of tax in the
Consolidated Statements of Operations,

On May 9, 2013, Global filed a Seventh Amended Complaint asserting &
single count for breach of the Asset Purchase Agreement and seeking specific
performance, A trial is scheduled ta commence in the second guarter of 2014,

In a second suit filed in the Superior Court for Wake County, N.C.,
Progress Synfuef Holdings, Inc. et &l v. 115, Glebal, LLC {the North Carolina
Global Case), the Progress Energy Affiliates seek declaratory relief consistent
with their intarpretation of the Asset Purchase Agreement. In August 2003, the
Wake County Superior Caurt stayed the North Carolina Global Case, pending the
outcome ¢of the Florida Global Case. Based upon the verdict in the Florida Global
Case, Progress Energy anticipates dismissal of the North Caralina Glabal Case.

Progress Energy does not expect the resctution of these matters to have a
material effect ¢n it results of operations, cash fiows or financial positian.

Duke Energy Progress and Duke Energy Florida

Spent Nuclear Fuel Matters

On December 12, 2011, Duke Energy Progress and Duke Energy Florida
sued the United States in the U.S. Court of Federal Claims. The lawsuit clzims
the DOE breached a centract in failing to accept spent nuclear fuel under the
Nuclear Waste Policy Act of 1982 and asserts damages for the cost of on-site
storage. Claims for all periods prior to 2006 have been resolved. Duke Energy
Progress and Duke Energy Florida assert damages of $34 million and $21 million,
respectively, for the period January 1, 2006 through December 31, 2010. Duke
Energy Progress and Duke Energy Florida may file subsequent damage claims as
they incur additional costs. Duke Energy Progress and Duke Energy Florida cannat
predict the outcame of this matter,

Duke Engrgy Ohio
Antitrust Lawsuit

In January 2008, four plaintifts, including individual, industrial and
nonprofit customers, filed a lawsuit against Duke Energy Ohia in federal court
in the Southern District of Ohio. Plaintiffs allegad Duke Energy Ohio conspired
to provide inequitable and unfair price advantages for certain large business
consumers by entering into non-public option agreements in exchange for their
withdrawal of challenges to Duke Energy Ohio's Rate Stabilization Plan (RSP)
imptemented in early 2005. A ruling ts pending on the plaintiffs” motion to certify
this matter as a class action. It is not possible to predict whether Duke Energy
Ohio will incur any liability or to estimate the damages which may be incurred in
cannection with this lawsuit.

Asbestos-related Injuries and Damages Claims

Duke Energy Ohig has been named as a defendant or co-defendant in
lawsuits refated to asbestos exposure at its electric generating stations. The
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impact on Duke Energy Ohio’s results of aperations, cash flows or financial
position of these cases to date has not been material. Based on estimates under
varying assumplions concerning uncertainties, such as, among others: () the
number of contractors potentially exposed to asbestos during construction or
maintenance of Duke Energy Chia generating plants, (i} the possible incidence
of various illngsses among exposed workers, and (iii) the potential setflement
costs without federal or other legislation that addresses ashestos tort actions,
Duka Energy Ohio estimates that the range of reasanably possible exposure

in existing and future suits over the foreseeable future is not material, This
assessment may change as additional settfements occur, claims are made, and
more ¢ase law is established.

Duke Energy Indiana

Edwardsport IGCC

On December 11, 2012, Duke Erergy Indiana filed an arbitration action
against General Electric Company and Bechtel Corporation in connection with
their work at the Edwardsport IGCC facility. Duke Energy Indiana is seeking
damages of not less than $560 million, An asbitration hearing is scheduled for
Qctober 2014. Duke Energy Indiana cannat predict the outcome of this matter.

Other Litigation 2nd Legal Proceedings

The Duke Energy Registrants are involved in other legal, tax and regulatory
proceedings arising in the ordinary course of business, some of which invalve
significant amounts. The Duke Energy Registrants believe the final disposition of
these proceedings will not have a material effect on their results of operations,
cash flows or financial pasition.

The table below presents recorded reserves based on management's best
estimate of probable loss for legal matters discussed above and the associated
insurance racoveries. The reasonably possible range of logs for all non-asbestos
related matters in excess of recorded reserves is not material.

December 31,

(in millians) 03 2012
Reserves for Legal and Other Matters's

Duke Energy® $824 $ 846
Duke Energy Carclinas® 616 731
Progress Energy 18 79
Duke Energy Pragress 10 12
Duke Energy Florida®! 43 47
Duke Energy Indiana 8 8
Probable Inserance Recoveries'®

Duke Energy® $649 $781
Duke Energy Carolinas® 649 781

Classified in the respective Censolidated Batance Sheets in Other within Deferred Credits and Other
Liatilities and Other wathin Current Liabibes.

{t)  inclodes reserves for asbestos-1elated njones ang damages daims.

(€}  Includes workers' compensation claims.

(lassified in the respective Consclidated Balance Sheets in Gther within (nvestments and (ther Assets
and Receivables

Relates to recoveries assoCiated with asbestos-related injunes and damages claims.
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OTHER COMMITMENTS AND CONTINGENCIES

General

As part of their normal business, the Duke Energy Registrants are party
to various financial guarantees, performance guarantees, and other cantractuat
cemmitments {o extend guarantees of credit and ather assistance to various
subsidiaries, investees, and cther third parties. These guarantees involve
elements of performance and credit risk, which are not fully recognized on the
Consolidated Balance Sheets and have unlimited maximum potential payments.
However, the Duke Energy Registrants do not believe these guarantees will have
a material effect on their results of operations, cash flows or financial pasition.

Purchase Obligations

Purchased Power

Duke Energy Progress, Duke Energy Florida, and Duke Energy Ohio have
ongoing purchased power confracts, including renewabile energy contracts, with
ather utilities, wholesale marketers, co-gererators, and qualified facilities (QFs).
These purchased power cortracts generally provide for capacity and energy
payments. In addition, Duke Energy Progress, Duke Energy Florida, and Duke
Energy Ohio have various contracts to secure transmission rights.

The following table presents executory purchased power contracts, excluding
contracts classified as leases.

Minimum Purchase Amount at December 31, 2013

Contract
{in millions} Expiration 2014 2015 2016 2017 2018 Thereafter Total
Duke Energy Progress™ 2019-2022 $ 36 $ 3% $ 3% $ 37 $ 3 $ 8 $ 251
Dubke Energy Florida® 2014-2025 788 295 295 288 303 2139 3608
Duke Energy Ohio™ 2014-2015 250 9 —_ — _— — m

{2) Contracts represent 100 percent of net plant output.
(b} Contracts represent between 2 perceat and 100 percent of net plant output.
(c)  Contracts represent between 1 percent and 24 percent of net plant output.

Operating and Capital Lease Commitments

The Duke Enargy Registrants lease office buildings, railcars, vehicies,
computer equipment and other property and equipment with various terms and
expiration dates. Additionally, Duke Energy Progress has a capital lease related
to firm gas pipeline fransportation capacity. Duke Energy Progress and Duke
Energy Florida have entered into certain purchased power agreements, which are
classified as leases. Consolidated capitalized lease obligations are classified as
Long-term debt or Other within Current Liabilities on the Consolidated Balance
Sheets. Amortization of assets recorded undar capital leases is included in
Depreciation and amortization and Fuel used in electric generation — regulated on
the Cansolidated Statements of Operations.

The fallowing table presents rental expense for operating leases. These
amounts are included in Operation, maintenance and other on the Consolidated
Statements of Operations.

Years Ended December 31,

(in millions) 2013 2012 2011
Duke Energy $321 $232 $104
Duke Energy Carolinas 3 38 43
Progress Energy 225 232 104
Duke Energy Progress 153 164 88
Duke Energy Florida 12 68 15
Duke Energy Ohio 14 14 19
Duke Eneygy Indiana 2 20 24
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The following table presents future minimum lease payments under
operating Jeases, which at inception had a non-cancelable term of mare than
one year.

December 31, 2013

Duke Duke  Duke Duke  Duke

Ouke  Energy Progress  Enerpy Energy Energy  Energy

{in millions) Energy Carolinas  Energy Progress Florida  Ohio [ndiana
2014 $ 115 $3 0§ 93§55 $3  $12 S1B
2015 159 2 8 51 39 11 15
2016 147 24 a0 L) 3 B 12
2017 17 20 89 50 39 7 4
2018 117 15 18 40 K] 3 1
Thereafter 1,034 67 173 459 314 18 8
Total $1.768 $183  $1212 47106 $508  $61  $E9
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The following table presents future minimum lease payments undar

capita! leases.

December 31, 2013
Duke Duke  Duke  Duke Duke
Duke  Energy Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Erergy Progress Florida  Ohio Indiana
2014 $ 1 $6 34 $2 $26 $3 §$5
2015 167 6 47 20 7 7 4
2016 16% 6 47 2 26 B 4
2017 1686 6 48 ¥il Fi 3 2
2018 178 6 45 21 25 ki 2
Thereafter 1,453 25 475 261 213 2 28
Mmimum annua)
payments 230 55 707 34 343 30 45
Less amount
representing
interest (188) 2n (s (2780 (179 G0
Total $ 1516 $28 $253 4 8% $184 427 S 15
6. DEBT AND CREDIT FACILITIES
SUMMARY OF DEBT AND RELATED TERMS
The following tables summarize outstanding debt.
December 31, 2013
Weighted Duke Duke Duke Ouke Duke
Average Duke Energy Progress Energy Energy Energy Energy
{in mitkions) Interest Rate Energy Carolinas Energy Progress Florida Ohio indiana
Unsecured debt, maturing 2014 - 2073 518%  $ 13550 $1,157 $ 4,150 $ — $ 150 $ 805 $ T4
Secured debt, maturing 2014 - 2037 2.69% 2,559 400 305 305 — — —
First moctgage bonds, maturing 2015 - 2043% 490% 17831 6,161 §.450 4,125 432 %00 2313
Capifal leases, maturing 2014 - 2051 5.23% 1518 30 377 148 179 21 20
Other debt, maturing 2027 411% 8 — — — — $ —
Tax-exempt honds, maturing 2014 - 2041 1.28% 2,356 395 510 669 1 479 in
Notes payatle and commercial paper® 1.02% 1,289 — — — _ —_ —
Money pool/intercompany borrowings — 300 1213 462 181 43 150
Fair value hedge carrying value adjustment 9 9 — - — — —
Unameortized debt discount and premium, net® 1817 {15) (21 (12) L)} (31) (10)
Total debt 41,085 8,436 15,328 5,687 5,067 2,131 3,796
Short-term notes payable and commercial paper {839) — — —_ -—_ — —_
Short-term money pool borrowings — — {1,213} (462} (181) (43 —
Current maturities of fong-term debt {2.104) 47 (485) (174) (11) (47) (3)
Total long-term debt™ § 38,152 $8.389 $13.630 $ 5,061 $4.875 $2141 $3791

&) Substantially all electie utiby fiwed assets are morizaged undes mosigage bond ndentures.
{b)  Duke Energy includes $144 milhon and $838 million of capital lease purchase accounting adjustments related to Duke Energy Progress and Duke Energy Florida, respectively, related to power purchase agreements that are not

accouated for as leases in thew financial statements because of grandfathenng prowisions in GAAR
{c)  Substartially ali tax-exempt bonds are secureq by first mortgage boads or letters of cradit
(@) Includes $430 mrihan that was classiied as Long-term Debt on the Cansolidated Balance Sheets due o the existence of long-term credit facilities that back-stop these commercial paper balances, along with Duke Energy's

abiity and intent fo refinance these balances an a long-term basis. The weighted-average days to matunty were 49 days.

{e)  Duke Energy includes $2.067 milhon i purchase accounting adjustments refated to the merger with Progress Energy See Note 2 for addihonal information.

i Includes $1,966 millien for Duke Energy, $400 milbon for Duke Energy Caralinas and $300 million for Progress Energy and Duke Energy Progress related to consolidated VIEs.
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December 31, 2012

Weighted Duke Duke Duke Duke Duke

Average Duke Energy Progress Energy Energy Energy Energy

(in miltions) Interest Rate Energy Carolinas Energy Progress Florida Ohio Indiana
Unsecured debt, maturing 2013 - 2039 5.44% $ 12722 31,159 $ 4,150 - $ 150 $ 805 $ 1146
Secured debt, maturing 2013 - 2037 3.08% 1873 300 5 5 — — —
First mortgage bonds, maturing 2013 - 2042 5.00% 17.856 6,562 8,775 4,025 4750 700 1819
Capital leases, maturing 2013 - 2051 5.19% 1689 32 339 150 189 335 23
Junior suborttinated debt, maturing 203% 7.10% 309 — 309 — — — —
Other debt, maturing 2027 477% g — — — — g _
Tan exempt bonds, matuning 2014 - 2041 1.3%% 2357 3% 910 £69 24} 479 573
Notes payable and commercial paper® 0.83% 1.507 — — — — — —
Maney poal/intercompany horrowings — 300 455 364 — 2435 231
Fair value hedge carrying vafue adjustment 12 10 — — — 2 —
|Inamartized debt discount ard premium, net® 2,185 (17) {60} 9 {10} (32) 9)
Total debt 40,518 8141 14,883 5204 5320 2242 3783
Short-term ntes payahle and commercial paper (1,057 — — — . — _
Short-term money pool borrowings — — {455) (364) — {245) (81)
Current maturities of long-term debit 3,110 (406} (843) (4a7 (435) (261 {405
Total ong-term debt™® $ 36,351 $ 8335 $ 13,585 $ 4433 $ 4.885 $173 $3.297

(a) Substanhally all electric utity fixed assets are mortgaged under mortgage bond indentures.

(b} Duke Energy includes $158 million and $307 million of captal lease purchase accounting adjustments for Duke Energy Progress and Duke Energy Flonda, respectively, related to power purchase agreements that are not
accounted for as ieases on ther financial statements because of grandfathenng provisions in GAAP

(c) Substantially all tax-exempt honds are secured by first martgage bonds or letters of credit.

{d) lncludes $450 milion that was classified as Lang-term Debt on the Consohdated Balance Sheets due to the existence of long-term credd facilbies that back- stop these commer¢ial paper balances, along with Duke Energy’s
ahiity and mtent o refimance these balances on a long-term basis. The weighted-average days to matunty were 18 days.

{e) Duke Energy includes $2.311 million i purchase accounting adjustments refated o the mergar with Progress Energy See Note 2 for addibonal information

(f  Includes $852 mithon for Duke Energy and $300 milicn for Duke Energy Carclings refated to consolidated YIEs
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CURRENT MATURITIES OF LONG-TERM DEBT

The following table shows the significant companents of Current maturities of long-term debt on the respective Consolidated Baiance Sheets. The Duke Energy
Registrants currently anticipate satisfying thesa obligations primarily with cash on hand and proceeds from additional borrowings.

(in millions] Maturity Date [nterest Rate Qecember 31, 2013
Unsecured Debt

Duke Energy (Parent) February 2014 6.300% $ 150
Progress Energy {Parent) Mazch 2014 6.050% 300
Duke Energy (Parent) September 2014 3950% 500
Tax-exempt Bonds

Duke Energy Progress January 2014 0.105% 167
Other 387
Current matunities of long-term debt 3 1M

Maturities and Call QOptions

The following table shows the annual maturities of long-term debt for the next five years and thereatter. Amounts presented exclude shart-term notes payable
and commercial paper and money poo! borrowings for the Subsidiary Registrants.

December 31, 2013

Duke Duke Duke Duke Duke

Doke Energy  Progress Energy Energy  Energy Energy

{in millions) Energy®  Carolinas Energy Progress Florida Ohio  Indiana
2014 $ 2104 $ 47 % a4 $ 1 $ 11§ 47 $§ 5
2015 25634 507 1,264 102 562 157 3
2016 2915 756 614 302 12 56 430
2017 1,342 116 265 3 262 2 3
2018 3,235 1,905 603 59 544 3 153
Thereafter 25,899 5,905 10,884 3,995 3495 1923 3,150
Total long-term debt, including current maturities $ 38,189 $8438  $14115 $5,235 $4886 $2188  $37%6

{2)  Excludes $2.067 million n purchase accounting adjy stments refated to the merger with Progress Energy. See Note 2 for addshional information.

The Duke Energy Registrants have the ability under centain debt faciiities are classified as Long-term debt an the Consolidated Balance Sheets. These

to call and repay the obligation prior to its scheduled maturity. Therefore, the tax-exempt bonds, cemmercial paper issuances and money peol borrowings,
actual timing of future cash repayments could be materially different than as which are short-term obligations by nature, ase classified as long term due
presented above. to Duke Energy's intent and ability to utilize such borrowings as long-term
financing. As Duke Energy’s master credit facility and other bilateral letter of
Short-term Obligations Classified as Long-term Debt credit agreements have non-cancelable terms in excess of one year as of the
balance sheet date, Ouke Energy has the abifity to refinance these short-term
Tax-exempt bonds that may be put to the Company at the option of the obligations an a long-term basis. The following tables show short-term
holder and certain commercial paper issuances and maney poot borrowings obligations classified as long-term debt,

December 31, 2013

Duke Duke Duke

Duke Enerpy Energy Energy

{in millions) Energy Carolinas Chio Indiana
Tax-exemp?! bonds $ 4 $ 15 $ 11 $ 285
Notes payable and commercial paper 430 o - 150
Secured debt® 200 - — —
Total $112 $ 375 $ 1 $ 435
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December 31, 2012

Duke Duke Duke
Duke Energy Energy Energy
{in millions) Energy Carolinas Ohig Indiana
Tax exempt bonds $ 47 $ 75 $ 1 $ 285
Notes payable and commercial paper 450 300 — 150
Secured debt® 200 — — —
DERF® 300 300
Tetal $1.421 3§ 675 $ 1N $ 435
{a) Instrument has a term of less than one year with the right to extend the matunty date for addional one-year penods with a final matunty date no later than December 2026,

()

Duke Energy Recewvables Finance Company, LLC (DERF} 15 a wholly awned imited hability company of Duske Energy Carolinas. See Note 17 for further information.

SUMMARY OF SIGNIFICANT DEBT ISSUANCES

The foliowing tables summarize significant debt issuances (in milfions}.

Year Ended December 31, 2013

Duke Duke Duke Duke

Interest Energy Energy Energy Energy Duke
Issuance Date Maturity Date Rate {Parent) Progress {hio Indiana Energy
Unsecured Debt
January 2013 January 2073 5125% % S0 § — % — § — § 500
fune 2013 June 2018 2.100% 500 — — — 500
August 2013+ August 2023 11.000% — — — — 220
Octeber 2013 October 2023 1.950% 400 — — — 400
Secured Debt
February 2013"® December 2030 2.043% — — —_ — 203
Febryary 2013 June 2037 4.740% a— —_ — — 220
Apnl 2003 April 2026 5.456% — — _ — 230
Decembar 2013" December 2016 0.852% — 300 — —_ 300
First Mortgage Bonds
March 2013 March 2043 4.100% — 500 — —_ 500
July 2013% July 2043 4900% — — — 350 350
July 2013%0 July 2016 0.619% - — — 150 150
September 2013 September 2023 3.800% — — 300 — 300
September 2013 March 2015 0.400% — _— 150 _ 150
Total Issuances $ 1400 % 800 3 450 $ 500 % 401
(a) Callable after January 2018 at par. Proceeds were used to redeem the $300 million 7.10% Cumulative Quarterly Income Preferred Secunties {QUIPS) and to repay a portion of outstanding commercial paper and for general

(b}
(©
6]
fe)
®

@
el

(0]
o
K
0]
{m)

{n

torporate purposes. See Note 17 for adddional information about the GUIPS,

Proceeds were used to repay $250 million of current maturtties and far general corporate purposes, including the repayment of outstanding commerciaf papes.

Proceeds were used to repay $200 milion of current maturiies, The matunty date included above apelies to half of the instrument. The remarming ha'f matures in August 2018.

The debt is floating rate based on a consumer price index and an overnight funds rate in Brazil. The debt 1§ denominated i Brazilan Real.

Proceeds were used 10 repay commercial paper as well as for general corporate purposes

Represents the converston of construchon loans related to a renewable energy project issued n December 2012 to term loans. No cash proceeds were received in conjunction with the conversion. The term loans have varying
matunty dates. The maturity date presented represents the iatest date for all components of the respective loans.

The debt 15 floabng rate. Duke Energy has entered nto @ pay fwed-receive floating interest rate swap for 33 percent of the loans.

Represents the conversion of @ $190 milfion bridge foan issued i conjunction with the acquisition of ibener in December 2012, Duke Energy received incremental proceeds of $40 miihon upon conversion of the bridge ipan.
The debt 15 floating rate and is dengminated in U.S. dollars. Duke Energy has entered into a pay fed-receve floating interest rate swap for 75 percent of the lpan.

Relates to the securtization of accounts receivable at a subsidiary of Duke Energy Progress, the proceeds were used fo repay short-term debt. See Note 17 for further detarls.

Proceeds were used to repay notes payable to affliated companigs as well as for general corporate purposes.

Proveeds were used to repay $400 mihon of current maturibies.

The debl s floaling rate based en 3-month London Interbank Offered Rate {LIBOR) and a fixed credit spread of 35 basis points.

Proeeds were used for general corporate purposes including the repayment of shart-term notes payatle, a portion of which was mcurred to fund the retirement of $250 millan of first mortgage bands that matured in the frst
half of 2013.

