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Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-010

REQUEST:

Referto page 8. lines-10.21 of the Direct Teqfimnny of lames E Rngprc The testimonyv

indicates the Duke Energy’s 2010 annual report is attached as Exhibit A to the
application; however, Exhibit A is identified as Duke Energy’s 2009 annual report.

a  Explain whether Joint Applicants intended to include Duke Energy’s 2010 annual
report as Exhibit A but inadvertently included the 2009 report, or whether the
testimony intended to reference Duke Energy’s 2009 annual report.

b Explain whether Duke Energy’s 2010 annual report is now available. If yes,
provide the reports. If no, state when the 2010 report will be available.

RESPONSE:

a  The Company inadvertently included the 2009 annual report instead of the 2010
annual report.

b See Attachment Staff DR-01-010 for 2010 Annual Report.

PERSON RESPONSIBLE: James E Rogers
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DUKE ENERGY CORPORATION

FINANCIAL HIGHLIGHTS"
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(in millions, except per-share amounts and ratios) 2010 2009 2008
Operating Results
Total operating revenues $14,272 $12,731 $13.207
Net income $ 1,323 $ 1,085 $ 1,358
Net income attributable to Duke Energy Corporation $ 1,320 $ 1,075 $ 1,362
Ratio of Earnings to Fixed Charges 3.0 3.0 3.4
Common Stock Data
Shares of common stock outstanding

Year-end 1.329 1,309 1979

Weighted average — basic 1,318 1,293 1,265

Weighted average — diluted 1,319 1,294 1,267
Reported diluted earmnings per share $ 1.00 $ 0.83 $ 1.07
Adjusted diluted earnings per share $ 143 $ 1.22 $ 1.21
Dividends per share % 097 $ 094 $ 090
Balance Sheet Data
Total assets $59,090 $57,040 $53,077
Long-term debt including capital leases and

variable interest entities, less current maturities $17,935 $16,113 $13,250

Total Duke Energy Corporation shareholders® equity $22,522 $21,750 $20,988

(a) Significant hansactions reflected in the resulls above include the 2010 and 2009 impairments of goodwill and other assets (see Note 12 to the Consclidaled

Financial Statements, “Goodwiil, Intangible Assets and Impairments”)
See Notes to Consolidated Financial Staternents in Duke Energy’s 2010 Form 10-K.

EARNINGS PER SHARE DIVIDENDS PER SHARE CAPITAL AND INVESTMENT EXPENDITURES
{in dotlars) (in dollars) {dollars in billions)
200 60

EEEe
0 2008 2008 2010

@ Reported Diluted
© Adjusted Diluted

¢
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CHAIRMAN’S LETTER TO STAKEHOLDERS
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James E. Rogers,
Chairman, President and Chief Executive Officer

Dear fellow customers, investors, employees and all others who have
a vested interest in our success — including our partners, suppliers,

policymakers, regulators and communities:
n a changing world, our mission is constant: Produce and deliver
affordable, reliable and clean energy that benefits our customers,
investors, employees and communities. To succeed in this mission,
we relentlessly pursue productivity gains in all areas of our business —
especially in the production, delivery and use of electricity. We must

deliver results today, while investing for our future.
Duke Energy demonstrated this drive with our 2010 results. Just as

importantly, we are creating a future that strengthens our ability to be
more productive, more efficient and more opportunistic.

DUKE ENERGY CORPORATION 2310 AMNUAL FEPORT
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CREATING THE LEADING U.S. UTILITY

On January 10, 2011, Duke Energy and Progress Energy announced an agreement to combine their
companies. Subject to shareholder and regulatory approval, this merger will create the nation’s largest utility,
with more than 7 million customers in six service territories. It is targeted to close by the end of 2011.

= Fuel savings and joint dispatch  m Earnings accretion in the a Expanded career growth
efficiencies for customers in first year of the merger! opportunities
the Carolinas

a Strong credit ratings, balance
= Improved operating sheet, cash flow, and dividend
efficiencies, over time,
for all regulated customers

= Long-term earnings growth
target of 4 to 6 percent!

l@gggregy@ + 2 Progress Energy

Duke Progress
) Energy Energy  Cambined Rank
e Market Cap. \Dnlhoqs) 5237 $128  $365 #1
T . Elecmc Customers (mlmons) 4 0 31 7.1 #1
® Duke Energy Generatlon Capauty (gigawatts)  35.42 » 21‘,‘8 : 57.22 ‘ #1»
@ Progress Energy Total Assets (tmlors' $59 $33 $923  #1
Estimated Rate Base billicns)  $22 $17 $39  #1
Regulated Adjusted EBIT Mix * 77% 100% 85% N/A

For more, visit www.duke-energy. comy/progress-energy-merger
p g

Notes: M catz as of 12312010

1 Based an adpisted olutad eairings par shae

2 Excludes purchased power. Duke Eneigy anG rombined amounts excluce aopronenately & gigawans 10WS of Duke Ersrgy lntematc "J|
3 ozl asseds are 2 summation of T two stand-alone comnanies aa 4o not izlude any pro-forrma puichase accounang adjustren
4 famings cefore inerest amd taes 1ERITH oxcudes Duke Erergy opsabions ladsleg 25 "Cher” and Frogress Enetgy opealiens labekss a5 \,\,«p)rnte 2nQ O Businesses ™
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LETTER TO STAKEHOLDERS (CoRTINUED!

DELIVERING RESULTS TODAY: A FINANCIAL REPORT CARD

Duke Energy denhvered exceptional 2010 results, both financially and operaticnally

During 2010, we met our financial commitments as we grew earnings, increased
the quarterly dividend, and maintained the strength of our balance sheet. Extreme
weather boosted sales and earnings during 2010 We ended the year with adjusted diluted
earnings per share of $1.43, above our original adiusted diluted earnings guidance range
of $1 25 to $1.30

The exceptional performance of our fleet and our employees’ dedication to delivering
high-quality customer service allowed us to capture the value of increased weather-related
sales. The company is positioned to achieve a long-term adjusted diluted earnings growth

rate of 4 to 6 percent!
in 2010, we increased our quarterly cash dividend to shareholders from $0.24 per share
to $0.245 per share. We are committed to growing the dividend and have targeted a long-
term dividend payout ratio of 65 to 70 percent, based on adjusted diluted earnings per share
In 2010, we continued to focus on maintaining the
strength of our balance sheet We are taking advantage of
historically low interest rates to issue debt to finance our ) :
modernization programs Over the past two years, we have {for periods ending Dec. 31, 2010)
issued just over 5 billion of fixed-rate debt at an average Ona Year Thres Years
interest rate of 4 8 percent These low interest rates will

help us mitigate customer rate impacts M
Our strong investment-grade credit ratings have stable
outlooks with both S&P and Moody's We had total avail-
able liquidity of approximately $3.4 billion at year-end.
QOur sharehclders enjoyed a total return (including
dividends and the change in stock price) of 9.5 percent in
2010, outperforming the Philadelphia Utility tndex, which
returned 5.7 percent. Longer term, 100, Duke Energy has
(J}Jtperformed the utility mde_}x, with cumulative threg-year @ Duke Energy Coporation
returns of 4.7 percent and five-year returns of 44.2 percent, » Philadelphia Stock Exchange ULty Sector Indesx
compared to -15 4 percent and 20.9 percent, respectively, @ S&P 500 Index
for the utility index

a:

INTENDED MERGER WITH PROGRESS ENERGY

in January 2011, we announced our intended merger with Progress Energy (See Creating
the Leading U.S Utility, Page 2.) Headquartered in Raleigh, N.C, Progress Energy
has regulated utility operations in the Carolinas and Florida, with more than 3 million
customers Our combined company will be unsurpassed in size and scale, serving more
than 7 million customers with around 57,000 megawatts {MW) of domestic nuclear, coal,
hydro and alternative energy generation. We are targeting closing the transaction by the end
of 2011, subject to shareholder and reguiatory approval
This strategic transaction involves more than just becoming the targest utibty The
size and scale of the combined company gives us the ability to achieve efficiencies and
effectively manage the transformation occurring in our industry. Additionally, we add an
outstanding group of teammates to eip navigate the combined company into the future
QOver time, we believe that our customers will benefit from productivity gains and that our
employees will benefit from increased opportunities. We expect sharehelders to realize earn-
ings accretion, nased on adjusted diiuted earnings per share, in the first year after closing,
We are very exciled aboul this transaction. Qur combined strength will exceed the
strength we have as separate companies It will allow us to provide benefits to all our

g LIRS DIRGVERHS T IEEAR M DUKE ENERGY CORPORATION ¢ 2010 ANMUAL REPURT
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OPERATIONAL PERFORMANCE SUPPORTS
OUR AFFORDABLE, RELIABLE, CLEAN MISSION

Affordable

Cur customers expect us

to provide them with
affordable energy both today
and in the future. Given the
long lead times needed fo
build new generaticn, we
carefully make investments
to satisty future demand.

QEAVERIGE REEIRig BN

(cants per kilpwatt-hour, 12 months ended lune 30, 2010)
@ Duke Energy @ State Average o US. Average

Oyar, Ng\lm@l pnrffn!in
reduces commadity price
volatility. Currently, Duke
Energy offers some of the
most competitive electric
rates in the United States.

Reliable

Our customers expect us

to deliver refiable energy.
Today's investments to mod-
ernize our grid will increase
the refiable delivery of energy
in the future. The new power
plants we are building today
will replace older, less
efficient ones. Our high cper-
ational performance helps
ensure that our services are
available when needed. In
2010, our nuclear fleet set
an all-time company capacity
record of approximately

$5.9 percent.

Clean

Qur customers want cleaner
energy. Over the last decade,
we have spent over $5 billion
to significantly reduce suifur
dioxide (S0O,) and nitrogen
oxide (NOx) emissions from
our coat fleet. The modern
generating plants we are
currently building will
generate cleaner energy and
further reduce emissicns. In
addition, our investments in
wind and solar will help us
to promeie cleaner energy

fEs : e Bt
0 Horth Carolina  South Carolina Indlana Ohio Kentucky LS, Averaga

Source: Edison Electic Institute Typical Bills and Avelage Rates Repart, June 30. 2010

© Duke Energy @ Industry Average o [uke Energy

100% 100%

95 K1)
% 8 i
8 2008 2007 2008 2008 2010 0 2008 2007 2008 2009 2010

Sowce: Industty average obiained from Nuclear Energy
Institute (NED

e e TETNITRITY

{in thousand tons) {pounds emitted per net MWh of generation)

o S0, Emissions @ NOx Emissions 8 50, Intensity @ NOx Intensity
1,000

0 008 2007 2008 2008 018 0 2006 2007 2008 2009 2010



LETTER TO STAKEHOLDERS (CONTINUED)

stakeholders — our customers, investors, employees, and the communities in which we
wark and live Integration glanning has begun so that we can ensure a smooth transition

and increase productivity gains in all aspects of our business

Al the same lime, we will continue to focus on execution of our 2011 financial

and operaticnal objectives as a stand-alone company.