The debt is floating rate based on 3-month LIBOR plus a fixed spread of 14 basts points.
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Year Ended December 31, 2012

Duke Duke  Progress Duke Duke Duke

Interest Energy Energy Energy Energy Energy Energy Duke
Issuance Date Maturity Date Rate {Parent)  Carolinas {Pareat)  Progress Florida Indiana Energy
Unsecured Debt
March 2012% April 2022 % § — ¢ — % M 8 — 5§ — $ — §$ s
August 20120 August 2017 1.63% 700 — — — — — 700
August 20120 August 2022 3.05% 500 — — — — - 500
Secured Debt
April 2012 September 2024 2.64% 310 — — — — - 330
December 201 2 March 2013 2.77% 203 — — —_ — —_ 203
December 2012' March 2013 4.74% 220 — — — — — 220
December 2012 June 2013 1.01% 190 — — — — — 190
December 2012 December 2025 1.56% 200 — — — — — 200
First Mortgage Bonds
March 201" March 2042 4.20% — — — — — 250 250
May 2012%@ May 2022 2.80% — — — 500 — — 500
May 20129 May 2042 410% — — — 500 — — 500
September 2012 September 2047 400% — 650 — — — — 650
November 2012 Novemnber 2015 0.65% — — — — 250 — 250
November 2012% November 2042 3.85% — — — — 400 — 400
Total Issuances $ 2383 % 650 0§ 450 0§ 1000 % 650 § 250 § 5343

(a)
[ ]
{©
)
(e)
if
®
(h
V]

Proceeds were used to renay curcent matvrities of $450 mufon,

Proceads were used to remburse construchon costs for DS Cornerstore, LLC joint venture wind projects.
Proceeds were used 1o fund the existing Los Vientos wind power portfohio

Proceeds were used o renay a portion of outstanding short-term debt.

AVAILABLE CREDIT FACILITIES

Ouke Energy has a master credit facility with a capacity of $6 billion
through December 2018. The Subsidiary Registrants, excluding Progress Energy
each have borrowing capacity under the master credit facility up to specified

Proceeds were used to repay current maturines of $500 milhon, as welk as for general corporate purposes, including the repayment of commercial paper.

Debit was subsequently deconsolidated upon execution of 3 joint venture. See Note 17 for further details.

Debt 1ssuances were executed in connection with the acquisihion of Ibener. Both loans were collateralized with cash deposits equal to 101 percent of the loan amounts See Nate 2 for further details

Proceeds were used to repay curtent maturtties of $500 million, 2 portion of outstanding commecial paper and notes payable to affiliated companies.
Proceeds were used 10 repay current maturties of $420 million, as well a3 for general corporate purposes, including the funding of capital expenditures.
Proceeds will be used to repay current maturities of $475 million, as well as for general corporate purposes

maximum sublimit for each borrower. The amount available under the master
credit facility has been reduced to backstop the issuances of commercial paper,
certain letters of credit and variable-rate demand tax-exempt bonds that may
be put to the Duke Energy Registrants at the option of the holder. The table
below includes the current barrowing subfimits and available capacity under the

sublimits for each barrower. Duke Energy has the unilateral ability at any time master credit facility.
to increase or decreass the borrowing sublimits of each borrower, subject to a
December 31, 2013
Duke Duke Duka Duke Duke Duke
Duke Energy Energy Energy Energy Energy Energy
{in millions) Energy {Parent}  Carolinas Progress Florida Chio Indiana
Facifity size®® $ 6000 $ 2250 $ 1000 $ 750 $ 630 % G50 0§ MO
Reduction to backstop issuances
Notes payable and commercial paper® (450) — (300) — -— - (150
Cutstanding letters of ceedit (62) {55 {4 (2) (8)] - —
Tax-exempt bonds (240) — (79 — — (84) (81}
Available capacity $ 5248 % 2195 § 621 % 748§ 649 § 566 % 469

(2) Represents the sublmat of each borrower at December 31, 2013. The Duke Energy Chio sublumit includes $100 million for Duke Energy Keatucky.
(b}  Duke Energy issued $450 milhon of commercial paper and lnaned the proceeds through the money pool to Duke Energy Carolinas and Duke Energy Indiana The balances are classfied as long-term borrawings within
Long-term Debtin Duke Energy Carolinas’ and Duke Energy Indiana's Condensed Consolidated Balance Shests.
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OTHER DEBT MATTERS

In September 2013, Duke Energy filed a registration statement (Form S-3)
with the SEC. Under this Form S-3, which is uncapped, the Duke Energy
Registrants, excluding Progress Energy, 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 allaws for the issuance of
comman stack by Duke Energy.

Duke Energy has an effective Form S-3 with the SEC to sell up to
$3 hillion of variable denomination floating-rate demand notes, called
PremierNotes. The Form S-3 states that no more than $1.5 billion of the notes
will he putstanding at any particular time. The notes are offered on a continuous
basis and bear interest at a floating rate per annum determined by the Duke
Energy PremierNotes Committee, or its designee. on a weskly basis. The interest
rate payable on notes held by an investor may vary based on the principal
amount of the investment. The notes have no stated maturity date, are non-
transferable and may be re¢eemed in whole or in part by Duke Energy or at the
investor's aption at any time. The balance as of December 31, 2013 and 2012
was $836 miltion and $395 million, respectively. The notes are short-term debt
obligations of Duke Energy and are reflected as Notes payable and commercial
paper on Duke Energy’s Consolidated Balance Sheets.

At December 31, 2013 and 2012, 3811 million and $734 millian,
respectively, of debt issued by Duke Energy Carolinas was guaranteed by Duke
Energy.

Money Pool

The Subsidiary Registrants, excluding Progress Energy receive support for
their short-term borrowing needs through participation with Duke Energy and
certain of its subsidiaries in a money poal arrangement. Under this arrangement,
those companies with short-term funds may provide short-term loans to
affiliates participating in this arrangement. The money poal is structured such
that the Subsidiary Registrants, excluding Progress Energy separately manage
their ¢ash needs and working capital requirements. Accordingly, there is na net
seftlement of receivables and payables between maney pool participants. Duke
Energy (Parent), may Ioan funds to its participating subsidiaries, but may not
borrow funds through the mgney pool. Accordingly, as the money pool activity
is between Duke Energy and its whotly owned subsidiaries, all money pool
balances are eliminated within Duke Energy’s Consolidated Balance Sheets.

Money pool receivahle balances are reflected within Notes receivable from
affiliated companias on the respective Subsidiary Registrants’ Consotidated
Balance Sheets. Morey pool payable balances are reflected within either
Notes payable to affiliated companies er Long-term debt payable to affiliated
campanies on the respective Consolidated Balance Sheets.

Restrictive Debt Covenants

The Duke Energy Registrants’ debt and credit agreements contain various
financial and other covenants. The master credit facility contains a covenant
requiring the debt-to-total capitalization ratio not exceed 65 percent for each
barrowes, Failure to meet those covenants heyond applicable grace periods
could resultin accelerated due dates and/or termination of the agreements, As
of December 31, 2013, each of the Duke Energy Registrants was in compliance
with all covenants related to its significant debt agreements. In additicn, some
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credit agreements may allow for acceleration of payments or termination

of the agreements due to nonpayment, or acceleration of other significant
indebtedness of the barrower or some of its subsidiaries. None of the significant
debt or credit agreements contain material adverse change clauses.

Other Loans

During 2013 and 2012, Duke Energy and Duke Energy Progress had
loans outstanding against the cash surrender value of life insurance policies
it owns on the lives of its executives. The amounts outstanding were $571
million, including $48 million at Duke Energy Progress and $496 million as of
December 31, 2013 and 2012, respectively. The amounts outstanding were
carried as a reduction of the refated cash surrender value that is included in
Other within Investments and Other Assets on the Consolidated Balance Sheets,

7. GUARANTEES AND INDEMNIFICATIONS

Duke Energy and Progress Energy have various financial and performance
guarantees and indemnifications, which are issued in the normal course of
business. As discussed below, these contracts include parformance guarantees,
stand-by letters of credit, debt guarantees, surety bonds and indemnifications.
Duke Erergy and Progress Energy enter into these arrangements to facilitate
commercial transactions with third parties by enhancing the value of the
transaction to the third party. At December 31, 2013, Duke Energy and
Prograss Energy do not believe conditians are likely for significant performance
under these guarantees. To the extent liabilities are incurred as a result of
the activities covered by the guarantees, such liabilities are included on the
accompanying Consolidated Balance Sheets.

On January 2, 20G7, Duke Energy completed the spin-off of its natural gas
businesses to shareholders. Guarantees issued by Duke Energy or its affiliates,
ar assigned to Duke Energy pricr to the spin-off, remained with Duke Energy
subsequent to the spin-off. Guarantees issued by Spectra Energy Capital,

LLC, formerly known as Duke Capital LLC, (Spectra Capital) or its affiliates
prior to the spin-off remained with Spectra Capital subsequent to the spin-off,
except for guarantees that were later assigned to Duke Energy. Duke Enargy
has indemnified Spectra Capital against any losses incurred under certain of
the guarantee obligations that remain with Spectra Cagital. At December 31,
2013, the maximum potential amount of future payments associated with these
guarantees was $205 million, the majority of which expires by 2028.

Duke Energy has issued performance guarantees to customers and other
third parties that guarantee the payment and performance of other parties,
including certain non-whol'y pwned ertities, as well as guarantees of debt of
certain non-consolidated entities and less than whally owned consolidated
entities. If such entities were to default on payments or performarnce, Duke
Energy would be required under the guarantees to make payments on the
obligations of the less than wholly owned entity. The maximum potential amount
of future payments required under these guarantees as of December 31, 2013,
was $285 million. Of this amount, $15 million relates to guarantees issued
on behalf of less than whaolly owned censolidated entities, with the remainder
related to guarantees issued on behalf of third parties and unconsolidated
affiliates of Duke Energy. Of the guarantees noted above, $102 million of the
guarantees expire between 2015 and 2033, with the remaining performance
guarantees having no contractual expiration.
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Duke Energy has guaranteed certain issuers of surely bonds, obligating
itself to make payment upon the failure of a wholly owned and farmer non-
whotly owned entity to honor its obligations to a third party. Under these
arrangements, Duke Energy has payment obligations that are triggered by a
draw by the third party or customer due to the failure of the wholly owned
or former non-wholly owned entity to perform according to the terms of its
underlying contract. At December 31, 2013, Duke Energy had guaranteed
$92 mitlion of outstanding surety bonds. Of this amount, $54 million, expire in
2014, the remaining expires between 2015 - 2021.

At December 31, 2013, Duke Energy had $457 million of unused bank-
issued stand-by letters of credit to secure the performance of wholly owned and
non-wholly owned entities to a third party or customer,

Duke Energy and Progress Energy have issued indemnifications
for certain asset performance, legal, tax and environmental matters o

third parties, including indemnifications made in connegtion with sales of
businesses. At December 31, 2013, the estimated maximum exposure far these
indemnifications was $117 million, tha majority of which expires in 2017. Of this
ameunt, $7 million has no cantractual expiration. For certain matters for which
Progress Energy receives timely notice, indemnity ehligations may extend beyond
the notice period. Certain indemnifications related to discontinued operations
have no limitations as to time or maximum potential future payments.

The following table inctudes the liabilities recognized fer the guarantees
discussed above. These amounts are primarily recorded in Other within Deferred
Cradits and other Liabilities on the Consalidated Balance Sheets. As current
estimates change, additional losses related to guarantees and indemnifications
to third parties, which could be material, may be recorded by the Duke Energy
Registrants in the future. The decrease in 2013 was mainly due the expiration of
guarantees. Accruals and expenditures were not material.

December 31,

2013 2012

Duke Energy $24 41

Progress Energy 9 B

Duke Energy Ficrida Y
8. JOINT OWNERSHIP OF GENERATING cperating expenses, except in certain instances where agreements have been

AND TRANSMISSIOR FACILITIES

The Duke Energy Registrants hold ownership interests in certain jointly
owned generating and transmission fatitities. The Duke Energy Registrants are
ertitled to shares of the ganerating capacity and cutput of each unit equal 4o
their respective ownership interests. The Duke Energy Registrants pay their
ownership share of additional construction costs, fuel inventory purchases and
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executed to limit certain joint owners’ maximum expasure to the additional
costs. The Duke Energy Registrants share of revenues and operating costs of
the jointly owned generating facilities is included within the corresponding line
in the Consolidated Statements of Operations. Each participant in the jointly
owned facilities must provide its own financing, except in certain instances
where agreements have been executed to limit certain joint owners’ maximum
exposure to the additional costs.
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The following table presents the share of jointly owned piant or facilities included on the Consolidated Balance Sheets. Al facilities are operated by the Duke

Energy Registrants unless otherwise noted.

December 31, 2013

Ownership Property, Plant  Accumulated  Construction Work
Share and Equipment  Depreciation in Progress
Duke Energy Carolinas
Catawha Nuclear Station (Units 1 and 2)=® 19.25% $ 887 $ 498 $ —
Duke Energy Progress
Mayn Station®@ £3.83 836 303 104
Shearon Harris Nuclear Statign/* §3.83 1,620 2,018 67
Brunswick Nuclear Statign= 8167 1921 1,009 176
Roxboro Station {Unit 4)aé 87.06 754 473 13
Duke Energy Florida
Crystal River Nuclear Station {Unit 3= 9178 — — —
Intercession City Station (Unit P11)te 60.67 25 13 —
Duke Energy Ohio
Miami Fort Station {Units 7 and 8)™e 64.0 624 232 1
W.C. Beckjord Station (Unit gy 375 — — —_
1M, Stuart Station™™ 398 823 281 16
Conesvifla Station {Unit 4) e 40.0 318 49 3
WM. Zimmer Statign‘™® 46.5 1358 574 4
Killen Station™e 330 308 139 i
Fast Bend Station®'¢ 69.0 447 240 13
Transmission facilities™»® Vanous 96 49 —
Duke Energy Indiana
Gibsan Statian {Unit 5)aw 50.05 308 160 2
Vermillign'@™ 62.5 154 Bl —
Transmission and local facilities'#4 Various 3726 1.582 —
Imternational Energy
Brazil - Canoas | and iI® 4.2 266 83 —

(a} Inciuded m Regulated Utilities segment
(b Co-owned with North Carglina Munitipal Fower Agency Number 1, NCEMC and Piedmont Municipat Power Agency.
(c)  Co-owned with North Catolina Eastern Municipal Power Agency.

(d) Al costs associated with Grystal River Unit 3 are included within Regulatory assets on the Consohdated Balance Sheets of Duke Energy, Progress Energy and Duke Energy Flonda See Note 4 for addihonal information.
Co-owned with Seminole Electnic Cooperative, Inc., Crty of Ocala, Orlando Utilities Commission, Crty of Gainesville, City of Leesburg, Kissimmee Utility Authonty. Utibes Commission of the City of New Smytna Beach, City of

Aachua and City of Bushned|

{e) Co-owned with Georgra Power Company. Georgia Power Company has exclusive rights ta the output of the uni during the manths of June through September

f  Included in Commercial Power segment.

(g} Co-owned with The Dayton Power and Light Company.

(ht  Co-owned with The Dayton Power and Light Company and Qtio Power Sompany.,

() Station is not operated by Duke Energy Ohio,

() Co-owned with WYPA and Indiana Municipal Power Agency.

(k) Co-owned with WVPA.

(I} Included in international Energy segment. Co-owned with Compahia Brasileira de Aluminio

9.  ASSET RETIREMENT OBLIGATIONS

Asset retirement obligations recognized by Duke Energy Carolinas, Progress Energy, Duke Energy Progress and Duke Energy Florida relate primarily to
decommissioning nuclear power facilities, asbestos removal and closure of landfills at fossil generation facilities. Asset retirement obligations at Duke Energy Ohio
relate primarily to the retirement of gas mains, asbestos removal and closure of landfills at fossil generation facilities. Asset retirement obligations at Duke Energy
Indiana retate primarily to obligations associated with asbestos removal ard closure of landfills at fossil generation facilities. Duke Energy also has asset retirement
obligations related to the removal of renewable energy generation assets in addition to the above items. Centain of the Duke Energy Registrants’ assets have an
indeterminate life, such as transmission and distribution facilities, and thus the fair value of the retirement obligation is not reasonably estimable. A liability for these

asset retirement obligations will be recorded when a fair value is geterminable.
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The following table presents changes in the liability assaciated with asset retirement abligations.

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy  Energy

{in millions) Energy  Carolinas Energy  Progress Florida Ohio  Indiana
Balance at December 31, 2011 $1,936 $1846 $1,265 $ 8% $369 $77 $ 23
Acquisitions'™ 3.062 — — — — — —
Accretion expanse™ 173 i18 86 64 22 1 1
Liahilities setiled (13) 3) 2 @ — — (10)
Revisions in estimates of cash flows® (N} 4] 234 e 234 — {
Liabilities incurred in the current year® 24 — 837 698 135 — 4
Balance at December 31, 2012 5176 1,959 2420 1,656 764 28 37
Acquisitions 4 _ — — — —_ -_
Accretion expense® 239 122 113 80 k| 2 —
Liabilities settled (a2 — (12) - (12) - —
Revisions in estimates of cash flows™ 449) (487 43 1 48 (2 1t
Balance at December 31, 2013 $4,958 $1,594 $2510 $1737 $833 $28 $30

{a
[0}
(c)
[§i)]

retirement gbhgations.
(e}
i

The Duke Energy Registrants' regulated operaticns accrue costs of
remaval for property that does not have an associated legal retirement
obligation based on regulatory arders fram state commissions. These costs
of removal are recorded as a regulatory liability in accordance with regulatory
accounting treatment. The Duke Energy Registrants do not accrue the estimated
cost of removal for any nonregulated assats. See Note 4 for the estimated cost
of remavat for assets without an associated legal retirement obligation, which
are included in Regutatory liakilities on the Consolidated Balance Sheets.

NUCLEAR DECOMMISSIONING COSTS

Use of the NDTF investments is restricted to nuclear decommissioning
activities. The NDTF investments are managed and invested in accordance with

Represents asset retirement obligatrons resuiting from the merger with Progress Energy. See Note 2 for addionat information

Substantially all accretion expense for the years ended December 31, 2013 and 2017 relates to Duke Energy’s regulated electnic operations and has been deferred m accordance with regufatory accounting treatment.

For Progress Energy and Duke Energy Flonda, the amounts relate to the retuement of Crystal River Unit 3,

Far Progress Energy, Duke Energy Progress and Duke Energy Florida, amounts pnmanly refate t spent nuciear fuel disposal recorded in the third quarter of 2012 to conform to Duke Energy’s assumphions for nuclear asset

Balances at December 31, 2013 and 2012, include $8 million and $7 mullion, respectively, reported in Other current habilrhes on the Consohidated Balance Sheets at Duke Energy, Progress Energy and Duke Energy Progress.
Amaunts for Duke Energy. Duke Energy Carolinas and Duks Energy Florida pimanly relate to the site- specific nuclear decommssioning cost studies completed in 2013

applicable requirements of various regulatory badies, including the NRC, FERC,
NCUC, PSCSC, FPSC and the Internal Revenue Service {IRS). The fair value of
assets legally restricted for purposes of settling asset retirement obligations
associated with nuclear decommissioning are $4,769 million and $2,477 millign
for Duke Energy and Duke Energy Carolinas at December 31, 2013, respectively,
and $3,941 million and $2,053 miltion for Duke Energy and Duke Energy
Caralinas at December 31, 2012, respectively. The NDTF balances far Progress
Energy, Duke Energy Progress and Duke Energy Florida represent the fair value
of assets Jegally restricted for purposes of settling asset retirement cbligations
associated with nuclear decommissianing. The NCUC, PSCSGC and FPSC require
updated cost estimates for decommissioning nuclear plants every five years.

The following table summarizes information about nuclear decommissioring cost studies.

Annual Year of

Funding  Decommissioning Cost

{in millions) Requirement Costst®! Study
Duke Energy Garolinas 2 $ 3420 2013
Duke Energy Progress 14 3,000 2009
Duke Energy Florida —_ 1,083 2013

{a} Represents cost per the most recent site-specic nuclear decommissioning cost studies, including costs o decommission plant components not subgect to radioactive contaminatton.
(b} Includes the Duke Energy Registrants ownership interest in jountly owned reactors Other joint owners are responsible for decommissigning costs related 10 thew interest w the reactors.
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NUCLEAR OPERATING LICENSES

Operating licenses for nuclear units are subject to extension. The following

table includes the current expiration of nuclear operating licenses.

10. PROPERTY, PLANT AND EQUIPMENT

Unit Year of Expiration
Duke Energy Carofinas

Catawba bnit 1 2043
Catawba Unit 2 2043
McGuire Unit 1 2041
McGuire Unit 2 2043
QOconee Unit 1 2033
QOcanea Unit 2 2033
Oconee Unit 3 2034
Duke Energy Progress

Brunswick Unit 1 2036
Brunswick Unit 2 2034
Harris 2046
Robinson 2030
Duke Energy Florida

Crystaf River Unit 3 2016

(a} Duke Energy Flonda has requested the NRC terminate the Crystal River Unit 3 operating iicense as a
result of the retirement of the unit.

The following tables summarize the property, plant and equipment.