RELIABLE PERFORMANCE

Quir fleet and grid performed admirably in 2010. Confronted with record-breaking
temperatures — both winter and summer — Duke’s operating teams met the chalienge

Case No. 2011-124
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Page 1 of 23

oftighrioad requirenments—Forexarmpte“theregutated-fossit-generatiorr-freet-trad-commerciat
availability of approximately 88.7 percent The company’s nonregulated Midwest generation
fleet also met customers’ needs while establishing record highs for total generation.
industry data show that our nuclear fleet is among the most reliable in the nation
at delivering low-cost baseload power. During 2010, our nuclear capacity factor was
approximately 95.9 percent, which eclipsed the company’s previous annual record of

approximately 95 2 percent in 2002

Additionally, in 2010 Duke Energy’s Oconee Nuclear Station became the naticn's
first nuctear plant to receive Nuclear Regulatory Commission approval to transition from
an analog to a digital plant safety system. Upgrading these systems will help prevent
unnecessary shutdowns and result in more reliable and simplified operations. The digital

upgrade for all three Oconee units will be complete by 2013

Strong productivity, operational perfcrmance and efficiency are good for our customers
and communities. Investors also benefit when we reduce costs and increase profitability.

Duke Energy does business in a way that is good for
people, the planet and profits. Our strategy was affirmed
in 2010, as Duke Energy earned a place on the Dow
Jones Sustainability World index. We were one of only
15 eleclric utilities around the globe to be named to this
elite index Duke Energy also earned a place on the Dow
Jones Sustainability North America Index for the fifth year
in a row. You can read about our sustainability plan on
Page 6 of this report. Qur 2010/2011 Sustainability Report,
available at www duke-energy com, has more details

INVESTING FOR OUR FUTURE:
MODERNIZATION STRATEGY

Duke Energy is making decisions today for future energy
investments. These decisions are critical to our mission
to deliver affordabie, reliable and clean energy Power
plants take vears to permit and construct and require
enormous amounts of capital to be invested over several
years. We recover these investments through customer
rates over the 30- to 40-year operating lives of our
haseload power plants

Qur customers enjoy relizable power today because cf

{capacily in megawalis)

Carolinas Modernization

Indiana Medernization

2,500

2,000

1,500

1000

500
0 dditions Retirements Additions Retirements
® Cliffside Unit 6 @ Edwardsport
® Buck and Dan River Gas Plants % Wabash River
& Clitfside Retirement  Legacy Edwardsport
Commitments  Remaining units to be

® Other Planned Retirements evaluated for retirement/

investment decisions made many decades ago. In the Carolinas, for exampile, Duke Energy
has not built any new taseload generating plants since 1986. Over the past decade. we
have invested roughly $% billion to significantly reduce sulfur dioxide and nitrogen cxide
emrissions And, we anticipate more stringent environmental regulations to come As a

OUKE ENERGY CORPORATION 200 ANKUSL BEPORT
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DUKE ENERGY SUSTAINABILITY PLAN AT A GLANCE

This sustainability plan reflects Duke Energy’s commitment to operate in a way that is good for people,
the planet and profits. It expands on the company’s business strategy and values.

INNOVATIVE PRODUCTS
AND SERVICES

Provide innovative progucts

Qur customers want products
and services that are
affordable yet responsive

u ENERGY EFFICIENCY: Reduce customer energy consumption
by 2,500 gigawatt-hours (GWh) and pesk demand by
2,100 MW by 2013

and services in a carbon-
constrained, competitive world

snvironmental

R céufze
focipriat

é

QUALITY

WORKFORCE

Attract, develop and retain
a diverse, high-quality
workforce

STRONG
LOMMU"—‘K TS

Help build streng:
commuities

GOVERNANCE AND
TRANSPARENCY

Be profitable and demonstrate
strong governance and
transparency

& - 4t
U CHVITUTIHCI TGN UUNILGT RS

As 2n snargy compeny, we-
“have 3 large impact on the

ervironment antd depend on

naturel rescurces lor cur fuel

Energy companies will be

differentiated by the quality,
creativity and customer focus
of their employees

Our suc cess is linkad to
the health and piasperity of
the communities we serve

Creating shareholder value
and earning the trust and
confidence of our many
stakehgolders keeps us

in business

= RENEWABLES: Scale up to 3,000 MW of wind, solar and
biomass by 2020

= AFFORDABLE AND RELIABLE ENERGY: Maintain rates lower
than the national average and the high reliability of our
generation and distribution systems

£ C&RBGR EMSSSIOKS. Rr:d"cr;' of offsat the m_bou dtnxa'ie

L0, emissions from our U3, generation fiest 17 pem»m :
fmm 2005 by 2020 (L.8., 20 ¥roet 105 millon zms n
2005 1 8 mitfon ons in "09ﬂ>

"+ GARBON INTESITY: Reduce the carbon intensity of our fotal

genetation fieet from 0,63 1o of CO, per megawatt-hour
(M‘hh} in 2005 1 0.50 ong of o, pef MW?} by 2{320 B

S #ASTE: incrzase he pezcenag& m solid waste that &

recycied from 52 percent in 200 to 62 pefcent by 201;.:’,;

u SAFETY: Achieve zero work-related fatalities and top-decne

safety performance in employee total incident case rate
(TICR) by 2012

w EMPLOYEE ENGAGEMENT: Maintain management and
employee engagement at 75 percent and 64 percent,
respectively, or higher, as measured by favorabie scores
on survey questions

» PRILASTHROPY: Develop the basaling number of

individuals positively impacted by our support ¢f
key community partners during 201G

o SHAREHOLDER RETURN: Outperform our peers in total
shareholder return, annually and over a three-year period,
as measured by the Philadelphia Utility Index

To learr mare, see our 2010]2011 Sustainability Report available on www duke-energy.com.
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result, we axpect to retire and replace our entire fieet, excluding hydro units. by 2050

Modernizatior isn't a “nice to have” strategy: it's @ "must have.”

in 2010, we made significant progress in constructing four advanced, highly productive.
cleaner energy generation plants, the cenlerpiece of our moderrization strategy:

m EDWARDSPORT POWER PLANT IN IRDIANA. When operational in 2012, this 618-megawatt,
state-of-the-art Integrated Gasification Comuined Cycle (IGCC) facility will replace the
site’s existing coal units, in service since 1944 and 1951 It will be the largest power
plant in the world to use advanced technology to gasify coal, strig out pollutants, and

then use this gas to produce power. Indiana coal wil
help power homes, businesses, schools and factories

ardredues-emissionsto-the-envirormrent-Buke E-"u,u'g’y
has received approval for local, state and federal

tax incentives totaling more than $460 million for

the project, which will help mitigate customer rate
increases over time. Construction remained on schedule
in 2010, but the scale and complexity of the project
have pushed costs higher than the previous estimate
of $2.35 billion We have a pending request before

the indiana Utility Regulatory Commission to approve
the estimated cost increase from $2.35 billion to
$2.88 hillion. A decision is expected in 2011

= CLIFFSIDE POWER PLANT IN NORTH CAROLINA. This advanced

coal-fired 825-megawatt facility is expected to go on
line in 2012 at an estimated cosl of $2.4 billion. Once
it 1s operational, we will start to retire 1,000 megawatts
of generation at older, less efficient plants — some built
in the 1920s At year-end, the project was on schedule
and on budget and had been awarded $125 million in
federal clean-coal tax credits

® BUCK POWER PLANT [N NORTH CAROLINA. Construction of our
620-megawatt combined cycle gas-fired Buck plant
is estimated to cost $700 million, with an expected
in-service date in late 2011 It ended the year on
schedule and on budget. By 2015, we plan to retire
the construction site’s four existing coal units, all built
between 1941 and 1953

w  DAN RIVER POWER PLANT IN NORTH CAROLINA, In October
2010, we broke ground on our second 620-megawatt
combined cycle natural gas-fired plant — the Dan
River facility The $710 million plant is expected to go
on line in late 2012, and we plan to retire the site’s
three existing coal units that were built between 1949
and 1955

{doltars in millions)
@ Spent as of 12/31/2010 @ Estimated expenditures to complele project

3,000

50
2,000
1,500

1000

a Edwardsport

Cliffside Buck Dan River
Edwardsport » 618 MW IGCC facility
IGCC Plant w Expected in service in 2012
Indiana w Project is BO% complete?
Cliffside Advancéd » 825 MW advanced clean—coél unit
Clean Coal Plant u» Expected in service in 2012
North Carolina m Project is 80% complete?
Buck Combfned '] 620 MW combfned-cycle o
Cycle Plant gas-fired plant
North Carolina e Expected in service in 2011

» Projectis 75% complete”

Dan River Combined = 620 MW combined-cycl.le
Cycle Plant gas-fired plant
North Carolina w Expected in service in 2012

® Project is in early stages of
construclion?

! Project casts incluce direct capual and Allowance or Funds Used During
Construction (AFUDS)
2 Approdmate as of December 31, 2010

Additionally, we are vesting up to $1 billior in the long-term build-out of a digital
two-way communications network along the power grid Cnce complete, customers wiif be
able 10 beter manage their energy usage and save money. All these modernization projects

are creating jebs in our communities

DUKE ENERGY CORPORATION ! 2010 ANNUAL REPORT
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LETTER TO STAKEHOLDERS (OnTRILED

RECOVERING FLEET MODERMIZATION COSTS

in 2011, we expect o ask regulators ' up to three of our five junsdictions 1o apgrove
customer rate increases so we can recover investiments asseciated with environmental
compliance and new plant construction You nught ask. “Hew does a rate increase support
the affordable part of our mission, especially in these tough economic times?”

Here's some perspective: Consider the graph on this gage. It shows that the reat cost
of electnicity, averaged and adjusted for inflation, has declined over the past 50 years In
fact, Duke Energy currently offers some of the most competitive electric rates in the United
States. Qur rates in the Carolinas, in particular, benefit from the low-cost, baseload nuciear
power that serves our North Carolina and South Carolina customers.

In alf our junisdictions, we want lo aclveve pricing
structures that balance customer and shareholder needs
To maintain that balance and keep rates low for customers,
{cents per kWh) we must obtain timely recovery of our investments and
@ Real 2005 Dollars @ Nominal earn a fair return
1 We will continue to control costs and facus on
productivity. To that end, we have held nonrecoverable

1 operation and maintenance costs essentially flat for the

0 past four years

8

A NEW PATH IN OCHIO

5

4 Achieving a balance between our customers’ need for
affordable, reliabte and clean power and our investors' need

z for competitive and fair returns has grown difficult in Ohio

0 B0 85 70 75 a0 ‘85 ‘%0 85 W0 ‘05 08 By law, Ohio customers can switch. generation providers,
allowing them to capture the benefit of lower market prices

Data Scurce: Energy Informaton Administration However, our generation must stand ready to serve ali

customers in our service terntory, including those who have
switched. Therefore, we have not been able to adequately
recover our costs and earn a competitive and fair return on our investments.

This imbalance was highlighted in 2009, when market prices for energy plummeted.
along with the economy and industrial demand As a result, our electric generation rates
have exceeded the prevailing market prices. By the end of 2010, approximately 65 percent
of customers receiving Duke Energy Ohio's negotiated electric rates had switched to other
retail suppliers who offered gereration at lower prices

In the current Ghio regulatory framework, provisions in place do not allow utilities to
adequately recover their investments, whether in existing assets, new pcwer plants to meet
future customer demand, or in improvements to comply with more stringent environmental
rules. This high-risk and low-reward environment makes it difficult to maintain a heaitny
utility and justify future power plant investments in the state. Energy providers need
assurance that they can earn fair returns on existing and future investments to maintain
the current systern and ensure the reliable delivery of power. A different regulatory
approach could help create much-needed jobs and begin to reposition the state for future
econamic growth

In the meantime, at the end of 2010, we filed a new electric standard service offer.
or Market Rate Gffer, with the Public Utilities Commission of Ohio. requesting a plan to
set market-based rates for customers of Cuke Energy Ohio This filing was a significant
departure for Ouke Energy Ohio. however we believed it was the best option available to
us under the current rules. Iniate February. the Public Utilities Commission of Ghio failed
to approve our filing. In hght of this ruiing, we are currently explonng ow aptions