December 31, 2013
Estimated Duke Duke Duke Duke Duke
Useful Life Duke Energy  Progress Energy Energy Energy Energy
{in milligns) (Years) Energy Carolinas Energy Progress Florida Ohio Indiana
Land $ 1481 $ 397 § M5 $ 383 $ 3 $ 17 $ 105
Plant — Regulated
Electric generation, distribution and transmission 2-125 18.m2 30,018 3,192 19,190 12,601 3925 11,594
Natural gas transmission and distribution 12-67 2,138 — — —_ — 2,138 —
QOther buildings and improvements 2-100 1,397 LTy 610 282 35 190 159
Plant — Nonregulated
Elegtric generation, distribution and transmissicn 2-100 6,267 —_ — —_ — 4017 —
Other buidings and improvements 9-100 2,512 — — — — 3 —
Nuclear fuel 2458 1,446 1,012 1,012 —_ —_— —
Equipment 1-33 1,557 287 621 357 94 a7 145
Construction in process 3,595 1,741 873 631 238 166 307
Cther 33 3438 510 867 413 294 243 178
Total property, plant and equipment® 103,115 34,906 36,480 2.3 13,863 11,143 12,489
Tetal accumulated depreciation — regulated® <@ {31,659) {11,894y  {13,008) (8,623 {4,252) (2,160 (3,913)
Total accumulated depreciation — nonregulated* (1,966} — — — — (748) —
Total net progerty, plant and equipment $ 69,490 $23012  $ 23382 $13,650 $ 9611 $ 8235 $ 8,576

{a) Includes capdahzed leases of 31,606 milion, $53 million, $328 million, $148 mulhon, $180 milhon, $36 mithon, and $30 mihion at Duke Energy, Duke Energy Caralinas, Progress Energy. Duke Energy Progress, Duke Energy
Fionda, Duke Energy Otio, and Duke Energy Indiana, respectively, primantly i regutated plant. The Progress Energy. Duke Energy Progress and Duke Energy Flonda amounts are net of $60 mulion, an insignificant amount ang

$57 midhon, respectively, of accumalated amortzation of capitalized leases

tb) Includes $1,118 milion, $681 mullion, $438 million and $438 million of accumulated amorhization of nuclear fuel at Duke Energy. Duke Energy Carolinas, Progress Energy and Duke Energy Progress, respectively.
{c} Includes accumulated amortization of capitalized leases of $40 million, $4 million. $21 milion and $5 mullhon at Duke Energy. Duke Energy Carolinas, Duke Energy Ohia and Duke Energy Indiana, respectively
{d) Includes gross property, plant and equipment cost of consolidated VIEs of $1678 million and accumulated depreciation of consolidated VIEs of $175 million at Duke Energy.
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December 31, 2012
Estimated Duke Duke Duke Duke Duke
Useful Life Duke Energy  Progress Energy Energy Energy Energy

{in millions) (Years) Energy  Carolinas  Eneigy Progress Florida Ohie Indiana
Land $ 1368 $ 378 § 6138 $ 380 $ 239 $ 136 $ 9%
Plant - Regulated

Elgctric generation, distribution and transmission 2-138 73,181 29,269 30.250 18,009 12,041 3774 8,622

Matural gas transmission and distribution 12-60 2026 — — — — 2026 —

QOther buildings and improvements 2-100 1319 44 609 283 318 125 149
Plant — Norregulated

Electnic generation, distribution and fransmission 2-1400 6,055 — — — — 3,870 —

Other buildings and improvements 9-50 2340 — — —_ — 191 —
Nuclear fuel 2127 1,277 850 850 — — —
Equipment 1-34 1,448 79 604 36 90 255 141
Construction in process 6,655 1,59 1424 946 474 204 2,836
Other 560 3,272 947 791 380 270 243 174
Total praperty, plant and equipment«* 100.391 34190 35146 21,184 13.432 10,824 1202
Total accumulated depreciation — regulated®=® (29,471) {11437y (12512 {8,185 (4.072) (1,995 {3.692
Total accusmulated depreciation — nonregulated™® (2,498) — — — — (703) —
Generation facilities to be retired, net 136 73 63 63 — — —
Total net property, plant and equipment $ 68,558 $22826 $22687 $13.062 $ 9360 $ 8126 $ 8320

{a) Includes caprtaized leases of $1,844 million, $53 mithon, $339 milion, $150 muhon, $189 millign, $86 million, and $28 mullion at Duke Energy, Duke Energy Carohnas. Progress Energy, Duke Energy Progress, Duke Energy
Flonda. Duke Energy Chio, and Duke Energy Indiana, respectively, pnmanly i regulated plant The Progress Energy. Dune Energy Progress and Duke Energy Florida amounts are net of $49 million, an insignificant amount and
$48 millon, respectively, of accumulated amortization of capitalized leases.

(b} includes $857 milhon, $557 milhon, $300 milion and $300 milon of accumuiated amortization of nuclear fue! at Duke Energy. Duke Ernergy Carohnas, Progress Enesgy and Duke Energy Progress, respectively,

{c) Includes accumulated amortization of capitalized leases of $34 million, $3 miliian. $12 milkon and $5 millian at Duke Energy, Duke Energy Carolinas. Duke Energy Ohio and Duke Energy Indhana, respectively

(d) Includes gross property. plant ang equipment cost of conschidated VIES of $1,558 million and accumulated depregiation of consohdated ViEs of $103 mithion at Duke Energy

The following table presents capitalized interest, which includes the debt companent of AFUDC.

Years Ended December 31,

{int millions) 2013 2012 2011
Duke Energy 490 3177 %166
Duke Energy Carolinas ) 11 72 78
Progress Energy 19 41 3
Duke Energy Progress 16 23 20
Duke Energy Florida 3 18 15
Duke Energy Ohio 12 15 9
Duke Energy Indiana 9 ki) 33
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11. GOODWILL AND INTANGIBLE ASSETS Duke Energy Ohio
Regulated  Commercial
GOODWILL {in millions) Utilties Power Total
The following tables present goodwill by reportable operating segment for Balance at December 31, 2012
Duke Energy and Duke Energy Ohio. Goadhwill $1,137 $ 1188 § 23
Accumulated impaicment charges (216) (1,188) (1.404)
Duke Energy Balance at December 31, 2012, as adjusted
for accumulated impairment charges 91 — 921
Regulated Imernational Commercial -

(in miltions) Utilities Energy Power  Total Foreign exchange and other changes (0 — (1)
Balance at December 31, 2012 Balance at December 31, 2013
Goodwill $ 15950 $353  § 933 g17p96  CGoodwill 1136 1188 2324
Accumulated impairment charges . _ B71) (871) Accumulated impairment charges (216) {1,188} {1,404)
Balance at December 31, 2012, Balance at December 31, 2013, as adjusted

as adjusted for accumulated for accumulated impairment charges $ 820 $ —

impairment charges 15950 353 62 16,365
Acquisitions™ 2 {5} 2 (0
Foreign exchange and other changes 2 (22) — (24}
Balance at December 31, 2013
Goodwil 15,950 32 935 1.2
Accumulated impairment charges — — (71 (81

Balance at December 31, 2013,
as adjusted for accumulated
impairment charges $ 15950 $ 326 $ 64 316,340

(a) Amounis represent purchase pnce adjustments related to the Progress Energy merger at Regulated
Utilrtes, the Chilean hydro acquisition at International Energy and a minor renewables acquisition at
Commercial Power See Note 2 for further informahion on purchase price adjustments related to the
Progress Energy merger

INTANGIBLE ASSETS

Progress Energy

Progress Energy had Goodwill of $3,655 million as of December 31, 2013
and 2012, for which there are no accumulated impairment charges.

Impairment Analysis

As the fair values of the reporting units of Duke Energy, Progress Energy
and Duke Energy Ohio exceeded their respective carrying values at the date of
the annual goodwill impairment analysis, no impairment charges were recarded.

In addition, at December 31, 2013, goodwill for the Renewables reperting
unit within Commercial Power was analyzed for impairment primarily as a
resuit of the expiration of wind production tax credits at the end of 2013, Based
on results of the fourth quarter 2013 impairment analysis, the fair value of
the Renewables reporting unit exceeded its carrying value and no impairment
was recorded. The fair value of the Renewables reporting unit is impacted by a
multitude of factars, including legislative actions related to tax credit extensions,
fong-term growth rate assumptions, the market price of power and discount
rates. Management cantinues to manitor thase assumptions for any indicators
that the fair value of the reporting unit could be below the carrying value, and

will assess goadwill for impairment as appropriate.

The following tables show the carrying amount and accumulated amortization of intangible assets.

December 31, 2013

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

{in millions) Energy Caralinas Energy Progress Florida Chio Indiana
Emission allowances $ 63 $1 s $3 $18 $ 20 $ 2
Renewable energy certificates 82 16 64 64 — 2 —
Gas, coal and power contracts 180 — —_ — — 156 24
Wind development righis B85 — -—_ —_ — —_ —
(Other 16 — — — — — —
Total gross carrying ameunts 487 17 85 67 18 178 45
Accumulated amortization -— gas, coal and power contracts {13) - —_ — _ (60) {13)
Accumulated amortization — wind development rights (12) — — —_ — _ —
Accumulated amartization — other (24} — — — — — —
Total accumulated amartization {109} — — — — {60) 13)
Total intangible assets, net $ I v 385 $67 $13 $118 $
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December 31, 2012

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

{in millions} Energy Carolinas Energy  Progress Florida Ohio Indiana
Emission allowances § 80 $— 126 $ 4 $22 $ 24 $ 29
Renewable energy certificates 13 14 2 1 — — _
Gas, coal and power contracts 295 — — — — 212 24
Wind development rights 111 — — — — — —
Other 91 — — — — 10 —
Total gross carrying amounts 595 14 28 5 22 306 53
Accumulated amortization — gas, coal and power contracts (180) — — — — (168) {12)
Accumulated amortization — wind development rights )] — — — — — _
Accumulated amortization — other (34) — — — — &) —
Total accumulated amortization (223) — — — — (17N (12
Total intangible assets, net $ 372 $14 $28 $5 22 $129 $ 41

Impairment of Emission Allowances

On August 8, 2011, the EPA’s final rule to replace CAIR was published in
the Federal Register. As further discussed in Note 5, CSAPR established state-
level annual S0, and NO, caps that were required to take etfect on January 1,
2012, and state-level 0zone-seasen NO, caps that were to take effect on
May 1, 2012. CSAPR did not utilize CAA emission allowances as the original
CAIR provided. Under CSAPR, the EPA was expected to issue new emission
allowances to be used exclusively for purposes of complying with CSAPR
cap-and-trade program. After this ruling was published in 2011, Duke Energy
evaluated the effect of CSAPR on the carrying value of emission allowances
recorded at its Regulated Utilities and Commercial Power segments. Based an
the provisions of CSAPR, Duke Energy Ohio had mare SO, allawances than were
needed to comply with the continuing CAA acid rain ¢ap-and-trade program
(excess emission aflowances). Duke Energy Ohio incurred a pretax impairment
of $79 million in 2011 to write down the carrying value of excess emission
allowances held by Commercial Power to fair value. The charge is recorded in
Goodwill and other impairment charges on Duke Energy Ohio's Consolidated
Statements of Operations. This amount was based on the fair value of excess
allowances held by Commercial Power for compliance under the continuing CAA
acid rain cap-and-trade program as of September 30, 2011.

Amortization Expense

The following table presents amortization expense for gas, coal and power
contracts, wind development rights and other intangible assets.

December 31,
{in millions) 2013 2012 2011
Duke Energy $13 14 $10
Duke Energy Ohia 8 12 8
Duke Energy Indiana 1 1 1

The table belaw shows the expected amortization expense far the
next five years for intangible assets as of December 31, 2013. The expected
amortization expanse includes estimates of emission allowances consumption
and estimates of consumption of commodities such as gas and coal under
existing contracts, as well as estimated amortization related to the wind
development projects. The amortization amounts discussed below are estimates
and actual amounts may differ from these estimates due to such factors as
¢hanges in consumption patterns, sales or impatrments of emission aflowances
or other intangible assets, delays in the in-service dates of wind assets,
additional intangible acquisitions and other events.

(in millions) 2014 2015 2016 2017 2018
Duke Energy $43 319 $17 %16 316
Progress Energy 4 3 2 1 1
Duke Energy Progress 1 — - — .
Ouke Energy Florida 3 3 2 1 1
Duke Energy Ohio 11 9 9 9 9
Duke Energy Indiana 22 1 1 1 1
12. INVESTMENTS IN UNCONSOLIDATED AFFILIATES

EQUITY METHOD INVESTMENTS

Investments in domestic and international affiliates that are not controlled
by Duke Energy, but over which it has significant influence, are accounted for
using the equity methed. As of December 31, 2013 and 2012, the carrying
amount of investments in affiliates with carrying amounts greater than zero
approximated the amount of underlying equity in net assets.
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The following table presents Duke Energy’s investments in unconsolidated affiliates accounted for under the equity method, as well as the respective equity in

earfings, by segment.

Years Ended December 31,
013 2012 2011
{in millions) Investments  Equityin earnings  Investments  Equityin earnings  Equity in earnings
Regulated Utilities $ 14 $ {1} $ 5 $ 5 ) —
Internatianal Energy 82 110 81 134 145
Commercial Pawer 252 7 219 14
(ther 52 6 178 5 9
Total $ 300 H 122 $ 483 $ 143 $ 160
. During the years ended December 31, 2013, 2012 and 2011, Duke Energy
received distributions frem equity investments of $144 million, $183 million and Years Ended December 31,
$149 million, respectively, which are included in Other assets within Cash Flows (i miltions) 013 2012 2011
fram Operating Activities an the Censofidated Statements of Cash Flows. Duke Energy Carolinas
thugliclfgagzg]sveﬂjmf r::s in affiliates accounted for under the equity Corporate governance and shared service expenses $ 927 $1112 $1,009
me g adis Elow. Indemnification coverages™ 22 21 21
. Joint Dispatch Agreement (DA} revenue® 121 18 —
International Energy Jont Dispatch Agreement (DA) expense® m N —
Duke Energy owns a 25 percent indirect interest in NMC, which owns and Progress Energy _
operates a methanol and MTBE tusiness in Jubail, Saudi Arabia, Corporate governance and shared services proviced
by Duke Energy™ $ 2908 638 —
. Corporate govemance and shared services provided
Commercial Power to Duke Energy® 9% 8 B
Investments acceunted for under the equity method primarily consist of lndemnification coverages™ 3 PR
Duke Energy's approximate 50 percent ownership interest in the five Catamount  JDA evenue'™ ne 9 —
Sweetwater, LLC wind farm projects (Phase V), INDU Sofer Holdings, LtCand ~ JDAespense® e
DS Cornerstone, LLC. All of these entities own solar or wind power projects Duke Energy Progress
in the United States. Duke Energy also awns a 50 percent interest in Duke Corporate governance and shared service expenses™ $ 266 $ 254 § 203
American Transmission Co., LLC which builds, owns and aperates electric Indemmification coverages™ 20 3 —
transmission facilities in North America. JDA revenue® 118 9 —
JDA expense®™ 121 18 —
Other Duke Energy Florida
. . Corporate governance and shared service expenses® $ 182 ¢ 186 § 160
As of December 31, 2012, investments accaunted for under the equity ,m;;';nmcgténn;vmgesm ' e 14 s 8 k .
method primarily included a 50 percent ownership interest in DukeNet, which -
awns and operates telecommunications businesses. On December 31, 2013, Duke Energy Ohio _ .
Duke Energy completed the sale of its ownership interest in Dukelet o Co:purqtg governance and‘ihared SEMViCe expenses $ 347 3 398 § 401
Time Warner Cable, Inc. After retiring existing DukeNet debt and payment of Indemnification coverages b 0
transactions expenses, Duke Energy received $215 million in cash proceeds and Duke Energy Indiana
recorded a $105 million pretax gain in the fourth quarter of 2013. Corporate governance and shared Service expenses® $ 422 ¢ 419 § 415
Indemnification coverages® 14 8 7

13.  RELATED PARTY TRANSACTIONS

The Subsidiary Registrants engage in related party transactions, which are
generally performed at cost and in accordance with the applicable state and federal
commission regulations. Refer to the Consolidated Batance Sheets of the Subsidiary
Registrants for batances due to or dye from related parties. Amounts related
to transactions with refated parties included in the Consolidated Statements of
COperations and Comprehensive Income are presented in the following table.
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(a}  The Subsidiary Registrants are charged thew proporbianate share of corporate govemance and ather tosts by
unconsohdated affiliates that are consoiidated affiliates of Duke Energy and Progress Energy. Comorate govemance
and ather shared sennces costs are pumanty refated to human resources, emplayee henefts. legal and accounting
fees. as well as ather third-party costs. These amounts are recorded in Operation, mamtenance and ofher on the
Consohdated Statements of Operahons and Comprehensive Income. See Note 21 for additional information,

The Subsidiary Registrants incur expenses related to certain mdemnification coverages through Bison,
Duke Energy’s whally owned captive insurance subsidiary. These expenses are recorded in Operation,
maintenance and other on the Gonsolidated Statements of Operations and Comprehensive Income.,
Effective wath the consummation of the merger between Duke Energy and Progress Energy. Duke Energy
Carohnas and Cuke Energy Progress began to parhoipate i a JDA The JDA allows the collective dispatch
of power plants between serace temiones to reduce customer rates, Revenues from the sale of power
under the JDA are recorded in Operating Revenues and expenses from the purchase of power under the
JDA are recorded in Fugd used 13 electric generation and purchased power on the Consalidated Statements
of Operations and Comprehensive Income.

Progress Energy charges a proportionate share of corparate governance and other costs 1o unconsolidated
affiliates that are consolidated affilkates of Duke Energy Corporate governance and other shared costs
arg primanly related to human resources, employee benelits, legal and accounting fees, as well as other
third-party costs. These charges are recorded as an offset to Operation, maintenance and other in the
Statements of Operations and Comprehensive Income.

(b

(3
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In addition to the amounts presented above, the Subsidiary Registrants
record the impact on net income of other affiliate transactions, incfuding rental
of office space, participation in a money pool arrangement, other operaticnal
transactions and their proportionate share of certain charged expenses. See
Note 6 for mare informaticn regarding money paol. The netimpact of these
transactions was nat material for the years ended December 31, 2013, 2012 and
2011 for the Subsidiary Registrants,

As discussed in Note 17, certain trade receivables have been sold by Duke
Energy Ohio and Duke Energy Indiana to CRC, an affiliate formed by a subsidiary
of Duke Energy. The proceeds obtained from the sales of receivables are Jargely
tash but do include a subordinated note from CRC for a portion of the purchase
price.

In January 2012, Cuke Energy Chio recorded a non-cash equity transfer of
$28 millian related to the sale of Vermilion to Duke Energy Indiana. Duke Energy
Indiana recarded a non-cash after-tax equity transfer of $26 million for the
purchase of Vermillion from Duke Energy Ohio. See Nete 2 for further discussion.

Duke Energy Commercial Asset Management {DECAM) is a nenregulated,
direct subsidiary of Duke Energy Ohia. DECAM conducts business activities
including the execution of commodity transactions, third-party vendor and supply
contracts, and service contracts for certain of Duke Energy’s nonregulated
entities. The commaodity contracts DECAM enters are accounted for as
undesignated contracts or NPNS. Consequently, mark-to-market impacts of
intercompany contracts with, and sales of power to, nenregulated entities are
reflected in Duke Energy Ohia’s Consolidated Statements of Operations and
Comprehensive Income. These amounts totaled net expense of $6 miltion and
net revenue of $24 million and $18 million, respectively, for the years ended
December 31, 2013, 2012 and 2011. Because it is not a rated entity, DECAM
receives its credit support from Duke Energy or its nonregulated subsidiaries
and not the regulated utility operations of Duke Energy Ohio. DECAM meets its
funding needs through an intercompany loan agreement from a subsidiary of
Duke Enargy. DECAM also has the ability ta loan money to the subsidiary of Duke
Energy. DECAM had an outstanding intercompany loan payable of $43 million
and $79 million, respectively, as of December 31, 2013 and 2012, This amount
is recorded in Notes payable to affiliated companies on Duke Energy Chio’s
Consolidated Balance Sheets.

14. DERIVATIVES AND HEDGING

The Duke Energy Registrants use commodity and interast rate contracts
ta manage commodity price and interest rate risks. The primary use of energy
commodity derivatives is to hedge the generation portfolio against changes in
the prices of electricity and natural gas. Interest rate swaps are used to manage
interest rate risk assaciated with borrowings.

Alt derivative instruments not identified as NPNS are recorded at fair value
as assets or liabilities on the Consolidated Balance Sheets. Cash collateral
refated to derivative instruments executed under master retting agreement is
offset against the collateralized derivatives on the balance sheet.

Changes in the fair value of derivative agreements that either do not
qualify for or have not been designated as hedges are reflected in current
garmings or as regulatory assets of liabilities.

COMMODITY PRICE RISK

The Duke Energy Registrants are exposed to the impact of changes in the
future grices of electricity, coal, and natural gas. Exposure to commodity price
risk is inflvenced by a number of factors including the term of contracts, the
liquidity of markets, and delivery locations.

Commodity Fair Value and Cash Flow Hedges

At Decembier 31, 2013, there were no open commedity derivative
instruments designated as hedges.

Undesignated Contracts

Undesignated contracts may include contracts not designated as a hedge,
contracts that do nat qualify for hedge accounting, derivatives that do not or
no kenger qualify for the NPNS scope exception, and de-designated hedge
contracts. These contracts expire as late as 2018.

Cuke Energy Carolinas and Duke Energy Progress have entered into firm
pawer sale agreements, which are accounted for as derivatives, as part of the
Interim FERC Mitigation in connection with Duke Energy’s merger with Progress
Energy. See Note 2 for further information. Duke Energy Carolinas’ undesignated
contracts are primarily associated with farward sales and purchases of
electricity. Duke Energy Progress’ and Duke Energy Florida's undesignated
contracts are primarily associated with forward purchases of natural gas. Duke
Energy Ohio’s undesignated contracts are primarily associated with forward
sales and purchases of electricity, coal, and natural gas. Duke Energy Indiana’s
urdesignated contracts are primarily associated with forward purchases and
sales of electricity and financial transmission rights.

Volumes

The tables show information relating to the volume of the outstanding
commadity derivatives. Amounts disclosed represent the notional volumes of
commedity contracts excluding NPNS. Amounts disciosed represent the absclute
value of notignal amounts. The Duke Energy Registrants have netted contractual
amounts where offsetting purchase and sale contracts exist with identical delivery
lacations and timas of delivery. Where all commodity positions ara perfectly offset,
no quantities are shawn.

December 31, 2013

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy

Energy Carolinas Energy Progress Florida Ohio Indiana

Electricity (Gigawatt-hours}® 11466 1,205 925 925 — 69,362 203
Natural gas (millions of decatherms) 636 — 363 141 222 4 —
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December 31, 2012

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy

Energy Carplinas Energy Progress Florida Ohio Indiana

Electricity (Gigawatt-hours)® . 52,104 2,028 1,850 1,850 — 51,215 97
Natural gas (mullions of decatherms) 528 — 348 118 23 180 —

{a)  Amount; at Duke Energy Ohio include intercompany positions that ehminate at Duke Energy.