NEAGY CORPORATION - 2000 ariMUAL SEPORT
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DUKE ENERGY'S COMMERCIAL BUSINESSES

Cur Commercial Power and International pusiness segments contributed around
$900 mitiion or approximately 23 percent of our total adjusted segment EBIT
{earnings before interest and taxes) in 2010. We executed on our strategies in each
of our Commercial Businesses:

m  INTERHATIONAL: Our international business, consisting mostly of hydroelectric generation
plants in Brazil and a combination of hydro and fossil generation in Peru and other
Latin American countries, has provided consistent earnings growth. Favorable pricing
and exchange rates helped drive an approximate 20 percent increase in adjusted

sagmantggrmingc.in. 2010
SEERCRATCAHHRESH g

m  MIDWEST GENERATION: Qur Ohio generation teams achieved record safety and production
results in 2010 Financial results were boosted by Duke Energy Retail, our competitive
retail business in Ohio, which grew from a cold start in spring 2009 to a company
with 17 employees and more than 100,000 customers. Duke Energy Retail serves
approximately 60 percent of the switched load from Duke Energy Ohio as well as
customers from outside our Ohio franchise territory. This is an outstanding achievement
and demonstrales our team’s hard work and diligent execution to retain margin in the
competitive Ohio environment

RENEWABLE ENERGY: Duke Energy now has more than 1,000 MW of commercial
renewable energy on line, with two major projects — the Top of the World Windpower
Project in Wyoming and the Kit Carson Windpower Project in Colorado — completed
and in service at the end of 2010. Long-term power purchase agreements support
both projects Our commercial solar business also grew in 2010 We added the Blue
Wing Solar Project in Texas, a 14-MW installation, complete with a 30-year power
purchase agreement

a

A CULTURE OF SAFETY

A culture of “safety first” is foremost in everything we do as a company
A safe company helps drive productivity and efficiency

in 2010, Duke Energy achieved its best ever employee safety
performance, measured by our total incident case rate, which improved
10 percent from 2009. Specifically, our regulated fossil/hydro fleet
reduced its safety incidents in 2010 by approximately 25 percent; our
Midwest generalion fleel and our international operations reduced their
safety incidents, by half and by 75 percent, respectively Each of these
fleets set all-time historic safety records for employees.

The 3R program in our U S fossilfhydro generation plants is one
example of how we continually strengthen our safety culture. The Rs
stand for Reduce risk. Remove exposures to hazards and Reinforce safe et
behavior. introduced in 2010, the program encourages and rewards o
employees and contraclors for reporting potential hazards Anyone at a plant can

record problems they cbserve and recommend correclive action or initiate a work order Duke Energy's Gina Whitile,
to address the issue. This simple checklist has improved safety across our plants Ron Gilt and Donald Dickinson
Another example is the “Fresh Eyes” concept at our Ohio plants. Two workers started {from left to right) taking a

“fresh eyes” look at practices in
our W.M. Zimmer coal station
in Ohio.

the program with a commmon sense premise: It's easier o see safety violations at other
plants than it 15 to see problems in the plants where we work Simple and cost-effective,
this program gives employees the ogtion of visiting plants that are not their own to inspect
for potential safety issues. They offer a “fresh eyes” perspective This program drove macre
than 200 safety improvements i 2010, and inspired many of our gartners at jointly-
owmried facilities to embrace the program as well

DUKE ENERGY CORPORATION - 201G ANNUAL REPORY
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LETTER TO STAKEHOLDERS (CORTINUED)

LEARNING FROM CHALLENGES

While we are proud of our employees’ stellar safety perforimance, we must improve
contractor safety Several contractors working for Duke Energy 1ost their lives during 2010,
and this is unacceptable to us. We've formed 2 leadership task force that is implementing
new procedures to safeguard our contractors on the job To underscore the importance of
a fatality-free workplace for both employees and contractors, rigorous safety measures are
a part of our annual employee incentive compensation program

Just as we are committed to ensuring the safety of employees and centractors, we are
also committed to earning the trust of our communities. In 2010, that trust was tested
in Indiana with controversy over the hiring of a regulatory attorney. When the issue first

emerged, we immediately launched an internal investigation and have cooperated Tully with
external investigations. As we learned more. we took swift, decisive and appropriate policy
and personnel actions. While the Indiana Utility Regulatory Commission’s investigation
found no improprieties in rulings related to our Edwardsport project under construction

in that state, we recognize the need to rebuild our stakeholders’ trust

INVESTING IN TECHNOLOGY

We face a different kind of challenge when we lay the groundwork for a future focused on
energy efficiency and environmental stewardship. The past 100 years was about buiiding
the infrastructure to make electricity accessible to everyone. Today, our mission is to deliver
affordable, reliable energy in a way that's increasingly clean. In response, we are investing
in digital energy technologies that have the potential to transform our industry — the way
we generale energy, the way we deliver it and the way our customers use it

I've often said that Duke Energy 1s a technology company disguised as a utility New
nuclear, advanced coal, and renewable energy resources, all seamlessly integrated into a
digital grid, will create the foundation for a future that continues to bring reliable, affordable
and cleaner energy to all our customers

Grid Modernization

Gur power grid delivers electricity over more than 170,000 miles of lines and scores of
substations and refated equipment. It uses technology that has changed little since the days
of Thomas Edison. In 2008, we began a $1 biilion upgrade to move from an analog system
1o an advanced digital grid. Sometimes
called "smart grid,” loday’s modernization
efforts bring 21st century technology to
the 20th century power grid.

We began by installing two-way
communication devices on parts of our
distribution system. These devices can
help identify cutages. enabling us to
respond mare quickly to resolve problems.
They can also help us monitor potential
irregularities and prevent future cutages
improving the grid's reliability. Digital
meters at cur customers” homes and
businesses permit remote meter reading
and decreased on-site visits, resulting in
greater efficiencies

A digital meter is just

one part of a smart-grid
system. With digital meters
and energy management
programs, customers
benefit from more efficient
operations as well as more
information to help them
manage their energy use
and costs,

DUKE ENERGY CORPORATION . 2010 ANNUAL REFORT
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The technology also makes possible the integration of appliances and other in-home
devices, so customers can — if they choose — use the tools and information we provide
to reduce their energy usage and control costs

As part of the upgrade, we have installed state-of-the-art digital meters at some
customer locations The Public Utilities Commission of Ohio approved our digital upgrade
plans in 2008 Since then, we have instalied approximately 140,000 electric meters,
100,000 gas meters and 22,000 communication nodes in Ohio

With this technology in place, we have begun residential energy management pilot
programs in Ohio and in a small area of Charlotte, N.C. Participating customers have
realized savings in their monthiy energy bills

Customer Service Improvements

In addition to improvements in our power delivery
system, the digital grid will help customers become more ELECTRIC VEHICLES
involved in managing their energy use. We'll be able to give
them the information, choices and control to make wiser
energy decisions, conserve energy and save money, in a
way that works best for them.

The digital grid technology investments we are making
in Ohio, and eventually in the other states we serve, will
create a customer experience similar to other technological
revolutions, like the Internet and the smartphone. Of
course, taking action is optional — and we feel strongly
that customers should be the ones to make that choice.

We are not waiting to build out the smart grid,
however, to create new opportunities for customers to

connect with us. Today, in addition to person-to-person 1 Filling up a plug-in electric vehicle costs 2 to 3 cents
services, customers can communicate with us via social per mile, versus an average of 15 cents per mile for
mgdia and oqline tools,' 50 that we can respond more gasoline per galion.

quickly to their suggestions and concerns. Our storm

feeds on Twitter — @DukeEnergyStorm, and Facebook 2 The United States now imports mere than half of its
hitp:/jwww facebook com/DukeEnergyStorm, are great oil. at a cost of billions of dollars per year The use

examples of how we are reaching customers with

information they want and need ’
The efforts of our employees to offer prompt and cur energy ndegenderice.

effective customer service were recognized in 2010 In

a customer satisfaction survey for electric utilities, Duke

Energy was ranked third in the nation by the Key Accounts

of plug-in glectric vehicles can dramatically improve

3 Even in regions where most electricity is produced by
coal, electric vehicles still reduce greenhouse gases

National Benchmark Survey. Additionally, in the J.D. Power by 25 to 30 percent over conventional vehicles.
and Asscciates 2010 Electsic Utility Residential Customer
Satisfaction Study,™ Duke Energy Carolinas ranked highest SOURCE" GoftectricDnve om

among large utility companies in the South region, and our
Midwest operations moved up three spots to sixth place among 17 providers We are proud
of our employees whose actions embody our long-standing culture of safety and service

Electric Vehicles

We are working with the manufacturers of vehicles, hatteries, and charging stations to
expand the adoption of plug-in electric vehicles In 2010, the Electric Drive Transportation
Association. of which Duke Energy is a board memter, launched GoElectricDrive com —- an
onling resource providing a wealth of plug-in electric veh:cle information. The site includes
information abgut envircnmental benefits. charging infrastructure, purchase incentives.

DUKE ENERGY CORPORATION ¢ 2T 10 ANNUAL REFOAT
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LETTER TO STAKEHOLDERS (2T uuED:

and a virtual showroom A “Plug-in and Save” calculator shows you the financizl and
carbon footprint savings from driving 2 plug-in electnic vehicle

Ve're also helping to shape state and federal policies and standards. This technolegy
is good for the planet and goad for our profits. helping drive electricity sales

QUTLOOK FOR 2011 AND BEYOND

Throughout 2011, we will be planning fcr the integration of Duke Energy and Progress
Energy and filing for merger approvals with various federal and state regulators and
shareholders of both companies We will leverage our existing systems and evaluate best

’Jld\/l;bcb T CTFOU T arT Cﬁ;b;clit ;IItCBIO‘l;\JII \J" t:l(; thU Hl\algbd LUIII’JUII;bJ. ‘/‘v‘\. :)uv\, Hum\..d
the top-tier management team for the combined company and have integration planning
teams in place These early decisions were designed to accelerate the integration planning
pracess. We are targeting to close the transaction by the end of 2011

QOur 2011 outlock assumes a slow economic recovery, continued progress on our
modernization efforts, and stabilization of the competitive environment in Ohio We expect
adjusted diluted earnings per share between $1.35 to $1 40. In addition, you can expect:

= Anincrease in the quarterly dividend of approximately 2 percent during 2011, subject
to board of directors’ approval

= Requests for increases in customer rates to recover expenses incurred in constructing
and upgrading power plants

a  Continued efforts across our jurisdictions to gain approval of mechanisms that narrow
the gap between allowed and earned returns

z Increased safety performance and improved reliability due to plant and equipment
investments and the continued rollout of digital technology, and

a  Continued support for communities through leadership, investment, economic
development and service projects

OUR CONSTANT DRIVE FOR PRODUCTIVITY GAINS

The roughly 12 million people who live in our service territories and those who will follow
depend on the decisions we make today to build the right infrastructure to power our world
for the future

QOur persistent push for productivity improvements in every aspect of our business
enables us o better meet the needs of all our stakeholders. This allows us to achieve our
mission of delivering affordable, reliable and clean energy today and in the years to come
Our pursuit of productivity gains is at the core of all that we do. It is making a better Duke
Energy for our customers, investors, employees, and communities

We will remain sharply focused on these objectives and continue to deliver results
today, while investing for our future