INTEREST RATE RISK

The Duke Energy Registrants are exposed to changes in interest rates
as a result of their issuance or anticipated issuance of variable-rate and
fixed-rate debt and commercial paper. Interest rate risk is managed by limiting
variable-rate exposures to a percentage of totat debt and by monitoring
changes in interest rates. To manage risk associated with changas in interest
1ates, the Duke Energy Registrants may enter into interest rate swaps,
U.5. Treasury lock agreements, and other financial contracts. In anticipation

of certain fixed-rate debt issuances, a series of forward starting interest rate
swaps may be executed to lack in components of current market interest
rates. These instruments are later terminated prior to or upan the issuanca of
the corresponding debt. Pretax gains or losses recognized from inception to
termination of the hedges are amortized as a compaonent of interest expense
over the life of the debt,

Duke Energy has a combination foreign exchange, pay fixed-receive
floating interest rate swap to fix the US dollar equivalent payments on a
floating-rate Chilean debt issue.

The following tables show notional amounts for derivatives related to interest rate risk.

December 31, 2013 December 31, 2012
Duke Duke Duke Duke
Duke Energy Duke Progress Energy Energy Energy
(in millions) Energy Ohio Energy Energy Progress Chio Indiana
Cash fiow hedges® $ 798 $— $ 1047 $— § — t— $ —
Undesignated contracts H n 290 50 50 21 200
Fair value hedges - — 250 — — 250 —
Tota! notional amount $ 832 $27 $ 1,587 $ 50 $ 50 $277 $200
{a)  Duke Dnergy inchudes amounts reiated to non-recotrse vanable rate long-term debt of YIES of 5584 mithon at December 31. 2013 and $620 million at Cecember 31, 2012
DUKE ENERGY December 31,
2013 2012

The following table shows the fair value of derivatives and the line
items in the Consolidated Balance Sheets where they are reported. Although
derivatives subject to master netting arrangements are netted on the
Consolidated Balance Sheets, the fair values presented below ara shown gross
and cash collateral on the derivatives has not been netted against the fair
values shpwn.

(in millions} Asset Liability Asset Liability

Derivatives Designated as Hedging Instruments

Commodity contracts
Current liabilities: othes $— $1 38— § 2
Deferred credits and other labilities: other —_ -— - 1
Interest rate contracts
Current assets; other — — 2 -
Investments and other assets: other il — 7 —
Current liabilities: Other — 18 — 81
Deferred credits and other liabilities: other — 4 35
Total Derivatives Desigriated as HedgingInstrumems $ 27 $ 23 ¢ 9 $119
Derivatives Not Designated as Hedging Instruments
Commodity contracts
Current assets: other $201 %158 $ 41 ¢ 2
Investments and other assets: other 215 131 106 50
Current liabilities: other 13 153 106 407
Defesred credits and other liabilities: other 3 166 2 255
Interest rate confracts
Current liabilities: other — 1 — 76
Deferred credits and other liabikities: other — — 8
Total Derivatives Not Designated as Hedging

Instruments $434 4613 $255 $798
Total Derivatives $461  $636 $264 3017
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The tables below show the balance sheet location of derivative contracts
stbject to enforceable master nefting agreements and include collataral posted
to offset the net position. This disclosure is intendad to enable vsers to evaluate
the effect of netting arrangements an financial position. The amounts shown
ware calculated by counterparty. Accounts receivabie or accounts payable may
2lso be available 1o offset exposures in the event ¢f bankruptey. These amounts
are not included in the tables below.

December 31, 2013

Derivative Assets Derivative Liabifities
Non- Non-
{in millions) Current®  Current® Current®  Current®
Gross amounts recognized $214 $233 $in $ 299
Gross amaunts offset [OEE) I e I L2 (155)
Net amount subject fo master netting 33 95 130 14
Amounts not subject to master nefting — 14 4 11
Net amounts recognized on
the Consolidated Balance Sheet $ 3 $ 109 $134 $ 155
December 31, 2012
Derivative Assets Derivative Liabilities
Non- Non-
{in millions) Current®  Current™ Current®  Current'®
Gross amounts recognized $ 127 $ 9% $ 402 $ 295
Gross amounts offset 114 (54) (15h 90
Net amounts subject to master netting 13 42 251 205
Amounts not subject to master netting 22 19 156 54
Net amounts recognized on
the Consolidated Balance Sheet $ B $ 6l $ 417 $ 259

(a} Included in Other withm Current Assets on the Consoiidated Bafance Sheet.

(8} Incheded o Gthes vittun investaments and Other Assets on the Consoldated Batance Sheet

{c)  Included in Other within Current Liabilities on the Consobdated Balance Sheet.

{d) Included in Other within Dederred Credits and Other Liabilities an the Consolidated Balanct Sheet.

The following table shows the gains and losses during the year recognized
on cash flow hedges and the line items on the Consglidated Statements
of Operations where such gains and losses are included when reclassified
from ADCI.

Years Ended December 31,

(in millions} 2013 2012 011
Pretax Gaing {Losses) Recorded in AQCY
Interest rate contracts™ $79 323 3§ (8%
Commodity contracls 1 1 .
Total Pretax Gains (Losses) Recorded in AOCI $80 $ 22 § (88
Location of Pretax Gains and {Losses) Reclassified

from AGCl into Earnings
Interest rate contracls
Interest expense P 2 8O
Total Pretax Gains (l.osses) Reclassified

from AQCI into Earnings $@ % 2 8 5

(2} PReciassified to earmngs 35 interest expense oues the tesm of the selated debil.
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There was no hedge ineffectiveness during the years ended December 31,
2013, 2012 and 2011, and no gains or losses were excluded from the
assessment of hedge effectiveness during the same periods.

At December 31, 2013, and December 31, 2012, $59 million and
$151 million, respectively, of pretax deferred net lasses interest rate cash
flaw hedges were included in AQCI. A $4 million pretax gain is expected to be
recognized in eamings during the next 12 months as interest expense.

The following table shows the gains and losses during the year recognized
on undesignated derivatives and the line items on the Consclidated Statements
of Operations or the Consolidated Balance Sheets where the pretax gains and
logses were reported.

Years Ended
December 31,

{in millions) 013 012 2011
Location of Pretax Gains and (Losses) Recognized

in Earnings
Commodity contracts
Revenue: Regulated electric $ 115 5 —
Revenue: Nonregulated electric, natural gas and other 43 38 59
QOther income and expenses — @ —
Fuel used in electric generation and purchased

power-reguiated {20 (198 —
Fuel used in electric generation and purchased

power — nonregulated (100) 2 (1
Interest rate contracts
Interest expense 18) (8 —
Total Pretax {Losses) Gains Recognized in Earnings ${24) $0187n § (60)
Location of Pretax Gains and {Losses) Recognized

as Regulatory Assets or Liabilities
Commodity contracts™
Regulatory assets $ 1038 @ §$
Regulatory liabilities 15 30 17
Interest rate contracts™
Regulatory assets 5% 10 {165
Regulatory Kabilities — — (60)
Total Pretax Gains {Losses) Recognized as Regulatory

Assets or Liabilities 80 § 44 (209

{3} Reclassified to earmngs to match recovery through the fuel clause.
{b) Reciassified 1o eamings as interest expense over the term of the related debt.

DUKE ENERGY CAROLINAS

The following table shows the fair value of derivatives and the line
items in the Consclidated Balance Sheats where they are reported. Although
derivatives subject to master netfing arrangements are netted on the
Consolidated Balance Sheets, the fair values presented below are shown gross
and cash coltzteral on the derivatives has not been netted against the fair
valugs shown.
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December 31,
2013 2012
hsset Liability Asset Liabiliy

{in millions}

Derivatives Not Designated as Hedging Instruments
Commodily contracts

Current lizbil:ties: other $— $1 38— §$6
Deferred credits and other liabilities: other — 1 — [
Total Derivatives Not Designated as Hedging

Instruments $— $2 35— s
Total Derivatives $—  $2 %— 12

The tables below show the batance sheet location of derivative contracts
subject to enforceable master netting agreements and include collateral
posted to offset the net position, This distiosure is intended to enable users to
evaluate the effect of netting arrangements on financial position. The amounts
shown were calculated by counterparty. Accaunts receivable or accounts
payable may alsa be available to offset exposures in the event of bankruptcy.
These amounts are not included in the tables below.

December 31, 2013
Derivative Assets Derivative Liabilities
Non- Non-
{in millions) Current®  Current®  Current® Current®
Amounts not subject to master netting $— $— $1 $1
Net amounts recognized on
the Consolidated Balance Sheet $— $— $1 $1
December 31,2012
Derivative Assets Derivative Liabilities
Non- Non-
{in millions) Current®  Current®™  Current Current'
Amounts not subject to master netting $— §— $6 $6
Net amounts recagnized on
the Consolidated Balance Sheet $— $— $6 $6

(&)
()
(©
(d}

Included in Cther wathin Current Assets on the Consolidated Balance Sheet.

Included in Other within Investments and Other Assets on the Consofidated Balance Sheet.
Included mn Other within Gurrent Liabiliies on the Consolidased Balance Sheet.

fncluded m Other within Deferred Credits and Other Lizbilities on the Consolidated Balance Shest.

The following table shaws the gains and fosses during the year recognized
on cash flow hedges and the line items on the Consolidated Statements of
Operations and Comprehensive Income where such gains and losses are
included when reclassified from AQCI,

Losses on cash flow hedges reclassified at Duke Energy Caralinas during
the year ended December 31, 2013 and 2012 were not material,
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Years Ended
December 31,

(in millions} 2013 2012 2011

Location of Pretax Gains and {Losses) Reclassified from AOCI
into Earnings

Interest rate contracts
Interest expense HLEI A ()
Total Pretax Gains (Losses) Reclassified from AQCI

inte Earnings $3) @ s

Far the years ended December 31, 2013, Duke Energy Carolinas had
$23 millicr of pretax deferred net losses an settled interest rate cash flow
hedges remaining in AQCI. A $5 million pretax gain is expected to be recognized
in earnings during the next 12 months as interest expense.

The following 1able shows the pains and Josses during the year recognized
o0n undesignated derivatives and the line items on the Consolidated Statements
of Operations or the Consolidated Balance Sheets where the pretax gains and
losses were reported.

Years Ended
December 31,
{in millions} 013 2012 2011
Location of Pretax Gains and (Losses) Recognized
in Earnings
Commadity contracts
Revenue: Regulated electric $12) 12 3 —
Total Pretax (Losses) Gains Recognized in Earnings $(12) 0 $ —
Location of Pretax Gains and {Losses} Recognized
as Regulatory Assets or Liabilities
Interest rate contracts
Regulatory assets $— 33— 3
Regulatary liabilities - = {60}
Total Pretax Gains (Losses) Recognized as Regulatory
Assets or Liabilities $— 53— 3153
PROGRESS ENERGY

The following table shows the fair value of derivatives and the line items in
the Consolidated Balance Shests where they are reported, Although derivatives
subject to master netting arrangements are netted on the Consolidated Balance
Sheets, the fair values presented below are shown gross ard cash collateral on
the derivatives has nqt been netted against the fair values shown,
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December 31,
2013 2012
Asset Liability Asset Liability

{in millions)

Derivatives Designated as Hedging Instruments
Commodily contracts

Current liabilities: other $— $1 38— § 2
Deferred credits and other fiabilities: other — 4 — 1
Total Derivatives Designated as Hedging Instruments $— $ 5 $— $ 3
Derivatives Not Designated as Hedging Instruments
Commodify contracts
Current assels. other $3 $2 %33 §—
Investments and other assets: other 2 1 8 —
Current fiabilities: other 1 105 — 231
Deferred credits and other lizbilities: other 4 91 — 195
Inferest rafe contracts
Current liabiities: other — _ - 11
Total Derivatives Not Designated as

Hedging Instruments $20  $199 $11 3437
Total Derivatives $20  S204 $11 440

The tables below show the balance sheet location of derivative cortracts
subject to enforceable master netting agreements and include collateral posted
to offset the net position. This distlosure is intended to enable users ta evaluate
the effect of netting arrangements on financial position. The amounts shown
were calculated by courterparty. Accounts receivabie or accounts payable may
also be available to offset expasures in the event of bankruptcy. These amounts
are not included in the tables below.

December 31, 2013
Derivative Assets Derivative Liabilities

Naa- Nen-

(in millions) Corrent®  Current®  Current®  Current®

Gross amounts recognized $15 $5 $107 $93

Gross amounts offset 13 ) {17 an

et amount Subject to master netting 1 1 99 83

Amounts not subject to master netting — — — 4
Net amounts recognized on

the Consolidated Balance Sheet $ 2 $1 $ 90 $ 87
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December 31, 2012

Derivative Assets Derivative Liabilities

Non- Non-

{in millions) Current®  Current™  Current™ Current®

Gross amounts recognized $ 3 $ 8 $ 244 $192

Gross amounts offset — — 27 36)

Net amounts subject to master netting 3 8 222 156

Amounts not subject to master nefting — — — 4
Net amounts recogrized an

the Consolidated Balance Sheet $ 3 $ 8 § 222 $ 160

Inciuded in Cther within Corrent Assets onthe Consohdated Batance Sheet,

In¢luded m Other within Investments and Other Assets on the Consolidated Balance Sheet.
Included in Other within Current Liabiibies on the Consolidated Balance Sheet.

Included i Qther within Deferred Credits and Other Liabihes on the Consobidated Bafance Sheet,

The following table shows the gains and lesses during the year recognized
on cash flow hedges and the line items on the Consolidated Statements of
Operations and Comprehensive Income or Consolidated Balance Sheet where
such gains and losses are included when reclassified from AQC),

Years Ended
December 31,
{in millions) 013 2007 2011
Pretax Gains (Losses) Recorded in A0CI
Commaodity contracts $1 §$ 1 § 0
Interest rate contracts — (11} (14D
Total Pretax Gains (Losses) Recorded in AOCI $1 800§y
Location of Pretax Gains and {Losses) Reclassified
from ADCI into Earnings
Interest rate contracts
Interest expense $— (1 33
Total Pretax Gains (Losses) Reclassified from AOCI
into Earnings $— $(9 $ (3
Location of Pretax Gains and {Losses) Reclassified
from AQC! to Regulatory Assets or Liabilities™
Interest rate contracts
Regulatory assets $— 5059 § —
Total Pretax Gains {Losses) Recognized as Regulatory
Assets ot Liabilities —  H15m ¢ —

[EX
(b

Retlassiied to earmngs as inlerest expense over the term of the related debt.

Effective with the merger. Progress Energy no longer designates interest rate denvatives for cegulated
aperations as cash flow hedges. As a result, the pretax iosses on dervatives as of the date of the merger
were reclassihed from ADC to Regulatory assets.

There was no hedge ineffectiveness during the years ended December 31,
2013, 2012, and 2011, and no gains or losses have been excluded fram the
assessment of hedge etectiveness during the same periods.

At December 31, 2013, and 2012, $61 million and $65 million,
respectively of pretax deferred net lesses on derivative instruments related
to interest rate cash flow hedges were included as a component of AOCI.

A $5 million pretax loss is expected to be recognized in eamings during the next
12 months as interest expense.
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The following table shows the gains and losses during the year recognized
on undesignated derivatives and the line items on the Consolidated Statements
ot Dperations and Comprehensive Income or the Consalidatad Balance Sheets
where the pretax gains and fosses were reported.

Years Ended
December 31,

{in millions) 013 012 2011
Locatign of Pretax Gains and (Losses) Recognized

in Earnings
Commapdity contracts
{perating revenues $ 11 $an s 1
fuel used in electric generation and purchased power (zo0y (A58 (291
{ther income and expenses, net — 7 (59
Interest rate contracts
Interest expense an (8) —
Total Pretax (Losses) Gains Recognized in Earnings $(206) % (460) 3 {359
Locatien of Pretax Gains and (Losses) Recognized as

Regulatory Assets or Liabilities
Commodity contracts™
Regulatory assets $ 10 S $(6ID
Interest rate contracts®
Regulatory assefs 18 6 —
Total Pretax Gains {Losses) Recognized as Regulatory

Assels or Liabilities $ 2 $(169) § {502

{a) Reclassified to earnings to match recovery through the fuel clavse
{b) Reclassified to earnings as interest expense over the term of the related debt.

DUKE ENERGY PROGRESS

The following table shaws the fair value of derivatives and the line items in
the Consolidated Balance Sheets where they are reported. Although derivatives
subject to master netting arrangements are netted on the Consclidated Balance
Sheets, the fair values presented below are shown gross and cash collateral on
the derivatives has not been netted against the fair vafues shown.

December 31,
2013 2012

The tables below show the balance sheet location of derivative contracts
subject to enforceable master netting agreements and irclude collateral posted
to offset the net position. This disclosure is intended to enable users ta evaluate
the effect of netting arrangements on financial position. The amounts shown
were calcufated by counterparty. Accounts receivable or accounts payable may
also be available to offset exposures in the event of bankruptcy. These amounts
are not included in the tables below.

December 31, 2013

Derivative Assets Derivative Liabilities
Non- Non-
(in millions) Current  Current®  Current®  Current®
Gross amounts recognized $3 $3 $41 $30
Gross amounts offset 3 (3) (3 (k)
Net amount subject to master netting — — K} H
Net amounts recognized on
the Consolidated Balance Sheet $— $— $38 s
Pecember 31, 2012
Derivative Assets Derivative Liabilities
Non- Non-
{in millions) Current®  Current™  Current™  Current'®
Graoss amounts recognized $1 $1 $97 $69
Gross amounts offset — — V] )
Net amounts subject to master netting 1 1 95 62

Net amounts recegnized on
the Consolidated Balance Sheet i1 $1 $95 $62

(2) Included in Other within Current Assels on the Consolidated Balance Sheet.

(%) included in Other vathin investments and Other Assets on the Consolidated Balance Sheet.

{c)  Included in Other within Current Liabilibes on the Consolidated Balance Sheet.

{d} Included in Other within Deferred Gredits and Other Liabilthes on the Consnlidated Balance Sheet.

The following table shows the gains and losses during the year
recognized on cash flow hedges and the line items on the Consolidated
Statements of Operations and Comprehensive Income or Consolidated
Balarce Sheets in which such gains and losses are included when

{tn millions} Asset Liability Asset Liability reclassified from AQCI.
Derivatives Designated as Hedging Instruments
Commodity contracts Years Ended December 31,
Current liabilities: other $— $ 13— 351 (in millions) 2013 2012 2011
Defemred credits and other liabilities: other — — — 1 Pretax Gains (Losses) Recorded in AOCI
Total Derivatives Designated as Hedging Instruments $— $ 1 $3— § 2 Interest rate contracts® $— S o
Derivatives Not Designated as Hedging Instruments Total Pretax Gains {Losses) Recorded in AQCI $— 3 70
H fa)
Commodily contracts Location of Pretax Gains and {Losses) Reclassified
Current 2ssets: other $— $— $1 38— from AGCI into Earnings
‘éweﬁ?:;sili?iﬁgt‘:;fsw& ofher ; 4[1] ! ; Interest rate contracts
urren 4 —
Interest —
Deferred credits and other iabiltes: other 2 N® — 68 [957 Ehpense - 30 80
Interest rate contracis Total Pretax Gains {Losses) Reclassified from AOCI
Current liabilities: other — —_ — 11 into Earnings $— § B $
Total Derivatives Not Designated as Hedging Instruments $ 6  $ 70 $ 2 $164
Total Derivatives $6 $71 %82 3166

{a} Substantially all o these contracts are recorded as reguiatory assets of habihites.
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Years Ended December 31,
013 202 2011

{in millions)

Location of Pretax Gains and (Losses} Reclassified
from AOCI to Regulatory Assets or Liabilities™

Interest rale contracts

Regulatory assets $—

a1 $—

Total Pretax Gains (Losses) Recognized as Regulatory

Assets or Liabilities $—
Reclassified 1o earnings as interest expense over the term of the related deb.
Effective with the merger. Duke Energy Progress no longer designates interest rate derrvatives for
regulated operations a3 cash flow hedges. As a result, the pretax lossgs on denvalives as of the date of
the merger were réclassified from ADCI to Regulatory assets

s $—

(a)
(b}

There was no hedge ineffectiveness during the years ended December 31,
2013, 2012 and 2011, and no gains or losses have been excluded from the
assessment af hedge effectivenass during the sama periods.

The following table shows the gains and losses during the year recognized
on undesignated derivatives and the ling items on the Consolidated Statements
of Operations and Comprehensive Income or the Conselidated Balance Sheets
where the pretax gains and losses were reported.

December 31,
2013 2012
Asset Liability Asset Liability

(in millions)

Derivatives Designated as Hedging Instruments
Commodity contracts

Current liabilities: other $— $— t— § 1
Total Derivatives Designated as Hedging Instruments $— $— $— § 1
Derivatives Not Designated as Hedging Instruments
Commodity contracts™
Current assets: 0ther $3 $ 232 §$—
Investments and other assets: other — — 7 —
Current liabilities: other 9 84— 146
Deferred credits and other liabilities: other 2 63 — 123
Total Derivatives Not Designated as Hedging

Instruments $14  $129 §$ 9 §289
Total Derivatives $14  $129 § 9 $270

(a) Substantially all of these contracts are recorded as regulatory assets or habilities.

The tables befow show the balance sheet facation of derivative contracts

Years Ended ) ‘ ;
December 31, subject to enforceable master netting agreements and include collateral posted
(in millions} w3 200z 200 to offset the net position. This disclosure is intended to enable users to evaluate
in millions the etfect of natting arrangaments an financial positien. The amaunts shawn
Location of Pretax Gains and (Losses) Recognized were calculated by counterparty. Accounts receivabla or accounts payahle may
in Earnings also be available to offset exposures in the event of bankruptcy. These amaunts
Commodity contracts are not included in the tables below.
Operating revenues $11 s §¢ 1
Fuel used in electric generation and purchased power {119 {60) Qecember 31, 2013
Interest rale contracts T T
Intorest expense a3 ®) . Derivative Assets Derivative Liabilities
- Non-
Total Pretax (Losses) Gains Recognized in Earnings $(73) $03D ¢ (59 (in milfions) F— Cun:ﬁ:“ Corrent®  Current
Location of Pretax Gains and {Losses) Recognized as Gross amounts recognized $ 12 ¢ 2 $ 6 ¢ 63
Regulatory Assets or Liabilities
Commodity contracts® Gross amounts (.:ffset 7 an i} (15 M
Regulalary assets $ 8 G5 $040) Net amount subject to master netting 2 — 51 56
Interest rate contracts™ Net amounts recognized on
Regulatory assels 13 6 — the Consolidated Balance Sheet $ 2 $ — $ 8 $ 56
Total Pretax Gains (Losses) Recognized as Regulatory
Assels of Liabilities $ 7T %8 3040 December 31, 2012
{a} Reclassiied to earings to match recovery thraugh the fuel clause. Derivative Assets Derivative Liabilities
(b) Reclassiied to earnings as inferest expense over the term of the related debt. Non »
" on-
{in millipns Current®  Current®  Current® Current®
DUKE ENERGY FLORIDA )
_ A _ Gross amaunts recognized $2 $ 7 $1a7 $12
The following table shows the fair value of derivatives and the line {ross amounts offset . _ 00 29)
iteres in the Consolidated Balance Sheets where they are reported. Although Net amounts subject to master netting 7 7 127 94
derivatives subject to master netting arrangements are netted on the .
Consolidated Balance Shaets, the fair values presented below are shawn gross Net amounts recognized on
and cash collateral on the derivatives has not been nefted against the fair the Consolidated Balance Sheet §2 $ 7 $127 8 o

values shown.
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(@)
()]
©
()

Inctuded n {ther within Current Assets on the Consohdated Balance Sheet

Included in Other within Investments and Qther Assets on the Congolidated Balance Sheet
Included 1n Otter within Current Liatsibies on the Consolidated Balance Sheet,

Included in Other within Deferred Credits and Other Liabuities on the Consolidated Balance Sheel.
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The faliowing table shows the gains and fesses during the year recognized
on cash flow hedges and the line items on the Consalidated Statements of
Operations and Comprehensive Income or Consolidated Balance Sheets in which
such gains and losses are included when reclassified from AQCI.

Years Ended December 31,

{in millions) 2013 2012 2012
Pretax Gains {Losses) Recorded in AQCI
Commodity contracts $1 $1 t@
interest rate contracts(a) — {2 {35)
Total Pretax Gains {Losses) Recorded in AGCI $1 8 338
Location of Pretax Gains and {Losses) Reclassified

from AQCY into Earnings
Interest rate contracts
Interest expense $— s
Total Pretax Gains (Losses) Reclassified from AOCH

into Earnings I— 1@ s
Location of Pretax Gains and {Losses) Reclassified

from AQCI to Regulatory Assets™
Interest rate contracts
Regulatory assets $— 4y $—
Total Pretax Gains {Losses) Reclassified from AOCI

10 Regulatory Assets — 4 §—

{a} Reclassified to earmings as interest expense aver the term of the related debt

{h)  Effective with the merger, Duke Energy Flonda no longer designates interest rate dervatives for regulated
operahons as cash flow hedges. As a result, the pretax [0sses on denvatives as of the date of the merger
were reclassified from AGCI to Regulatory assets.

There was np hedge ineffectiveness during the years ended December 31,
2013, 2012 and 2011, and no gains or losses have been excluded from the
assessment of hedge eftectiveness during the same periods.
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The following table shows the gains and losses during the year recognized
on undesignated derivatives and the line items on the Consolidated Statements
of Operatigns and Comprehersive Income or the Consolidated Balance Sheets

where the pretax gains and losses were reported.

{in millions)

Years Ended
December 31,

013 2012 2011

Location of Pretax Gains and {Losses) Recognized
in Earnings

Commodity contracts

Fuef used in electric generation and purchased power

Interest rate contracts

Interest expense

$(129) $@3 $¢:7

(8 ) -

Total Pretax (Losses} Gains Recognized in Earnings

$(139) $041) 8 (231

Location of Pretax Gains and {Losses} Recognized as
Regulatory Assets or Liabilities

Commodity contracts™

Regulatory assets

Interest raie contracts

Regulatory assets

$ 16 3116 §(362)

Total Pretax Gains {Losses) Recognized as Regulatory
Rssets or Liabilities

$ 2§18 §05D

(2)  Reclassified % earmings to match recovery through the fuel clause
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DUKE ENERGY OHIO

The following table shaws the fair value of derivatives and the line
items in the Consolidated Balance Sheets where they are reported. Although
derivatives subject to master netting arrangements are netted on the
Consolidated Balance Sheets, the fair values presented balow are shown gross
and cash collateral on the desivatives has not been netted against the fair
values shown,

December 31,
013

Asset Liability

December 31,
2012

Asset Liability

{in millions}

Derivatives Designated as Kedging Instruments
Interest rate contracts

Current assets: other $ — $— %2 $—
Total Derivatives Designated as Hedging Instruments $ — $— § 2§ —
Derivatives Not Designated as Hedging Instruments
Commodity contracts
Current assets: other 186 163 31 1
Investments and other assets: other 202 130 8l 51
Current liabitties: other 1 36 106 132
Defarred credits and other liabilities: other 2 6 — 4
Interest rate contracls
Current liabilities: other — - 1
Deferred credits and other fabilities: other — 4 — 7
Total Derivatives Not Designated as Hedging

Instruments $391  $390 $218  §199
Total Derivatives $391 %390 $220 199

The tables below show the balance sheet location of derivative contracts
subject to enforceable master netting agreements and include collateral posted
to offset the net position. This disclosure is intended to enable users to evaluate
the effect of netting arrangements on financial position. The amounts shown
were calculated by counterparty. Accounts receivable or accounts payable may
also be available to offset exposures in the event of bankruptcy. These amounts
are notincluded in the tables below.

December 31, 2013

Derivative Assets  Derivative Liabilities

Non- Non-

(in millions) Current® Current™ Current' Current

Gross amounts recognized $186 $205 $199 %186

Gross amounts offset (165) {132 (173} (143)

Net amount subject to master netting 21 13 26 41

Amounts not subject to master nefting — — 1 4
Net amounts recognized on the

Consolidated Balance Sheet t 21 s 13 s s @
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December 31, 2012

Derivative Assets  Derivative Liabilities

Non- Non-

(in millions) Current™ Current® Current® Current®®

Gross amounts recognized $ 137 $81 3136 $ 55

Gross amounts offset {110) {51 (125) (51)

Net amounts subject to master netting 27 30 11 4

Amounts not subject to master netting 3 — 1 7
Net amounts recognized on the

Consolidated Balance Sheet $ 29 $30 §$ 12 $11

(a} ‘ncluded in Other within Current Assets on the Consolidated Balance Sheet.

(b} tncluded in Other within Investments and Other Assets on the Consolidated Balance Sheet,

{c)  Included n Other within Current Liabiliies on the Consolidated Balance Sheet

{d) incluged in Other within Deferred Credits and Other Liabilites on the Consolidated Balance Sheet

There ware no gains or losses ¢n cash flow hedges recorded or
reclassified at Duke Energy Ohig for the years ended December 31, 2013 and
2012, respectively. There was an immaterial amount of losses on cash flow
hedges reclassified at Duke Energy Ohio for the year ended December 31, 2011.

The foflowing table shows the gains and losses during the year recognized
on undesigrated derivatives and the line items on the Consolidated Statements
of Operations and Comprehensive Income or the Consolidated Balance Shests
where the pretax gains and losses were reported.

Years Ended
December 31,

(in milliens} 2013 2012 201

Location of Pretax Gains and (Losses) Recognized in Earnings
Commodity contracts

Revenue: Nonregulated eiectric, natural gas and other

Fuelused in electric generation and purchased power —

$ 4 576 8026

nanregulated iy 2 (D
Interest rate contracts
Interest expense m O (m

Total Pretax (Losses) Gains Recognized in Earnings

Location of Pretax Gains and {Losses) Recognized as
Regulatory Assets or Liabilities

Commodity contracts

Regulatory assets

Regulatory liabilities

Interest rate contracts

Regulatory assets

$NST7 30

$—82 31
{1

4

Total Pretax Gains (Losses) Recognized as Regulatory

Assets or Liabilities $ 4351 33
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DUKE ENERGY INDIANA

The following table shaws the fair value of derivatives and the line
items in the Consolidated Balance Skeets where they are reported. Altheugh
derivatives subject to master netting arrangements are netted on the
Consolidated Balance Sheets, the fair values presented below are shown gross
and cash collateral an the derivatives has not been netted against the fair
values shown.

December 31, December 31,
2013 2012

(in millions) Asset Liability Asset Liability
Derivatives Not Designated as Hedging Instruments
Commodity contracls
Current assets: other $12 $— $10 $—
Interest rate contracts
Current liabilities: other — —_ - 63
Total Derivatives Not Designated as Hedging

Instruments 12 — 10 63
Total Derivatives $12 $— $10 §e63

The tables below show the balance sheet location of derivative contracts
subject to enforceable master retting agreements and include collateral pested
to offset the net position. This disclosure is intended to enable users to evaluate
the effect of netting arrangements on financial position. The amounts shown
werg calculated by counterparty. Accounts receivable or accounts payable may
also be available to offset exposures in the event of bankruptcy. These amounts
are not included in the tables below.

December 31, 2013

Derivative Assets  Derivative Liabilities

Non- Non-

{in millions} Current® Current™ Current® Curremt?

(Gross amounts recognized $12 $— $— $—

Grass amounts offset n — — —

et amount subject ta master netting 11 — — —
Net amounts recogmzed on the

Consolidated Balance Sheet $11 $— $— $—

December 31, 2012

Derivative Assets  Derivative Liabilities

Non- Non-

{in millions) Current® Current™ Current® Curren®

Amounts not subject to master netting $10 $— $63 $—
Met amounts recognized on the

Consclidated Balarce Sheet $10 $— 163 $—

fa} Included in Other within Current Assets on the Conschidated Balance Sheet

{b} Included in Other within Investments and Other Assets on the Consolidated Balance Sheet.

) Included in Other within Current Liabilities on the Consolidated Balance Sheet.

{d)  Included in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheet.

The following table shows the gains and losses during the year recognized
on cash flow hedges and the line items on the Consolidated Statements of
Operations and Comprehensive Income where such gains and losses are included
when reclassified from AQCI.

Years Ended
December 31,
{in millions) 013 2012 2011
Location of Pretax Gains and (Losses) Reclassified from AOC)
into Earnings
Interest rate contracts
Interest expense $3 0§33 §2

Total Pretax Gains (Losses) Reclassified from AOCI into Earnings  $3 $3 $2

The following table shows the gains and losses during the year recognized
on undesignated derivatives and the line items an the Consolidated Balance
Sheets where the pretax gains and losses were reported.

Years Ended
December 31,

{in millions) 2013 2012 2011

Location of Pretax Gains and (Losses) Recognized in Earnings
Commodity contracts
Revenue, regulated electric

$1 §— §$—

Total Pretax {Losses) Gains Recognized in Earnings $1 §— $—
Location of Pretax Gains and (Losses) Recognized as

Regulatory Assets or Liabilities
Commodity contracts™
Regulatory assets $— 32 50
Regulatory liabilities 16 3 17
Interest rate contracts®

Regulatory assets kL) 4 (67)

Total Pretax Gains (Losses} Recognized as Regulatory
Assets or Liabilities $50 $41 $02

(a) Reclassified to earnings to match recovery threugh the fuel clause.
(b} Reclassified to earnings as interest expense over the term of the related debt.

CREDIT RISK

Certain derivative contracts contain contingent credit features. These
features may include (i) material adverse change clauses or payment acceleration
clauses that could result in immediate payments, (i} the posting of letters of credit
or termination of the derivative contract before maturity if specific events occur,
such as a credit rating downgrade below investment grade.
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The following tables show information with respect to derivative contracts that are in a net liability position and contain objective credit-risk related payment provisions.

December 31, 2013

Duke Duke Duke

Duke  Progress Energy Energy Energy

{in mitligns} Energy Energy Progress Florida Ohio
Aggregate fair valye amounts of derivative instruments in a net liatility position $525 $163 $ 60 3108 $355
Fair value of collateral already posted 135 10 — 10 125
Additional cash collaterat or letters of credit in the event credit-risk-related contingent features were triggered 205 158 &0 98 47

December 31, 2012

Duke Duke Duke

Duke  Progress Energy Energy Energy

(in millions) Energy Energy Progress Florida Chio
Aggregate fair value amounts of derivative instruments in a net liability position $466 $286 $108 $178 3176
Fair Value of Collateral alrgady posted 163 29 9 S0 104
Additional cash collateral or letters of credit in the event credit-risk-related contingent features were triggered 230 227 99 128 2

The Duke Energy Registrants have elected to offset cash collateral and fair values of derivatives. For amounts to be netted, the derivative must be executed with
the same counterparty under the same master netting agreement. Amounts disclosed below represent the receivables related to the right to reclaim cash collateral

and payables related to the obligation to return cash collateral under master netting arrangements.

December 31, 2013 December 31, 2012
{in millions) Receivables  Payables Receivables  Payables
Duke Energy
Amounts offsel against net derivative postions $ 30 $— $713 $—
Amounts not offset against net derivative positions 122 — 93 —
Progress Energy
Amounts offset against net derivative positions 10 — 98 —
Amounts not offset agairst net derivative positions — —_ 1 —
Duke Energy Progress
Amounts offset against ret derivative positions - —_ 9 -
Amounts not offset against et derivative positiens _— —_ — —
Duke Energy Florida
Amounts offset against net derivative positions 10 — 19 —
Amounts not offset against net derivative pasitions — — 1 —
Duke Energy Ohio
Amounts offset against net derivative positions 138 — 15 —
Amounts not offset against net derivative positions 115 — 92 —
Duke Energy Indiana
Amounts offset against net derivative positions — 1 — —
Amounts not offset against net derivative positions 1 —_ —_ —_
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15. INVESTMENTS IN DEBT AND EQUITY SECURITIES

The Duke Energy Registrants classify their investments in debt and equity
securities as either trading or available-for-sale.

TRADING SECURITIES

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. The fair value of these investments was
$18 million as of December 31, 2013 and $33 million as of December 31, 2012.

AVAILABLE-FOR-SALE SECURITIES

All other investments in debt and equity securities are classified as
available-for-sale securities.

Duke Energy's available-for-sale securities are primarily comprised
of investments held in (i) the NDTF at Duke Energy Carolinas, Duke Energy
Progress and Duke Energy Florida, (i) grantor trusts at Duke Energy Progress,
Duke Energy Florida and Duke Energy Indiana related to OPEB plans, (i} Duke
Energy’s captive insurance investment portfolio, and (iv} Duke Energy’s foreign
operations investment portfolio.

Duke Energy holds corporate debt securities that were purchased using
excess cash from its foreign operations. These investments are classified as
Short-term investments on the Consolidated Balance Sheets and are available
for current operations of Duke Erergy’s foreign business. The fair value of these
investments was $44 million as of December 31, 2013 and $333 million as of
December 31, 2012.

Duke Energy classifies ail other investments in debt and equity securities
as non-current, unless otherwise noted.

NDTF and Grantor Trust

The investments within the NDTF at Duke Energy Carofinas, Duke
Energy Progress and Duke Energy Florida and the Duke Energy Progress, Duke
Energy Florida and Duke Energy Indiana grantor trusts (Investment Trusts) are
managed by independent investment managers with discretion to buy, sell, and
invest pursuant to the objectives set forth by the trust agreements. The Duke
Energy Registrants have limited aversight of day-to-day management of these
investments. As a resutt, the ability to hold investments in unrealized loss
positions is outside the control of the Duke Energy Registrants. Accordingly, all
unrealized gains and losses associated with debt and equity securities within
the fnvestment Trusts are considered other-than-temporary impairments and
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are recognized immediately. Pursuant to regufatory accounting, substantially all
realized and unrealized gains and losses associated with investments within
the Investment Trusts are deferred as a regufatory asset or liability. As a result,
there is no immediate impact on earings of the Duke Energy Registrants.

Other Available for Sale Securities

Uinrealized gains and Josses on all other available-for-sale securities are
included in other comprahensive income until realized, unless it is determined
the carrying value of an investment is other-than-temporarily impaired, If an
other-than-temporary impairment exists, the unrealized loss may be included in
earnings based on the criteria discussed belew.

The Duke Energy Registrants analyze all investment holdings each
reporting period to determine whether a decline in fair value should be
considered other-than-temporary. Criteria used to evaluate whether an
impairment assostated with equity securities is other-than-temporary includes,
but is not limited to, (i} the length of time over which the market value has
been lower than the cost basis of the tnvestment, (i} the percentage decine
compared to the cost of the investment, and (it} management’s intent and
ability to retain its investment for a period of time sufficient to allow for any
anticipated recovery in market value. if a decline in fair value is determined
to be other-than-temporary, the investment is written down to its fair value
through a charge to earnings,

If the entity does not have an intent to sell a debt security and it is not
mare likely than not management will be required to sell the debt security
before the recovery of its cost basis, the impairment write-dewn to fair valug
would be recorded as a compaonent of other comprehensive income, excent
for when it is determined a credit loss exists. In determining whether a credit
loss exists, management considers, amang other things, () the length of time
and the extent to which the fair value has been less than the amaortized cost
basis, (ii) changes in the financia condition of the issuer of the security, or in
the case of an asset backed security, the financial condition of the underlying
Ioan obligors, (i) consideration of underlying collateral and guarantees of
amounts by government entities, (iv) ability of the issuer of the security to make
scheduled interest or principal payments, and (v) any changes to the rating of
the security by rating agencies, If a credit loss exists, the amount of impairment
write-down to fair value is split between credit loss and other factars. The
amount related to credit loss is recognized in earnings. The amount related to
other factors is recognized in other comprehensive income. There were no credit
Iosses as of December 31, 2013 and 2012. There were no other-than-temparary
impairments for ¢ebt or equity securities as of December 31, 2013 and 2012.
Other available-for-sale securities were reflected as a component of cther
comprehensive income in 2013 and 2012
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DUKE ENERGY

The following table presents the estimated fair value of investments in available-for-sale securities.

December 31, 2013 December 31, 2012
Gross Gross Grass Grass
Unrealized  Unrealized  Estimated  Unrealized  Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
(in millions} Gains Losses Value Gains Losses Value
NDTF
(ash and cash equivalents $ — $— $ 110 $ — §— $ 105
Equity securities 1,813 10 3519 1,132 19 2837
Corporate debt securities 8 6 400 21 1 338
Municipal bords 2 6 160 12 1 154
U.S. government bonds 7 12 730 Pz 1 625
Other debt securties ¥y 2 154 10 1 164
Total NDTF 1,852 36 5133 1,199 23 4263
Other Investments
Cash and cash equivalents — — 21 — — 17
Equity securities L] — 91 10 — 63
Corporate debt securities 1 1 93 2 — 381
Municipal bonds 2 2 1 L] 1 10
1.5, government bonds — — 17 — — 23
Other debt securities —_— 8 11 1 6 115
Total Other Investments™ 32 1 418 17 7 669
Total Investments $1,884 $47 $5,351 $1.216 $ 30 $4932

{a) These amaunts are recarded in Other within Investments and (ther Assets o the Consohdated Balance Sheets

The table below summarizes the maturity date for debt securities.

(in millions)

December 31, 2013

Due in one year or less

Due after one through five years
Due after five through 10 years

Due after 10 years

$ 8
41
426
804

Total

$1,750

Realized gains and losses, which were determined an a specific identification basis, from sales of Duke Energy’s available-for-sale securities were as follows.

Years Ended December 31,

{in millions) 2013 2012 2011
Realized gaing $209 $117 379
Realized losses 63 19 37
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DUYE ENERGY CARDLINAS

The following table presents the estimated fair value of investments in available-for-sale securities,

December 31, 2013 December 31, 2012
Gross Gross Gross Gross
Unrealized  Unrealized  Estimated  Unrealized  Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
{in miilions) Gains Losses Value Gains Losses Value
NDTF
Cash and cash equivalents $ — $— $ 42 3 — $— 4
Equity securities 974 6 1,964 600 5 1,592
Corporate debt securities 3 § 274 11 1 250
Municipal bands —_ 2 54 z — 40
U.S. government bonds 3 7 3 10 — 304
Qther debt securities 2 2 146 9 2 135
Total NDTF $1,004 $22 $2834 $632 $8 $2.361
Other (nvestments
Cther debt securities — 1 3 — 1 3
Total Other Investments® $ — $1 i 3 $— 31 § 3
Total Investments $1,004 L ¥ &) $2.837 $632 $9 $2.364
(a}) These amounts are recorded in Other within Investments and Other Assets ga the Consolidated Balance Sheets,
The table below summarizes the maturity date fer debt securities.

{in millions) December 31, 2013
Due in one year or less $ 13
Due aftes ane through five years 167
Due after five through 10 years 219
Due after 10 years 407
Total 331

Realized gains and losses, which were determined on a specific idertification basis, from sales of Duke Energy Carolinas’ available-for-sale securities were

as follows.

Years Ended December 31,
{in millions) 2013 2012 m1
Realized gains $115 $89 $71
Realized losses 12 b 35
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PROGRESS ENERGY
The following table presents the estimated fair value of investments in available-for-sale securities for Progress Energy.
December 31, 2013 December 31, 2012
Gross Gross Gross Gross
Urnealized  Unrealized  Estimated  Yarealized  Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
{in millions) Gains Losses Value Gains Losses Yalve
NOTF
Cash and cash equivalents $— $— $ 68 $— $— $ 65
Equity securities 839 4 1,615 532 14 1,245
Corporate deht securites 3 1 128 g — 83
Municipal bends 2 4 106 11 1 154
11.S. government bonds 4 5 376 14 — 321
Cther debt securities — — 8 1 — 28
Total NOTF $848 s $2,299 $567 $15 $1902
Other Investments
Cash and cash equivalents $— — $ o $ — $— $ 17
Municipal bonds 1 — 39 3 — 40
Total Other Investments™ 31 $— $ 5 $ 3 $— $ W
Total Investments $849 $14 $2,358 $570 $ 15 $1959
(a) These amounts are recorded in Gther within Investments and Other Assets on the Consolidated Balance Sheets.
The table below summarizes the maturity date for debt securities.