Someer & fpen

James £ Regers
Chairman, President and Chief Esecutive Officer
March 4, 2011
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OUR PRIORITIES, PROGRESS, AND OUTLOOK
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CORPORATE GOVERNANCE

BOARD OF DIRECTORS

William (Bill) Barnet Il
Chairman, President and

Cnief Executive Qfficer

The Barnet Company ¢ ard
Barret Developmeant Corp

Chau. Firance anu Risk Managerent
Commytiee

Member. Nuclear Oversight
Comimittee

Michael G. Browning
Chairman and President
Browning Investments In¢

CHair Audit Committas
Member Corparze Sovernance
Commutlee Finance and Risk
Management Committee

Director of Duke Energy or s
&Y
predecesser companies since 1990

Ann Maynard Gray

Former Vice President. ABC Inc
and former Prasident, Diversilied
Putilishing Group of ABC in¢
Lead Duector

Chair Corporate Governance
Commlies

Member Campenssticn Committee

finance and Risk Mznagemerit
Lommitice.
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James T. (Jim) Rhedes
Retired Chairman . Sresident
ang Chiet Executive Cfficer
Institute of Nuviear Fower
Operazions

Chau, Nzlsar Gversight Commillee
Mernber Aulit Commities

(iezctor of Duke Encrgy or 15
predecessor comparues since 20

THFBCTor O DURE ETrgy ar s
predecessor companies since 2005

G. Alex Bernhardt Sr.
Chairman and

Chief Executive Officer
Bernhard! Furniture Company

Member. Augil Committee,
Nuclear Oversight Commttes

Director of Duke Energy or its
predecessor campanies sirce 991

Daniel R. (Dan} DiMicco
Chairman, President and

Chief Executive Officer

Nucor Corp

Member. Compensation Commitlee.
Corporate Governance Cormmitiee

Director of Duke Energy or its
predecessor companies since 2007

John H. Forsgren

Retired Vice Chairman,
Executive Vice President and
Chief Financial Officer
Northeast Utilities

Member, Audit Commitiee,
Compensation Committee

Dnrector of Duke Energy or ifs
predecessor companies since 2009

Director of Duke Eneigy 61 its
predecessor companies since 1894

James H. (Jim) Hance Jr.
Retired Vice Chairman and
Chief Financial Officer

Bank of America Corp.

Charr. Compensation Committee

Member. Finance and Risk
Management Commtlee

Director of Duke Energy or its
predecessor companies since 2005

E. James (Jim) Reinsch
Retired Senior Vice President
and Partner

Bechtel Group

Member. Finance and Risk
Management Committee, Nuclear
Oversight Commitiee

Director of Duke Eneigy or its
predecessor companies since 2009

James E. (Jim) Rogers
Chairman, President and

Chief Executive Officer

Duke Energy Corp.

Director of Duke Energy of its
predecessor companies since 1988

Philip R. (Phil) Sharp
President
Rescurces for the Future

Member Audit Committee MNuniear
Oversight Committee

Director of Duke Energy since 2007
and s predecesscor companies rom
1935-2006

Fram lett 1o nght- Jim Hance Jr . Michaet Browming John Forsgren Dan DiMcre Ann Ma

Jiny Remsch Jim Rogers, Bat Barret H1L Jim Riodes. Phwd Sharp ane Alex Bernhacdt S7
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EXECUTIVE MANAGEMENT

James E. (Jim) Rogers
Chairman, President and
Chief Exenutive Officer

Roberta B. Bowman
Senior Vice Presidert and

Chief Sustainability Cticer

Brett C. Carter

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

Catherine E. Heige!
Prasidant — Duke Energy

Seouth Cueroling

Dhiaa M. Jamil

David W. Mohler
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Senior Vice President and
Chiz* Technology Offices

B. Keith Trent
Group Executive and

President - Commercial

Businesses

President — Duke Energy
Naorth Carolina

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

Lynn J. Good
Group Executive and
Chief Financial Officer

Group Executive,
Chief Generation Officer and
Chief Nuclear Oificer

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

Gianna M. Manes
Sericr Vice President and
Chief Customer QOfficer

Marc E. Manly
Group Executive, Chief Legal
Officer and Corporate Secretary

William F. (Bil) Tyndall
Senior Vice President —
Federal Government and

Regulatory Affairs

Jennifer L. Weber
Group Executive,
Human Resources and
Corporate Relaticns

From tett 10 nght R ck Havland  Jennifer Weber Brelt Cater. Rnlirta Ecwiman Mare Manty. Lynn Goad.

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

Duke Energy’s regulated generation, electric and gas
transmission and distribution systems. USFE&G's generation
pertfolio is a balanced mix of energy resources having different
operating characteristics and fuel sources designed to provide
energy at the lowest possible cost.

COMMERCIAL
POWER

DUKE ENERGY
INTERNATIONAL

& Nucl 18% Electric Operations
uclear % '
= .
2 Natural Gas/Fuel 0 20% 2 Owns a.pproxxma'tely 27,000 megawatts (MW) of
2 Hydro 17% generating capacity
@ Service area covers about 50,000 square miles with an
GUSTOMER DIVERSITY

(in billed GWh sales)

2 Residential 34%
1% Commercial 32%
B Industnal 8%

2 Wholesale/Other 9%

GENERATION DIVERSITY
(percent owned capacity)

3 Coal 1%

 Natural Gas U%
# Renewable 12%
3 Other 3%
GENERATION DIVERSITY

(percent owned capacity)

e

23 Hydro 55%
2= Fuel O 20%
F Natural Gas 1%

estimated population of 12 million

= Service to approximately 4 mitlion residential, commercial
and industrial customers

= Over 152,200 miles of distribution lines and a 20,300-mile
transmission system

Gas Operations

2 Regulated natural gas transmission and distribution services
to approximately 500,000 custormers in southwestern Ohio
and northern Kentucky