{in millions) December 31, 2013
Due in ane year or less $12
Due after one through five years 206
Due after five through 10 years 131
Due after 10 years 306
Total $655

Realized gains and losses, which were determired on a specific identification basis, from sales of Progress Energy's available-for-sale securities were as fallows.

Years Ended December 31,
(in milhons) 2013 2012 2011
Realized gains $90 $34 $30
Realized losses L1 18 33
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DUKE ENERGY PROGRESS

The following table presents the estimated fair value of investments in avaitable-for-sale securities,

December 31, 2013 December 31, 2012
Gross Gross Gross Gross
Unrealized  Unrealized  Estimated  Unrealized  Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
{in millions) Gains Losses Yalue Gains Losses Value
RDTF
Cash and cash equivalents $— $— $ 4 $— $— $ 55
Equity securities 535 k] 1,069 337 11 811
Corporate debt securities 3 1 20 3 — 78
Municipal bonds 2 4 104 4 — 80
IJ.S. government bonds 4 3 232 13 — 241
(ther debt sequrities - — 8 1 — 14
Total NDTF $544 11 $1,538 $363 $11 $1.275
Other Investments
Cash and cash equivalents $— — $ 2 $ — $— $ 3
Total Other Investments'™ $— $— S $— $— $ 3
Total dnvestments $544 $11 $1540 $363 s $1.278
(2} These amounts are recorded m Other within Investments and Other Assets on the Consolidated Balance Sheets
The table below summarizes the maturity date for debt securities.

{in millions) December 31, 2013
Dug in one year of less $ 7
Due after one through five years 122
Due after five through 10 years L]
Due after 10 years 03
Total $421

Realized gains and losses, which were determined on a specific identification basis, from sales of Duke Energy Progress’ available-for-safe securities were as follows.

Years Ended December 31,

{in millions} 2013 2012 i
Reatized gains $58 ja1 $13
Realized losses 2% 8 16
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DUKE ENERGY FLORIDA
The following table presents the estimated fair value of investments in available-for-sale securities.
December 31, 2013 December 31, 2012
Gross Gross Gross Gross
Unrealized  Unrealized  Estimated  Unrealized Unrealized  Estimated
Holding Rolding Fair Holding Holding Fair

{in millions) Gains Losses Value Gains Losses Value
NDTF
Cash and cash equivalents $— $— $20 $— $— $ 10
Equity securities 304 1 46 134 4 434
Corporate debt securities — — 46 1 — 11
Municipal bonds — — 2 7 — 7
U.S. gavernment bonds — 2 144 1 — 80
QOther debt securities — — 1 1 — 18
Total NDTF $304 $3 4761 $204 $ 4 $627
Other Investments
Cash and cash equivalents $— $— 13 $— $— $ 1
Municipal bonds 1 — 39 3 — L]
Total Dther Investments™® $1 $— $ 42 $ 3 $— $ 41
Total Investments $305 $3 4803 $207 $ 4 $668

{a) These amounts are recorded in Other within Investments and Cther Assets on the Consphidated Balance sheets

The table below summarizes the maturity date for debt securities.

{in milligns)

December 31, 2013

Due in ane year or less

Due after one through five years
Due after five through 10 years

Due after 10 years

$5
84
4
103

Total

$234

Realized gains and losses, which were determined on a specific identification basis, fram sales of Duke Energy Florida's 2vailable-tor-sale securities were as toltows,

Years Ended December 31,

{in mittions} 2013 2012 2011
Realized gains $ 2 $13 $17
Realized losses 20 9 17
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DUKE ENERGY INDIANA

The following table presents the estimated fair value of investments in available-for-sale securities.

December 31, 2013

December 31, 2012

Gross Gross Gross Gross
Unrealized  Unrealized  Estimated  Unrealized Unrealized  Estimated
Holding Holding Fair Holding Holding Fair
{in millions) Gains Losses Yalue Gains Losses Yalue
Other Investments
Cash and cash equivalents $— $— $ 1 $ — $— $
Equity securities 24 — BS 9 — 50
Municipal bands — 1 28 1 — 28
Total Other Investments™ $ 4 i1 $ 94 $ 10 $— $78
Total Investments $ 2 31 $ %4 310 $— $78
{a) These amounts are recorded in Other within Investments and Other Assets on the Consolidated Balance Sheets.
The table below summarizes the maturity date for debt securities held by Duke Energy Indiana.
{in millions} December 31, 2013
Due in one year or less $1
Due after one through five years 21
Due after five through 10 years 4
Due after 10 years 2
Total $28
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16. FAIR VALUE MEASUREMENTS

Fair value is the exchange price to sell an asset or transfer a liability in
an orderly transaction between market participants at the measurement date.
The fair valug definition facuses on an exit price versus the acquisition cost.
Fair value measurements use market data or assumptions market participants
would use in pricing the asset or liability, including assumptions about risk and
the risks inherent in the inputs o the valuation technique. These inputs may
be readily observable, corroborated by market data, or generally unobservable.
Valuation techniques maximize the use of observable inputs and minimize use
of unobservable inputs. A midmaket pricing coaventian {the midpeint price
between bid and ask prices) is permitted for use as a practical expedient.

Fair vaiue measurements are classified in three levels based on the fair
value hierarchy;

Level 1 — Uradjusted quoted prices in active markets for identical assets
or liabilities that the reporting entity can access at the measurement date. An
active market is ane in which transactions for an asset or liability occur with
sufiicient frequency and volume to provide ongoing pricing informatien.

Level 2 — A fair value measurement utilizing inputs other than quoted prices
ingluded in Leve! 1 that are abservable, either directly or indirectly, for an asset
or liability. Inputs include (i} quoted prices for similar assats or fiabilities in
active markets, i} quoted prices for identical or similar assets or fiabilities in
markets that are not active, (iii) and inputs other than quoted market prices that
are observable for the asset of liability, such as interest rate curves and yield
curves observable at commonly quoted intervals, volatilities, and credit spreads.
A Level 2 measurement cannot have more than ar insignificant portion of its
valuation based on unobservable inputs. Instruments in this catagory include
non-exchange-traded derivatives, such as over-the-counter forwards, swaps
and eptions; certain marketable debt securities; and financial instruments
traded in less than active markets.

Level 3 — Any fair value measurement which ingludes unobservable inputs
far more than an insignificant portion of the valuation. These inputs may be
used with internally developed methodologies that result in management's
best estimate of fair value. Level 3 measurements may nclude longer-term
instruments that extend into periods in which observable inputs are not
available.

The fair value accounting guidance permits entities to efect to measure
certain financial instruments that 2re not required to be accounted for at fair
value, such as egquity method investments or the company’s own debt, at fair
value. The Duke Erergy Registrants have not elected to record any of these
jtems at fair value.

Transfers between levels represent assets or liabilities that were
previously (i) categorized at a higher leve! far which the inputs ta the estimate
became less observable or (i) classified at a lower level for which the inputs
became more observable during the period. The Duke Energy Registrant’s poficy
is to recognize transfers between levels of the fair value hierarchy at the end
of the periad. There were ro transters between tevels 1 and 2 during the years
ended December 31, 2013 and 2012. Transfers out of Level 3 during the year
ended December 31, 2013 are the resut of forward commodity prices becoming
obsesvable due to the passage of time.

Valuation methods of the primary fair value measurements disclosed
below are as follows.
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Investments in equity securities

The majority of investments in equity securities are valued using Level 1
measurements, lnvestments 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 eguity prices include published exchangas 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. There was no after-hours market activity that was required to be refiected
in the reported fair value measurements. Investments in equity securities that are
Level 2 or 3 are typically gwnership interests in commingled investment funds.

Investments in debt securities

Most investments in debt securities are valued using Level 2
measurements bacause the valuations uses interest rate curves and credit
spreads applied to the terms of the debt instrument (maturity and coupon
interest rate) and censider the counterparty credit rating. If the market for a
particutar fixed income security is relatively inactive ar illiquid, the measurement
is Level 3,

Commodity derivatives

Commodity derivatives with clearinghouses are classified as Level 1.
Other commodity derivatives are primarily fair valued using internally developed
discounted cash flow models which incorporate forward price, adjustments for
liquidity (bid-ask spread) and credit or non-performance risk (after reflecting
credit enhancements such as collateral}, and are discounted to present value.
Pricing inputs are derived from published exchange transaction prices and
other observable data sources. In the absence of an active market, the last
available price may be used. If forward price curves are not observable for
the full term of the contract and the unobservable period had more than an
insignificant impact on the valuation, the commadity derivative is tlassified as
Level 3. In isolation, increases (decreases) in natural gas forward prices result
in favorable (unfavorable) fair value adjustments for gas purchase contracts;
and increases {decreases) in electricity forward prices result in unfavorable
(tavorable) fair value adjustments tfor electricity sales contracts. Duke Energy
regularly evaluates and validates pricing inputs used to estimate fair value of
gas cammodity contracts by @ market participant price verification grocedure.
This procedure provides a camparison of internal farward commadity curves to
market participant generated curves.

Interest rate derivatives

Most over-the-counter interest rate contract derivatives are valued using
financial models which utilize observable inputs for similar instruments and
are classified as Level 2. lnputs include forward interest rate curves, notional
amounts, interest rates and ¢redit quality of the counterparties.

Goodwill and fong-lived assets

See Note 11 for a discussion of the valuation of goodwill and long-lived
assets.
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DUKE ENERGY

The following tables provide recorded balances for assets and liabilities measured at fair value on a recurring basis on the Consclidated Balance Sheets.
Derivative amounts in the table below exclude cash collateral which is disclosed in Note 14. See Note 15 for additiona! information related to investments by major

security type.

December 31, 2013

{in millions} Total Fair Yalue  Levell  Level2  Leveld
Nuclear decommissioning trust fund equity securities $35719 $3495 § 57 $ 7
Muclear decemmussioning trust furd debt securities 1,553 402 1,100 51
Other trading and available-for-sale equity securities® 102 91 1 —_
Qther trading and available-for-sale debt securities® n kKl m 20
Derivative assets™ 145 33 10 42
Total assets 5,112 4,057 1,515 140
Derivative liabilities™ {(321) 11 (303) {29)
Net assets $5391  $4068  $1212 $111

December 31, 2012

{tn millions} Total Fair Value Level 1 Level 2 Level 3
Nuclear decommissioning trust fund equity securities $2.837 $ 2762 $ 54 § 2
Nuclear detommssioning trust fund debi securities 1,405 )Y 1.040 43
(ther trading and available-for-sale equity secunties® 72 €3 9 —
COther trading and available-foe-sale debt securities™ 631 a0 b62 29
Derivative assets® 103 18 22 63
Total Assets 5048 3,200 1687 161
Denvative liabilities'® {756) (1n (591) {148
Net Assets $4292 §3183 $1.096 $ 13

{a) Included in Other withm Current Assets and (ther withen Investments and Other Assets on the Consoliiated Balance Sheet,
{b) Included in Cther within Investments and Other Assets and Short-term Investments on the Consolidated Balance Sheets.
() Included in Other wittun Current Liabridies and Other within Deferred Credils and Other Lialulities on the Consolidated Balance Sheets.
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The fgtowing tables provide reconciliations of beginning and ending balances of assets and liabilities measured at fair value using Level 3 measurements.

December 31, 2013
Derivatives
{in millions) Investments {net)  Total
Balance at December 31, 2012 $98 $85 $13
Total pretax realized or unrealized gains {lesses) included in earnings'™ — 42) (42)
Purchases, sales, issuances and settlements.
Purchases 9 P3| 30
Sales {6) _ (6}
Issuances — 11 1
Settlements (% 25 16
Total gains included on the Consctidated Balance Sheet as regulatory assets or liabulities 6 (3 3
Transfers cut of Level 3™ _ 86 a5
Batance at December 31, 2013 $98 $13  $11
Pretax amounts included in the Cansclidated Statements of Camprehensive Income related to Level 3 measurements outstanding $— $10 %10
{a) Amgunts for denvatives are prmanly ingluded in Operating Revenues
(b Tansters reflect derivative contracts becoming observable due to the passage of time.
December 31, 2012
Derivatives
{in mittions} Investments (net)  Total
Balance at December 31, 2011 $124 $39 ¢85
Amounts acquired in Pragress Energy Merger — (30 (30
Total pretax realized or unrealized gains (losses) included in eamings — 8 8
Total pretax gains included in other comprehensive income 13 — 13
Purchases, sales, issuances and settiements:
Purchases 14 22 36
Sales 2 — {2
Issuances — (15) (13
Settlernents (55 (32 8N
Total gains included on the Consolidated Balance Sheet as regulatory assets or liabilities 4 1 5
Balance at Decembes 31, 2012 $ 98 $(85) $13
December 31, 2011
Derivatives
(in millions} Investments (net)  Total
Balance l December 31, 2010 $165 $0%  $146
Total pretax realized or unrealized gains (losses) included in earnings — (14} 14
Total pretax gains inctuded in other comprehensive income 12 — 12
Net purchases, sales, issuances and settlements:
Purchases 8 8 16
Sales 3 — (3}
Settlements {16} (18) (32}
Total gains included on the Consolidated Balance Sheet as regulatory assets or liabilities {42) 2 (40)
Balance 2t December 31, 2011 $124 $(38) % 85
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DUKE ENERGY CAROLINAS

The following tables provide recorded balances for assets and liabilities measure at fair value on a recurring basis en the Consolidated Balance Sheets.
Derivative amounts in the table below exclude cash collateral, which is disclosed in Note 14. See Note 15 for additional infermation related to investments by major

security type.

December 31, 2013

(in mittions) Total FairValue  Llevell Level2  Level3
Nuc'ear decommissioning trust fund equity securities $1964  $1879 $ 58 $27
Nuclear decammissioning trust fund debt securities 870 168 651 51
Qther available-for-sale debt securities 3 — — 3
Total assets $2831  $2,047 $709 $81
Derivative liabilities™ (2 — — rH]
Net assets $2835  $2.047 $709 $79

December 31, 2012

{in millions} Total Fair Value  Levell LevelZ  Leveld
Nucear decommissioning trust fund equity securities $ 1592 §$1523 $ 48 $21
Nuclear decommissioning trust fund debt securities 762 155 559 43
Other available-for-sale debt securities™ 3 — — 3

Total assets § 2357 $1e78 $607 $72
Derivative liabilities® (12 — — (12

Net assets § 2345 3161 $607 $ 60

(3} Included n Other within Investments and Other Assets on the Consolidated Balance Sheets
(b} Included in Other within Current Liabilires and Other within Deferred Credifs and Other Liabilities on the Consolidated Balance Sheet

The following tables provide a reconciliation of beginning and ending Yalances of assets and liabilities measured at fair value using Level 3 measurements.

December 31, 2013

Derivatives

Investments {net) Total
Balance at Cecember 31, 2012 $ 72 $(12) $60
Purchases, sales, issuances and seftlements:
Purchases 8 — 9
Sales (6) — 6
Settlements — 10 10
Total gains incluged on the Consolidated Balance Sheet as regulatory assets or labilities 6 — 6
Balance at December 31, 2013 $81 $ 419
Pretax amounts included in the Consolidated Statements of Cemprehensive Income related to Level 3 measurements outstanding $— $ 9 $ 4
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December 31, 2012
Derivatives
Investments {net) Total
Balance at December 31, 2011 $65 $— $ 65
Total pretax gains included in comprehensive income 7 _ 2
Purchases, sales, issuances and settlements:
Purchases 14 — 14
Issuances — (14 (14)
Sales @ — (2)
Settlements (11) 2 9
Total gains included on the Consolidated Balance Sheet as regulatory assets or liabilities 4 — 4
Bafance at December 31, 2012 $72 (1 $60
December 31, 2011
Derivatives
(in millions} Investments (net) Total
Balance at December 31, 2010 $ 59 $— $59
Purchases, sales, issuances and settlements:
Purchases 8 — g
Sales 3 — (3
Total gains included on the Consolidated Balance Sheet as regulatory assets or liabilities 1 — 1
Balance at December 31, 2011 65 $— $65

PROGRESS ENERGY

The follawing tables provide recorded balances for assets and liabilities measured at fair value on a recurring basis end on the Consolidated Balance Sheets.
Derivative amounts in the table below exclude cash collateral, which is disclosed in Note 14. See Note 15 for additional information related to irvestments by major

security type.
December 31, 2013
{in millions) Totat Fair Value LevelT  Level 2 Level 3
Nuclear decommissioning trust fund equity securities $1615 81615 § — $—
Nuclear decommissioning trust fund debt securities and other 671 233 444 —
Dther trading @nd available-for-sale debt securities and other® ] 1% 38 —
Derivative assels™ 3 — k| —
Total assets 2,333 1,867 486 —
Derivative habilities™ (187} — (187) —
Net assets $2166  $1.867  $ 299 $—
December 31, 2012
{in millions) Total Fair Yalue levell Level2 Level 3
Nuclear decommissioning trust fund equity securities $1245 81239 % 6 $—
Nuclear decommissioning trust fund debt securities and other 643 162 481 —
Other trading and available-for-sale debt securities and other® 57 17 50 —
Denvative assets™ 1t — 11 _
Total assets 1,956 1418 538 —
Derivative liabilities {440) — (402) (38)
Net assets $1316  $1418 % 136 $(38)

{a) Incluged in Cther within Investments and Other Assets in the Consolidated Balance Shegts.
{b) Ingluded in Gther within Current Assets and Other within Invesiments and Other Assets in the Consalidated Balance Sheets.

{c) Included in Other within Current Liabildies and Qther within Deferred Credits and Other Liabilties in the Consclidated Balance Sheets.
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The following table provides a reconciliztion of beginning and ending balances of assets and liabilities measured at fair valug using Level 3 measurements.

Derivatives (net)

Years Ended December 31,

{in millions) 2013 2012 2011
Balance at beginning of period $(38) $04 $(36)
Total pretax realized or unrealized gains included in earnings — 1 —
Purchases, sales, issuances and settiements:

Issuances 10 {16) —

Sefilements — 4 —
Total losses included on the Consolidated Batance Sheet as regufatory assets or liabilities (6 {3) vay
Transfers out of Level 32 H — 13
Balance at end of period $— $(38) $(24)
Pretax amounts included in the Consolidated Statements of Operations and Comprehensive Income related 1o Level 3 measurements outstanding 1

(a) Transfers refiect derivative contracts becoming observahle due to the passage of ime.

DUKE ENERGY PROGRESS

The following tables previde recorded balances for assets and liabilities measured at fair value on a recurring basis an the Consolidated Balance Sheets.

Derivative amounts in the table below exclude cash collateral which is disclosed in Note 14. See Note 15 for additional information related to investments by major

security type.
December 31, 2013
(in millions) Total Fair Value Level1 Level2 Level 3
Nuclear decemmissioning trust fund equity securities $1,069 $1,069 § — S —
Nuclear decommissioning trust fund debt securities and ather 410 137 333 _
Gther trading and available-for-sale debt securities and other 3 3 — —
Derivative assets™ 1 — 1 —
Total assets 1.543 1,209 3 —_
Derivative liabilities (66) — (66} —
Net assets $1.4m1 $1,209  §268 $—
December 31, 2012
(in milligns} Total Fair Value Levell Level2 Level 3
Nuctear decommissioning trust fund equity securities $ 8l jelr 5 — $ —
Nuclear decommissioning trust fund debt securities and sther 448 119 379 —
Other trading and available-for-sale debt securities and other'” 3 3 — —
Derivative assels™ 2 — 2 —
Total assets 1,264 933 KX)| —
Derivative liabilities™ (166) —_ {128) (38)
Net assets $1,098 $933  § 203 $ (38

{2} included yn Other within Investments and Othes Assets in the Consolidated Balante Sheets.
(b) Included in Other within Current Assets and Other within Investments and Qther Assets in the Consohdated Balance Shegts.

{c) included n Other within Current Liabhties and Other wathin Deferred Credits and Other Liabifities in the Consalidated Balance Sheets.
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The tollowing table provides a reconciliation of beginning and ending balances of assets and liabilities measured at fair value using Level 3 measurements.

Derivatives {net)
Years Ended December 31,

{in millions) 2013 2012 2011
Balance at beginning of pericd $(38) $(24) $(36)
Total pretax realized or unrealized gains included in eamings — 1 —
Purchases, sales, issuances and seftlements:

Issuances 19 (18} -

Settlements — 4 —
Total losses included on the Consolidated Balance Sheet as regulatory assets or liabilities ()] (3} (20)
Transters out of Level 39 ke — 32
Balance at end of period $— $(38; $(24)
Pretax amounts included in the Consolidated Statements of Operations and Comprehensive Income related to Level 3 measurements outstanding i1

{a) Transfers reflect dervative contracts becoming observable due to the passage of ime.

DUKE ENERGY FLORIDA

The following tables previde recorded balances for assets and liabilities measured at fair value on a recusring basis on the Consolidated Balance Sheets.

Derivative amounts in the table below exclude cash collateral which is disclosed in Note 14, See Note 15 for additional information related to investments by major

security type.
December 31,2013
{in millions} Total Fair Value Levell Level2 Level3
Nuclear decommissioning trust fung equity securities $546 4546 $ — $—
Nuclear decommissioning trust fund debt securities and other 714 96 118 —
Cther trading and availabie-for-sale debt securities and other® 4 2z 38 —_
Derivative assets™ 1 — 1 —
Total assets 801 644 157 —
Derivative liabilities™ (116) - (116) —_
Net assets $635 $644 § 41 $—
December 31, 2012
(in millions) Total Fair Value  Levell [Level2 Level
Muclear decommissioning trust fund eguity securities $435 %423 % 6 $—
Nuclear decommissioning trust fund deb! securities and other 194 43 131 —
Other trading and available-for-sale debt securities and other® 43 3 40 —
Derivative assets™ g — 9 —
Total assets 681 475 206 —
Derivative liabilities® 270} — (270 —
Net assets 3411 $475 BB $—

{a} incluged n Other wittin Investments and Other Assets in the Consolidated Balance Sheets.
tb) Included in Other wathrn Current Assets and Other within lnvestments and Other Assets in the Consolidated Balance Sheels.

{t) Included in Other within Current Liabilities and Other within Deferred Credits and Other Liabilihes in the Consclidated Balance Sheets.
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DUKE ENERGY OHIO

The following tables provide recorded balances for assets and liabilities measured at fair value on a recurring basis on the Consolidated Balance Sheets.
Derivative amounts in the table below exclude cash caliateral, which are disclosed in Note 14.

December 31, 2013
{in millions) Total Fair Value Levell LevelZ Llevel 3
Derivative assets® $ 9 $50 $ 2 $5
Derivative liabilities™ (95 1} (65) {29)
Net assets (liabilities) $ 1 349 S48 34
December 31, 2012
{in miltions} Totz! Fair Yalne Levell Level2 Leveld
Derivative assets™ $ 58 4 ¢ 2 9
Derivative liabilities™ (38 {15) (8) {15
Net assets {liabilities) $21 $3 §® $@®

(a) Included in Other within Current Assets and Other within Investments and Other Assets in the Consolidated Balance Sheets.
(&) Included in Other within Current Liabiities and Other within Deferred Credits and Other Liabilities in the Consoldated Balance Shests.

The following table provides a reconciliation of beginning and ending balances of assets and liabilities measured at fair valug using Level 3 measurements.

Derivatives (net)

Years Ended December 31,

{in millions) 2013 2012 2011
Balance at beginning of per:od L (3] $(3 $13
Total pretax realized or unrealized gains included in earnings® {42) 3 4
Purchases, sales. issuances and seftlements:

Purchases 1 . —

Settlements _— 1 (14)
Tetal losses included on the Consolidated Balance Sheet as regulatory assets or liabilities — n 2
Transtess out of Level 3™ 43 — —
Balance at end of period $ @ $ (6 $ 3

{a} Amounts for dervative are pnmanly included in Qperating Revenues
{b) Transfers reflect denvative contracts becoming observable dug to the passage of time.

DUKE ENERGY INDIANA

The following tables provide récorded balances for assets and liabilities measurad at fair value on a recurring basis on the Consolidated Balance Sheets.
Derivative amounts in the table belgw exclude cash coflateral, which is disclosed in Note 14. See Note 15 for additional informsation related o investments by major

security type.

December 31, 2013

(in millions) Total Fair Value Level1 Level 2 Level 3
Available-for-sale equity securities™ $ 65 $65 $— —
Available-for-sale debt securities® 29 — 79 -
Derivative assels™ 12 —_ — 12

Net assets {fiabilities} $106 $65 $ 29 $12
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{in millions)

December 31, 2012

Total Fair Valus

Levell Level? Level3

Available-for-sale equity securities™

$49 49 $—

Available-for-sale debt securities'® 28 — 29 —
Denvative assets™ 10 — — 10

Total assets 88 49 2 10
Derivative labilities™ (63) — (63) —

Net assets {liabiltties}

$26 4% $(3  $10

{a) included m Other within investments and Other Assets on the Consohidated Balance Sheets.
{b}  Included i Other within Current Assets on the Consclidated Balance Sheets,
{c}  Included in Other within Current Liatulities and (ther within Deferred Credits and Other Liabilises on the Consolidated Balance Shests.

The following table provides a reconciliation of beginning and ending balances of assets and liabilities measured at fair value using Level 3 measurements.

Derivatives {net}

Years Ended December 31,

(in millions) 2013 2012 2011
Balance at beginning of period $10 $ 4 § 14
Total pretax realized or unrealized gains included in earnings™ 8 36 14
Purchases, sales, issuances and settlements:

Purchases 20 — 8

Sales — 22 —

Settlements (30) (52) (1)
Total losses included on the Consolidated Balance Sheet as regulatary assets or liabilities 4 — {n
Balance at end of period $12 $10 $ 4
{a) Amounts 0 derivatives are prmanty included in Operating Revenues.
QUANTITATIVE INFORMATION ABOUT UNOBSERVABLE INPUTS

The failowing table provides quantitative information about the Duke Energy Registrants’ derivatives classified as Level 3.
December 31, 2013
: Fair Yalue

Investment Type {in millions)  Valuation Technique Unobservable Input Range
Duke Energy
Natural gas contracts $ (2 Discounted cash flow Forward natusal gas curves — price per MMBtu $ 307 —§ 537
FERC mitigation power sale agreements $ (@) Discounted cash flow Forward electricity curves — price per MWh $2579 —$ 5238
Financral transmission rights (FTRs) $12 RTO auction pricing FTR price — per Megawatt Hour (MWh) $ (0300 —$ 1380
Flectricity contracts $23  Discounted cash flow Forward electricity curves — price per MWh $2077 —$ 58.90
Commodity capacity oplion contracts $ 4 Discounted cash flow Forward capacity option curves — price pet MW day $30.40 —$165.10
Reserves $22) Bid-ask spreads, implied volatility, probability of default
Total Level 3 derivatives $13
Duke Energy Carolinas
FERC mitigation power sale agreements $ {2)  Discounted cash flow Forward electricity curves — price per MWh $2579 —§ 52.38
Duke Energy Ohio
Electricity contracts $ 18 Discounted cash flow Forward electricity curves -—— price per MWh $2077 —$ 5890
Natural gas contracts $ (2> Discounted cash flow Forward natural gas curves — price per MMBtu $ 307 —$% 537
Reserves $20 Bid-ask spreads, imptied vofatility, probability of default
Total Level 3 derivatives $ @
Duke Energy Indiana
FiRs $12 RTO auction priging FTR price — per MWh $ (0300 —3% 13380
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December 31, 2012

Fair ¥alue
Investment Type (in millions) Valuation Technique Unobservable Input Range
Duke Energy
Natural gas contracts $(53)  Discounted cash flow Forward natural gas curves — price per MMBtu $233—-% 99
FERT mitigation power sale agregments $(23)  Discounted cash flow Forward electricity curves — price per MWh $2583 —3 4869
F1Rs $ 11 RTQauction pricing FTR price — per Mk $2363 —% 3922
Electrigity contracts $ (8)  Discounted cash flow Forward electricity curves -— price par MWh $2482 —3 7796
Capacity contracts $ (3 Discounted cash flow Forward capacily curves — price per MW day $95.16 —$105.36
Capacity option contracts $ 3 Discounted cash fiow Forward capacity oplion curves — price per MW day $ 488 —$ 77%
Reserves $(12) Bid-ask spreads, imptied volatility, probability of default
Total Level 3 derivatives $(85)
Duke Energy Carolinas
FERC mitigation power sale agreements $(12)  Discounted cash flow Forward electricity curves — price per Mi¥h $2583 —3 48.6%
Progress Energy
Natural gas contracts $(21  Discounted cash flow Forward natural gas curves — price per MMBtu $ 407 —3% 445
FERC mitigation power sale agreements $(11)  Discounted cash flow Forward electricity curves — price per MWh $2583 —§ 48563
Total Leve! 3 derivatives $(38}
Duke Energy Progress
Natural gas contracts $(27)  Dscounted cash flow Forward natural gas curves — price per MMBty § 407 —§ 435
FERC mitigation power sale agreements $(11)  Discounted cash fiow Farward electriciy curves — price per MWh $2581 —§ 4869
Tetal Level 3 derivatives $(38)
Duke Energy Ohio
FTRs $ 1 RTOauction pricing FTR price — per MWh $27.17 —% 3812
Etectricity contracts $ (1) Discounted cash flow Forward electricity curves — price per MWh $2580 —$ 57.50
Natural gas contracts $ 5 Discounted cash flow Forward natural gas curves — prce per MMBtu $ 330 —§ 451
Reserves D Bid-ask spreads. implied volatility, probability of default
Total Level 3 derivatives $ (6
Duke Energy Indiana
FIRs $10  RTO auctien pricing FTR pnce — per MWh $2363 —§ 3543

OTHER FAIR VALUE DISCLOSURES

The fair value and book value of long-term debt, including current maturities, is summarized in the following table. Estimates determined are not necessarily
indicative of amounts that could have been settled in current markets. Fair value of long-term debt uses Level 2 measurements.

December 31, 2013

December 31, 2012

(in millions) Book Value Fair Value Book Value Fair Value
Duke Energy $40,256 $42,592 $39,461 $44,001
Duke Energy Carofinas $ 843 49113 $ 8141 $10,096
Progress Energy $14,115 $15,234 $14,428 $16.563
Duke Energy Progress $ 5235 $ 5303 $ 4,840 $ 5277
Duke Energy Flonida $ 4,385 $ 5,408 $ 9320 $ 8202
Duke Energy Ohio $ 2,188 $ 2,237 $ 1,997 $ 2117
Duke Energy Indiana $ 373 $ 4171 $ 3,702 § 4,268

At both December 31, 2013 and December 31, 2012, fair value of cash and cash equivalents, acceunts and notes receivable, accounts payable, and notes
payable and commercial paper ase not materially diftesent from their carrying amounts because of the shori-term nature of these instruments and/or because the

stated interest rates approximate market rates.
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17. VARIABLE INTEREST ENTITIES

AVIE is an entity that is evaluated for consolidation using more than
a simple analysis of vating contral. The analysis t¢ determine whether an
entity is a VIE considers contracts with an entity, credit support for an entity,
the adequacy of the equity investment f an entity and the relationship of
voting power to the amount of equity invested in an enfity, This analysis is
performed either upon the creation of a legal entity or upon the occurrence of
an event requiring reevaluation, such as a significant change in an entity's

CONSOLIDATED VIEs

assets or activities. A qualitative analysis of conirol determines the party that
consolidates a VIE. This assessment is based on (i) what party has the power

to direct the most significant activities of the VIE that impact its economic

performance, and {ii) what parly has rights to receive benefits or is obligated

to absorb losses that are significant to the VIE. The analysis of the party that
consclidates a VIE is a continual reassessment, Other than the discussion below
related to CRC, no financial support was provided to any of the VIES during the
years ended December 31, 2013, 2012 and 2011, or is expected to be provided
in the future, that was not previously contractually required.

The table below shows the VIES that Duke Energy, Duke Energy Carofinas and Duke Energy Progress consafidate and how these entities impact their respective

Consclidated Balance Sheets.

December 31, 2013

{in millions) DERF™ DEPR™ CRG  CinCapV  Renewables Other Total
ASSETS

Current Assets

Restricted receivables of variable interest entities $673 $416  $595 $17 $ 18 $— 11
Other _— — -— 10 89 2 101
Investments and Other Assets

Dihes — — _ 51 ] — 1)
Propenty. Plant and Equipment

Property, plant and equipment, coste — — —_ — 1,662 18 1,680
Accumulated depraciation and amartization —_ — — — Q70 (5) s
Regutatory Assets and Deferred Debits

QOther 1 1 _ _ 34 — ki)
Total assets 614 417 595 78 1,662 15 3441
LIABILITIES AND EQUITY

Current Liabilities

Accounts payable —_ — -_ — 2 — b
Taxes accrued —_ — — — 10 — 10
Current maturities of long-term debt — — — 14 66 — 80
Other — — — 10 17 — il
Long-term Debt® 400 300 325 34 907 — 1,968
Deferred Credits and Other Liabilities

Other 1 — — 13 333 — kLY
Total liabilities 401 300 325 n 1,335 — 2432
Net assets of consolidated variable interest entities $273 $17 3270 $17 $ 3 $15  $1,009

{a) DERF 1s consohidated by Duke Energy Carolinas and Duke Energy.

() DEPRs consohidated by Duke Energy Progiess and Duke Energy
{c) Restricted as collateral for non-recourse debt of VIEs.
(d) Non-recourse 1o the general assets of Duke Energy.
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December 31, 2012
{in milligns) DERF® CRC  CinCapV  Renewables Other Total
ASSETS
Current Assets
Restricted receivables of variable interest entities $637  $534 $15 $ 15 $(h 3201
(ther —_ — 4 133 2 139
Investments and Other Assets
Other - — 62 14 2 78
Property, Plant and Equipment
Froperty, plant and equipment, cost™ — — — 1,543 15 1,558
Accumulated depreciation and amerization — — — {58} 5 {103)
Regulatory Assets and Deferred Debits
{Other — — — 40 — 10
Tota! assets 637 £34 81 1,648 13 2913
LIABILITIES AND EQUITY
Current Liabilities
Actounts payable — — — 1 — 1
Notes payable and commercial paper — 312 — — — 3z
Taxes accrued — — — 62 — 62
Current maturities of long-term debt — — 13 459 — 472
QOther — — 4 25 — 29
Long-term Debt® 300 — 18 504 — 852
Deferred Credits and Other Liabilities
Deferred income taxes — — — 154 — 154
Asset retirement obligation — — — 23 — 4
(Other — — 10 39 — 43
Total liabilities 300 312 75 1.267 — 1,954
Net assets of consolidated variable interest gntities $337 222 $6 $ 381 $13 ¢ 999

(a) DERF is consolidated by Duke Enecgy Carolnas and Duke Energy.
(b} Restricted as collateral for non-recourse debt of VIES.
{c} Non-recourse to the general assets of Duke Energy

The obligations of these VIES are non-recourse to Duke Energy, Duke Energy Caralinas and Duke Energy Progress. These entities have no requirement to provide
Jiguidity to purchase assets of, or guarantee performance of these VIES unless noted in the following paragraphs.

DERF

On a daily basis, Duke Energy Receivables Finance Company, LLC {DERF),
a bankruptcy remate, special purpose subsidiary of Duke Energy Carolinas, buys
certain accounts receivable arising from the sale of electricity and/or related
services from Duke Energy Carolinas. DERF is a wholly owned limited liability
campany with a separate legal existence from its parent, and its assets are
rot generally available to creditors of Duke Energy Carolinas. DERF borrows
$400 million under a credit facility to buy the receivahles. Borrowing is limited
to the amaunt of qualified receivables sokt, which is expected to be in excess of
$400 millign. The receivables arg used as collateral for commergial paper issued
through third parties. The credit facility expires in October 2016 and is reflected
on the Consolidated Balance Sheets as Long-term Debt. The secured credit
facility was not structured to meet the criteria for sale accounting treatment
under the accounting guidance for transfers and servicing of financial assets.

The mast significant activity that impacts the economic performance of
DERF is the decisions made to manage delinguent receivables. Duke Energy
Carolinas consolidates DERF as it makes those decisions.
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DEPR

On a daily basis, Duke Energy Progress Receivables Company, LLC
(DEPR}, a bankruptcy remote, special purpase subsidiary of Duke Energy
Progress formed in 2013, buys certain accounts receivable arising from the
sale of electricity and/of refated services from Duke Energy Progress. DEPR
is a whelly owned limited fiability company with a separate legal existence
frem its parent, and its assets are not generally available to creditors of Duke
Energy Progress. DEPR borrows $300 million under a credit facility to buy the
receivables. Borrowing is limited ta the amount of qualified receivables sold,
which is expected to be in excess of $300 million. The receivables are used as
collateral for commercial paper issued thiough third parties. The credit facility
expires in December 2016 and is reflectad on the Consolidated Balance Sheets
as Long-term Debt. The secured credit facility was not structured to mest
the criteria for sale accounting treatment under the accounting guidance for
transfers and servicing of firancial assets.

The most significant activity that impacts the economic performance of
DEPR is the decisions made to manage definquent receivables. Duke Energy
Progress consolidates DEPR as it makes those decisions.
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CRC

{n a revolving basis, CRC buys certain azcounts receivable arising
fram the sale of electricity and/or related services from Duke Energy CGhio
and Duke Energy (ndiana. Receivables sold are securitized by CRC through a
facility managed by two unrelated third parties and are used as collateral for
cammercial paper issued by the unrelated third parties. Proceeds Duke Energy
Ohio and Duke Energy Indiana receive from the sale of receivables to CRC are
typically 79 percent cash and 25 percent in the form of a subordinated note
fram CRC. The subordinated note is a retained interest in the receivables sold.
Cash callections from the receivable are the sole source of funds to satisfy the
Telated debt obligation. Depending on experience with coliections, additional
equity infusions to CRC may be required by Duke Energy to maintain a minimum
equity balance of $3 million. There were ng infusions to CRC during the years
ended Decermber 31, 2013 and 2012, For the year ended December 31,
2011, Duke Energy infused $6 million of equity to CRC fo remedy net worth
deficiencies. Borrawings fluctuate based on the amount of receivables sold. The
credit tacility expires in Novernber 2016. The secured credit facility is reflected
on the Consolidated Balance Sheets as Long-term Debt. CRC is considered a
VIE because (i) equity capitalization is insufticient to support its operations,
(iiy power to direct the most significant activities that impact economic
performance of the entity are not perfarmed by the equity holder, Cinergy, and
(iii) deficiencies tn net worth of CRC are not funded by Cinergy, but by Duke
Energy. The most significant activity of CRC refates to the decisiens made with
respect to the management of delinquent receivables, Duke Energy consolidates
CRC as it makes these decisions. Neither Duke Energy Ohio nor Duke Energy
Indiana consolidate CRC.

NON-CONSOLIDATED ViEs

CinCap ¥

CinCap ¥ was created to finance and execute a power sale agreement
with Central Maine Pawer Company for approximately 35 MW of capacity and
energy. This agreement expires in 2016. GinCap V is considered a VIE because
the equity capitalization is insufficient o support its tperations. Duke Energy
consolidates CinCap V as it has power to direct the most significant activities
that impact the economic performance of the entity, which are the decisions to
hedge and finance the power sales agreement.

Renewables

Certain of Duke Energy's renewable energy facilities are VIES due fo
power purchase agreements with terms that approximate the expected life of
the projects. These fixed price agreements effectively transfer commodity price
risk to the buyer of the power. Gertain other of Duke Energy’s renewable energy
facilities are VIES due to Duke Energy issuing guarantees for debt service and
operations and maintenance reserves in support of debt financings. Assets are
restricted and cannot be pledged as coflateral or sold to third parties without prior
approval of debt holders. The most significant activities that impact the economic
performance of these renewable energy facilities were detisions associated with
siting, negotiating purchase power agreements, engineering, procurement and
construction, and dacisions associated with ongoing operations and maintenance-
refated activities. Duke Energy consolidated the entities as it makes all of fhese
decisions.

The tables below disclose VIES the Duke Energy Registrants do not consclidate and how these entities impact the Duke Energy Registrants’ respective

Consolidated Balance Sheets.

December 31, 2013

Duke Energy
Duke Duke
Energy Energy
{in millions) Renewables Other Total Ohio™  Indiana®
Receivables § — $ — $— $114 $143
Investments it equity method unconsolidated affiliates 153 60 13 — -
intangihles — 96 98 96 —_—
Investments and other assets - 4 4 — —
Total assets 153 160 313 210 143
Other current Kabilities - 3 3 — —
Deferred credits and other liabifities — 15 15 — -
Total liabilities — 18 18 — —
Net assets $153 $142 $295 $210 $143

[a)  Reflects OVEC and retained interest n CRC.
{t) Reflects retained interest in CRC.
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December 31, 2012

Duke Energy

FPC Duke Duke
Capitaf | Energy Energy
{in millions) DukeNet  Renewables Trust Other Total Ohio™ Indiana™
Receivabies $ — N R $ — $ 97 $116
Investments in equity methed unconsolidated affiliates 118 147 — 27 292 — —
Intangibles — — — 104 104 104 -—

Investments and pther assets — — 9 2 1i —

Total assets 1:8 147 9 133 407 201 116
QOther current fiabilities — — — 3 3 — —
Deferred credits and ather liabilities — — 319 17 336 — —

Total liabilities — — 319 20 339 — —
Net assets (liabilities) $ 118 47 3 @Gy § 113 $ 68 $201 $116

{a) Reflects OVEC and retaned nterest in CRC
{b) Reflects retained nterest in CRC.

{t)  The entue balance of lnvestments and other assets and $274 milion of the Deferred Credits and Other Liabilities baiance apphes to Progress Energy.

The Duke Energy Registrants are not aware of any situations where the
maximum exposure to loss significantly exceeds the carrying values shown
above except for the power purchase agreement with the Chio Vailey Electric
Corparation (OVEC), which is discussed below, and various guarantees,
teflected in the table above as Deferred credits and other liabilities.

DukeNet

Until December 31, 2013, Duke Energy owned a 50 percent ownership
interest in DukeNet. DukeNet was considered a VIE because it has entered
into certain contractual arrangements that provide it with additicnal forms of
subordinated financial support. The most significant activities that impacted
DukeNet's ecanomic performance relate to its business develepment and fiber
optic capacity marketing and management activities. The power to direct these
activities was jointly and equally shared by Duke Energy and the other joint
venture partner.

On December 31, 2013, Duke Energy completed the sale of its ownership
interest in DukaNet to Time Warner Cable, Inc, For more information on the sale
of DukeNet, refer to Note 12.

Renewables

Duke Energy has investments in various renewable energy project entities.

Some of these entities are VIEs dua to power purchase agreements with terms
that appraximate the expected life of the project. These fixed price agreements
effectively transfer commodity price risk to the buyer of the power. Duke Energy
does not consalidate these VIEs because power fo direct and control key
activities is shared jointly by Duke Energy and ather owners.

FPC Capital ) Trust

At December 31, 2012, Progress Energy had variable interests in the
FPC Capital | Trust (the Trust). The Trust, a finance subsidiary, was established
for the sole purpase of issuing $300 million of 7.10% Cumulative QUIPS due
2039, and using the proceeds thereof to purchase $300 million of 7.10% Junior
Subordinated Deferrable Interest Notes due 2039 from Florida Progress Funding
Corporatian {Funding Corp.}. Funding Corp. was formed for the sole purpose of
providing financing to Duke Energy Flarida. On February 1, 2013, Duke Energy
redeemed the QUIPS and subsequently terminated the Trust.
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Other

The mast significant of the Other non-cansolidated VIES is Duke Energy
Ohio’s 9 percent ownership interestin OVEC. Through its ownership interest
in QVEC, Duke Energy Ohig has a contractual arrangement to buy power from
OVEC's power plants through June 2040. Proceads from the sale of power
by DVEC to its power purchase agreement counterparties are designed to be
sufficient to meet its operating expenses, tixed costs, debt amortization and,
interest expense, as well as garn a return on eguity. Accordingly, the value
of this contract is subject ta variability due to fluctuations in power prices
and changes in OVEC's casts of business, incleding costs associated with its
2,256 MW of coal-fired generation capacity. As discussed in Nota 5, proposed
environmental rufemaking could increase the costs of OVEC, which wouid 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
2006. This amount is included in the table above for Duke Energy and Duke
Energy Ohig,

In addition, Duke Erergy has guaranteed performance of certain entitias in
which it ng longer has an equity interest.

CRC

See discussion under Consolidated VIEs for additional information related
to CRC.

The subordinated notes held by Duke Energy Ohio and Duke Energy
Indiana are stated at fair value and are classified within Receivables in
their Consolidated Balance Sheets. Carrying values of retained interests are
determined by atlocating carrying value of the receivables between assets sold
and interests retained based on relative fair value. The allocated basis of the
subordinated notes are not materially different than their face value because
(i) the receivables generally turnover in fess than two months, {ii) credit losses are
reasonably predictable due to the broad customer base and lack of significant
concentration, and (i} the equity in CRC is subordinate to all retained interests
and thus would absarb losses first, The hypothetical effect on fair value of the
retained interests assuming both a 10 percent and a 20 percent unfavorable
variation in credit losses or discount rates is not material due to the short
turnover of receivables and historically fow credit loss history. Interest accrues
to Duke Energy Ohio and Duke Energy Indiana on the retained interests using the
acceptable yield methad. This method generally approximates the stated rate
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an the notes since the allocated basis and the face value are nearly equivalent.
An impairment charge is recorded against the carrying value of both retained

The following table shows the gross and net receivables sold.

interests and purchased beneficial interest whenever it is determined that an
other-than-temporary impairment has occurred.

Duke Energy Ohio Duke Energy Indiana

December 31, December 31,
(in millions) 2013 2012 2013 2012
Recevables seld $290 $282 $340 $ 289
Less: Retained interests 114 97 143 116
Net receivables sold $176 $185 $197 $ 113

Key assumptions used in estimating the fair value in 2013 and 2012 is detailed in the following table.
Duke Energy Ohio Duke Energy Indiana

2013 2012 013 2012
Anticipated Credit Joss fatio 0.6% 0.7% 0.3% 0.3%
Discount rate 12% 1.2% 1.2% 1.2%
Receivable turnover rate 128% 127% 10.3% 10.2%

The following tables show sales and cash flows related to receivables sold.
Duke Energy Ohio Duke Energy Indiana
Years Ended December 31, Years Ended December 31,

{in millions) 2013 2012 2011 2013 2012 2011
Sales
Receivables sold $2,251 $2.154 $2390 $2,985 $27173 $ 2658
Loss recognized on sate 12 13 21 11 12 16
Cash Flows
Cash proceeds from receivables sold 2,220 2172 2474 2,944 2,784 2674
Coliection fees received 1 1 1 1 1 1
Retum received on retained interests 5 5 12 6 7 13

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

Collection fees received in cannection with the serviging of transferred
accounts regeivable are in¢luded in Qperation, maintenance and other on Duke
Energy Ohio's and Duke Energy Indiana’s Consolidated Statements of Operations
and Comprefiensive income. The loss recognized on sales of receivables is
calculated monthly by multiplying the receivables sold during the month by the
required discount, The required discount is derived monthly utilizing a three-
year weighted-average formula that considers charge-off histary, late charge
history, and turnover history on the sold receivables, as well as a component
for the time value of maney. The discount rate, or component for the time value
of money, is calculated monthly by summing the prior month-end LIBOR plus a
fixed rate of 1.00 percent.

18. COMMON STOCK

Basic Earnings Per Share (EPS) is computed by dividing net income
aftributable to Duke Energy common shareholders, acjusted for distributed
and undistributed eamings allocated to participating securities, by the
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weighted-average number of common shares outstanding during the period.
Diluted £PS is computed by dividing net income attributable to Duke Energy
common shareholders, as adjusted for distributed and undistributed earnings
allocated to participating securities, by the diluted weighted-average number of
cammon shares outstanding during the period. Diluted EPS reflects the potential
dilution that could accur if securities or other agreements to issue common
stack, such as stack options, ghantom shares and stock-based performance
unit awards were exercised or settled. Duke Energy’s participating securities
are restricted stock units that are entitled to dividends declared on Quke Energy
common shares during the restricted stock units’ vesting period.

Cn July 2, 2012, just prior to the close of the merger with Progress Energy,
Duke Energy executed a one-for-three reverse stock split. Alf earnings per share
amounts included in this }0-K are presented as if the one-for-three reverse
stock split had been effective January 1, 2011. The following table presents
Duke Energy's basic and diluted EPS calculations and reconciles the weighted-
average number of common shares outstanding to the diiuted weighted-average
number of common shares outstanding.
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Average
(In millions, except per-share amounts} Income  Shares  EPS
2013
tncome from continuing operations atiributable to Duke Energy commaon sharehalders, as adjusted for participating securities — basic and dituted $ 2640 T06 § 374
02
Income fram ¢ontinuing operations attributable to Duke Energy common sharehelders, as adjusted for participating secunties — basic $ 177 574 § 301
Effect of dilutive securities:
Stock aptions, performance and restricted stock 1
Income from continuing aperations attributable to Duke Energy commen shareholders, as adjusted for participating securities — diluted $ 1727 575 $ 301
2011
Income from continuing operations attributable to Duke Energy common shareholders, as adjusted for participating securities — basic and diluted $ 1702 444§ 383

As of December 31, 2013, 2012 and 2011, 2 million, 1 million and
3 million, respectively, of stock optians and performance and unvested stock
awards werg not included in the dilutive securities calculation in the above tabie
because either the option exercise prices were greater than the average market
price of the comman shares during those periods, of performance measures
related to the awards had not yet been met.

For the years ended December 31, 2013, 2012 and 2011, Duke Energy
declared dividends of $3.09 per share, $3.03 per shara and $2.97 per share,
respectively.

19. SEVERANCE

2011 SEVERANCE PLAN

In conjunction with the merger with Progress Energy, in November 2011
Duke Energy and Progress Energy offered a voluntary severance plan to certain
eligible employees. As this was a voluntary severance plan, all severance
benefits offered under this plan are considered special termination benefits under
U.S. GAAP Special termination benefits are measured upan employee acteptance
and recorded immediately absent any significant retention period. i a significant
retention period exists, the cost of the special termination benefits are recorded
ratably over the retention period. Approximatety 1,100 employess from Duke
Energy and Progress Energy reguested severance during the voluntary window,
which closed on November 30, 201 1. The estimated amount of future severance
expense assaciated with this voluntary plan through 2014 is not material.

Additionally, in the third quarter of 2012, a voluntary severance plan was
offered to certain unionized employees of Duke Energy Qhio. Approximately
75 employaes accepted the termination benefits during the voluntary window,
which closed on October B, 2012, The expense associated with this plan was
not material.

In conjunction with the retiremant of Crystal River Unit 3, severance
tenefits have been made available to certain eligible impacted unionized and
non-unicnized employees, to the extent that those emplayees do not find job
opportunities at other incations. Approximately 600 employees worked at Crystal
River Unit 3. For the year ended Oecember 31, 2013, Duke Energy Flarida
deferred $26 miilion of severance costs as a regulatory asset. Severance costs
expected to be accrued over the remaining retention period for employees
identified to have a significant retention periad is not material. Howaver, these
employees maintain the ability to accept job opportunities at other Duke Energy
locations, which would result in severance not being paid. If a significant
amount of these individuals redeploy within Duke Energy, the final severance
benefits paid under the plan may be less than what has been accrued o date.
Refer to Note 4 for further discussion regarding Crystat River Unit 3.

1

Amounts included in the table below represent direct and allocated
severance and related expense recarded by the Duke Energy Registrants, and
are recorded in Dperation, maintenance ang other within Operating Expenses
on the Cansolidated Statements of Operations. The Duke Energy Registrants
recorded insignificant amounts for severance expense during 2011 for past and
ongoing severance plans.

Years Ended December 31,

{in millions) 2013 2012
Ouke Energy® $ M $ 201
Duke Energy Carolinas 8 63
Progress Energy 1% 82
Duke Energy Progress 14 35
Duke Energy Florida 5 27
Duke Energy Ohig 2 21
Duke Energy Indiana 7 18

() Includes $5 million and $14 mibon of accelerated stock award expense and $2 million and $18 milhon of
COBRA and healthcare reimbursement expenses for 2013 and 2012, respectively.

Amounts included in the table below represent the severance liability
for past and ongoing severance plans. Amounts for Subsidiary Registrants do
not include allocated expense or associated cash payments. Amounts for Duke
Energy Ohia and Duke Energy Indiana are not material.

Balance at Balance at

December 31,  Provision/ Cash December3l,

(in millions) 2012 Adjustments  Reductions 2013
Duke Energy $135 $ 52 $ a2 $ 64
Duke Energy Carolinas 12 6 (13) ]
Progress Energy 43 49 {48 44
Duke Energy Progress 23 8 ed))] n
Duke Energy Flori¢a 6 31 (13 24

As part of Duke Energy Carolinas’ 2011 rate case, the NCUC approved
the recavery of $101 million of previously recorded expanses related to a prior
year Voluntary Cpportunity Plan. This amount was recorded as a reduction
to Operation, maintenance, and other within Oparating Expenses on the
Consolidated Statements of Operations and recognized as a Regulatory asset on
the Consalidated Balarce Sheets in 2012,
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20.  STOCK-BASED COMPENSATION

Duke Energy's 2010 Long-Term Incentive Plan {the 2010 Plar} reserved
25 million shares of comman stock for awards to employees and qutside
directors. Duke Energy has historically issued new shares upon exercising or
vesting of share-based awards. However, Duke Energy may use a combination
of new share issuances and open market repurchases for share-based
awards that are exercised or become vested in the future. Duke Energy kas not
determined with certainty the amount of such new share issuances ar open

market repurchases.

The 2010 Plan allows for a maximum of 6.25 million shares of common
stock to be issued under various stock-based awards other than options and

stock appreciation rights.

In connection with the acquisition of Progress Energy in July 2012,
Duke Energy assumed Progress Energy's 2007 Equity incentive Plan (EP).
Stock-based awards granted under the Progress Energy EIP and held by
Progress Energy employees were generally converted into outstanding Duke
Energy stack-based compensation awards, The estimated fair valye of these
awards allocated to purchase price was $62 million. Reter to Note 2 for further

information regarding the merger transaction.

The following table summarizes the total expense recognized by each of
the Duke Energy Registrants, net of tax, for stock-based campensation.

{in millipns)

Years Ended December 31,

013 012 01

Duke Energy

Duke Energy Carolinas
Progress Energy

Duke Energy Progress
Duke Energy Fiorida
Duke Energy Ohio
Duke Energy Indiang

$52 $48  $32
13 12 17
23 25 20

TR GO ¥
9 9 8
4 4 §
4 4 4

Pretax stock-based compensation costs, the tax benefit associated with
stock-hased compensation expense, and stock-based compensatien casts

capitalized are included in the following table.

Years Ended December 31,

(in millions) 2013 012 2011
Stock options $2 $2 ¢ 2
Restricted stock unit awards 4 43 27
Performance awards 34 KX} 23

Pretax stock-based compensation cost

$85  §78  §%2

Tax beneht associated with stock-based
compensation expense
Stock-based compensation costs capitatized

$33  $30 s
3 4 Z
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STOCK OPTIONS

The following table summarizes information about stock eptions
outstanding,

Weighted- Weighted-  Aggregate
Average  Average Intrinsic

Options  Exercise  Remain- Valug
{in thousands) Price  ingLife (in millions)
Qutstanding at
December 31, 2012 1,654 $ 51
Granted 310 69
Exercised (1,162} 18
Forfeited or expired 9 4
Qutstanding at
December 31, 2013 193 51 Ty, Im $6
Exercisable at
December 31, 2013 137 46 1y, 5m 3
Options expected fo vest 656 o4 By, 5m 3

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
aption term is 10 years. The vesting periods range from immediate to three
years. Options granted in 2013 and 2012 were expensed immediately; therefore,
there is no future compensatian cost associated with these optians. The
following table inciudes infarmation related to Duke Energy’s stock options.

Years Ended December 31,

(in millions) 2013 2012 2011
Intrinsic value of aptions exercised $26 817 § 0%
Tax venefit related to options exercised 19 7 10
Cash received from options exercised g b4l 4
Steck options granted (in thousands) 10 340 358

The following assumptions ware used o determing the grant date fair
value of stack optians granted in 2013

Risk-free interest rate® 1.0%
Expected dividend yield® 47%
Expected life® B years

Expected valatifity® 181%

{a) The nsk-free rate 1 based upon the average of five-year and seven-year U.S. Treasury Gonstant Mafunty

rates as of the grant date.

The expected dwidend yield 15 based Upon the most recent annualized diadend and the one-year average

closing stock price.

{c}  The expected ife of ophons is derived from the simpirfied methad approach.

(d) Volatiiy is based equally between histoncal and implied volatiity, Histonc volatidiy is based on Duke
Energy’s hustoncal volatiity over the expected ife using daily stock prices. Implied volatility is the average
for all tiphion contracts with a fe1m greater than six months vsing the sirike price closest 10 the s1pch
price on the valuation date.

{b



PART I

DUKE ENERGY CORPORATION » DUKE ENERGY CAROLINAS, LLC » PROGRESS ENERGY INC. «
DUKE ENERGY PROGRESS, INC. = DUKE ENERGY FLORIDA, INC. » DUKE ENERGY OHIQ, INC. « DUKE ENERGY INDIANA, INC.

Combined Notes to Consclidated Financial Statements — (Continued)

RESTRICTED STOCK UNIT AWARDS

Restricted stock unit awards issued and outstanding generally vest over
periods from immediate to three years. The following table includes information
refated to restricted stock unit awards,

Years Ended December 31,
2013 2012 2011
Shares awarded (in thousands) 612 443 636
Fair value {in millions)® $ 42 $ 28 $ 34

{a) Based on the market price of Duke Energy 's common stock 2t the grant date.

The following table summarizes information about restricted stock unit
awards outstanding.

Weighted-

Average

Shares  Per Share Grant

(inthousands})  Date Fair ¥alue

Outstanding at December 31, 2012 1607 $64
Granted 612 69
Vested (794) 63
forfeited {25 68
QOutstanding at December 31, 2013 1,400 66
Restricted stoeck unit awards expected to vest 1,365 66

The total grant date fair vaiue of shares vested during the years ended
December 31, 2013, 2012 and 2011 was $50 million, $34 million and $13
million, respectively. At December 31, 2013, Duke Energy had $21 million of
unrecegnized compensation cost, which is expected to be recognized over a
weighted-average period of 1 year and § months.

PERFORMANCE AWARDS

Stock-based awards issued and outstanding generally vest over
three years if performance targets are met.

Certain performance awards granted in 2013, 2012 and 2011 contain
market conditions based on the total shareholder return (TSR} of Duke Energy
stock relative to a pre-defined peer group {relative TSR). These awards are
valued using a path-dependent model that incorporates expected relative TSR
into the fair value determination of Duke Energy’s performance-based share
awards. The model uses three-year historical volatilities and correlations for all
companies in the pre-defined peer group, including Duke Energy, fo simulate
Duke Energy’s relative TSR as of the and of the pesiormance period. 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 portfolio. The average of these
simulatians is the expected portfolio value per share. Actual life to date rasults
of Duke Energy's relative TSR for each grart is incorparated within the model,

Other performance awards not containing market conditions were
awarded in 2012 and 2011. The perfarmance goal for these awards is Duke
Erergy’s return on equity over a three-year period. Awards are measured at
grant date price.
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The following table includes information related to performance awards.

Years Ended December 31,
013 2012 2011
Shares awarded {in thousands) 633 352 43z
Fair value (in millions) $ 8 $ 13 $ 20

The following table summarizes information about stock-based
performance awards outstanding at the maximum level.

Weighted-Average

Shares Per Share Grant

{in thousands) Date Fair Yalue

Quistanding at December 31, 2012 2346 $ 4
Granted 633 45
Vested (858) 49
Forfeited (299 46
Qutstanding at December 31, 2013 1822 45
Stock-based performance awards expected to vest 1,646 47

The total grant date fair valug of shares vested during the years ended
December 31, 2013, 2012 and 2011 was $42 million, $56 million and
$33 million, respectively. At December 31, 2013, Duke Energy had $22 million
of unrecognized cormpensation cost, which is expected to be recognized over a
weighted-average period of 1 year and 11 months.
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21. EMPLOYEE BENEFIT PLANS

DEFINED BENEFIT RETIREMENT PLANS

Duke Energy maintains, and the Subsidiary Registrants participate in,
qualified, non-contribetory defined benefit retirement plans. The plans cover
most U.S. employees using a cash balance farmula. Under a ¢ash balance
formula, a plan participant accumutates a retitement benefit cansisting of pay
credits based upon a percentage of current efigible earnings based ¢n age and/
or years of service and interest credits. Certain emplayees are cavered under
plans that use a final average earnings formula. As of January 1, 2014, these
defined benefit plans are closed to new participants. Under these average
eamings formulas, a plan participant accumulates a retirement benefit equal
{0 the sum of percentages of their (1) highest three-year or four-year average
earnings, (i) highest three-year or four-year average earnings in excess of
covered compersation per year of participation {maximum of 3% years), and/or
(iii} highest three or four-year average earnings times years of participation in
excess of 3% 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 uses a December 31 measurement date fof its defined
benefit retirement plan assets and obligations.

Net periotic benefit costs disclosed in the tables below represent the cost
of the respective benefit plan for the periods presented. Howevar, portions of the
net periodic benefit costs disclosed in the tables below have been capitalized as
a component of property, plant and equipment. Amounts presented in the tables
below tar the Subsidiary Registrants represent the amounts af pension and
gther post-retirement benefit cost allacated by Duke Energy for employees of
the Subsidiary Registrarts. Additionally, the Subsidiary Registrants are allocated
their proportionate share of pension and past-retirement benefit cost far
employees of Duke Energy's shared services affiliate that provide support to the
Subsidiary Registrants. These allocated amounts are included in the governance
and shared service costs discussed in Note 13.

Duke Energy's policy is to fund amounts on an actuarial basis to provide
assets sufficient to meet benefit payments to be paid to plan participants. The
foliowing table includes information related to the Duke Energy Registrants’
contributions to its U.S. qualified defined benefit pension plans.

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy  Energy Energy
{in millions) Enargy  Carolinas Energy Progress Florida Ohic  Indiana
Anticipated Contributions:
2014 $143 $ 42 $ 51 $ 2 $2 $ 4 $ 9
Contributions Made:
013 $ 250 $— $250 363 $133 $— $—
12 304 — 346 141 128 — —
2011 200 3 334 7 112 13 52
QUALIFIED PENSION PLANS
Components of Net Periodic Pension Costs

Year Ended December 31, 2013
Duke Duke Duke Ouke Duke

Duke Energy  Progress Energy Energy Energy Energy
(in millions) Energy  Carolinas Energy Progress  Florida Dhie Indiana
Service cost $ 167 $ 4 $ 60 $22 $ 30 $ 6 $11
Interest cost on projected benefi obligation 320 8 116 50 53 n il
Expected return on plan assets (549) (148) (199) (94) (81 (31 (46)
Amiortization of actuarial loss 184 1] 101 46 43 13 H
Amartization of prior service (credit) cost 11 (6} @ n P3] — 1
Other 7 2 2 1 1 — 1
Net periodic pension costs™™ $178 $ $ 78 $ 4 $ 4 $ 8 $18
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Year Ended December 31, 2012

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy  Energy Energy

{in miltions) Energy Caralinas Energy Progress Fiorida Ohic  Indiana
Sexvice cost i1z $ 35 $ 63 $25 $30 $ 6 $ 9
Interest cost on projected benefit obligation 307 90 127 58 36 31 30
Expected retum on plan assets (472} {146) {188) (96 81y {45 (46}
Amortization of actuarial loss 144 45 93 7 ) 10 1%
Amortization of prior service cost (credit} 10 1 9 8 (1) 1 1
(Qther [ 2 e 1 1 — —_
Net periodic pension costs'® $ 117 $ 27 $ 106 $33 $53 $ 3 $ 9

Year Ended December 31, 2011

Duhs Buke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

{in millions) Energy Carolings Energy Progress Florida Ohio Indiana
Service cost $ 9 $ 37 $ sl $20 $ 24 $ 7 $ 1
interest cost on projected benefit obligation 232 85 132 61 57 32 30
Expected return on plan assets (384) (150} (182) (0 78 (44) {45)
Amartization of actuarial loss i i 66 24 i 7 14
Amaortization of prior service cost 6 1 7 6 — 1 2
Other 18 7 — — — 2 2
Net periodic pension costs™® $ 45 $ 14 t 2 $36 $5 14

{a} Duke Energy amounts exclude $12 milon, $14 million and $14 mithon for the years ended December 2013, 2012, and 2011, respectvely, of regulatory asset amortizabon resulting from purchase accounting adjustments

associated with Duke Energy’s merger with Cinergy i Aprit 2006.

(b} Duke Energy Ohio amounts exciude $6 milbon. $6 million and $7 mulon for the years ended December 2013, 2012, and 2011. respectively, of regulatory asse! amerbzation resulting from purchase accounting adjustments

associated with Duke Energy’s merger with Cinergy m Apni 2006

Amounts Recognized in Accumulated Other Comprehensive Income and Regulatory Assets

Year Ended December 31, 2013

Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy  Energy Energy

{in miltions) Energy Carolinas Energy Progress Florida Ohic  [ndiana
Regulatery assets, net decrease 3788} $1205) ${253) ${109) $(146) 398 059
Accumulated other comprehensive {income) loss

Deferred income tax bensfit $ 18 $ — § — $ — $ — $— $—
Actuarial gains arising during the year {33) —_ (1] —_ — — —
Prior year service credit arising during the year {1) — — — _— — —
Amaortization of prior year actuarial losses {15) — )] - —_ — .
Reclassification of actuarial losses to regulatory assets 3 — _ _ —_ — —
Net amount recognized in accumulated other comprehensive income $ (28 $ — $ (5 $ — $ — $ — $—

181