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 in Chio with generation and
other energy services at competitive rates. Commercial Power
also includes Duke Energy Generation Services (DEGS), an
on-site energy solutions and utility services provider.
= Owns and operates a balanced generation portfolio
of approximately 7,550 net MW of power generation
(excluding wind and solar generaticn assets)

= Duke Energy Renewables currently has approximately
986 MW of wind energy in operation and over 5,000 MW
of wind energy projects in development. and owns 16 MW
of commercial solar capacity

Diuke Energy International (DEI} operates and manages power
generation facilities and engages in sales and marketing of
electric power and natural gas outside the U .S, DEI's activities
target power generation in Latin America. DEI also has an
equity investment in National Methano! Co.. a Saudi Arabian
regionz! producer of MTBE, a gasoline additive,

@ COwns, operates or has substantial interests in approximately
4,200 net MW of generation facilities
= About 70 percent of GE's generating capacily is

hydroelectnc
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other words and terms of simidar nsanms Forward-locking
sralements involve estimates. expectztions. proRciions. goals,
forecasts, assumptions. risks and uncertainties. Duke Energy
and Progress Energy caution readers that any ferward-leoking
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Additional information on the merger and where to find it
This document doss nct constitute an offer 10 seli or the
solicitation of an offer 1o buy any securities. or a solicitation of
any vote or aporoval, nor shall there be any sale of securines in
any junsdiction n wrich such offer, solicitation or sale would he
untawful prior 1o registration or qualification under the securities
laws of any such jurisdiction. In connection with the proposed
merger between [uke Energy and Progress Energy, Duke Energy
will file with the SEC a Registration Statement on Form S-4 that

siatement 15 Not a guaraniee of TUtare Lerlonmmance and mat
actual results could differ materiatly from those contained in

the forward-iooking statement. Such forward-looking staterments
include. but are not limited to, statements about the berefits

of the proposed merger involving Duke Erergy and Progress
Energy, including future financial and cperating results. Duke
Energy's or Progress Energy’'s plans, cbjectives, expectations and
intentions, the expected timing of completion of the transaction,
and other statements that are not historical fecis important
factors that could cause actual results to differ materially from
those indicated by such forward-focking statements include risks
and uncertainties relating to: the ability to cbtain the requisite
Duke Energy and Progress Energy sharehoider approvals: the
risk that Duke Energy or Progress Energy may be unable to
obtain governmental and regulatory approvais required for the
merger, of required governmental and regulatary approvals may
delay the merger or result in the imposition of conditions that
could cause the parties to abandon the merger; the risk that

a condition to closing of the merger may not be satisfied: the
timing to consummate the proposed mesger; the risk that the
husinesses will not be integrated successtully; the risk that the
cosl savings and any cther synergies from the transaction may
not be fully realized or may take longer to realize than expected;
disrupticn from the transaction making it more difficult to
maintain relationships with customers. employees ot suppliers;
the diversion of management time on merger-relaiad issues:
general worldwide eccnomic conditions and related
uncertainties; the effect of changes in governmental reguiations;
and other factors discussed or referred to in the "Risk Factors”
section of each of Duke Energy s and Progress Energy’s most
recent Annual Report on Form 10-K filed with the Securities
and Exchange Commission These nsks. as well as other risks
assccisled with the merger, will be more fully discussed in

the joint proxy staiement/prospectus that with be included in

the Regisation Statement on Form S-4 that will be filed with
the SEC 1in connection with the merger. Additional risks ang
uncertanties are identified and discussed in Duke Energy’s
and Prograss Snergy's reparis filed with the SEC and avaitatle
at the SEC's websiie at www ser gov Each forward-looking
atement speaks any as of the date of the ;_m'ck ar sratement
i & Energy nor Prog

3 o otberwise
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WIHTIMCTOUE J JOmt proxy staiernent of BukeEnergy ard Progress
Energy that also constitutes a prospectus of Duke Energy

Duke Energy and Progress Energy will deliver tha joint proxy
statement/prospectus to their respective shareholders Duke
Energy and Progress Energy urge investors and shareholders
to read the joint proxy statement/prospectus regarding the
proposed merger when it becomes available, as well as other
documents filed with the SEC, because they will contain
important information. You may obtain copies of all documents
filed with the SEC regarding this transaction, free of charge,

at the SEC’s website (www .sec.gav). You may also obtain

these documenls. free of charge, from Duke Energy’s website
(www duke-energy com) under the heading “Investors” and
then under the heading “Finaricials/SEC Filings "

Participants in the merger solicitation

Duke Energy, Progress Energy, and their respective
directors, executive officers and certain other members of
management and employees may be soliciting proxies from
Duke Energy and Progress Energy shareholders in favor of the
merger and related matters Information regarding the persons
who may, under the rules of the SEC, be deemed participants in
the solicitation of Duke Energy and Progress Energy shareholders
in connection with the proposed merger will be set forth in the
joint proxy statement/prospectus when it is filed with the SEC
You can find informaticn about Duke Energy's and Progress
Energy's executive officers and directors in each of their most
recent definitive proxy staterment. Adgditional information about
Duke Energy’s and Progress Energy's executive officers and
directors can be found in the above-referenced Regisiration
Statement on Form 5-4 when it becomes available You can
obtain free copres of these decuments from Duke Erergy and
Frogress Energy using the contact information above
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NON-GAAP FINANCIAL MEASURES

Adjusted Diluted Earnings per Share (“EPS")

nergy's 20140 Annual Report references 2010 adjusted

4 EPS i S1 43 Adjusted diluted EPS s a non-GAAP
(gererally accepted accounting principles) financial measure
esen's diuted EPS from continuing operations
attributatile o Duke Energy Corporation common sharehclders,
adjusted for the per share impact of special items and the mark-
in-market impacts of economic hedges in the Commercial Power

3.0 3 N -~ N
emrert=Specialitomsrepresent-cerain-charges.-and.credits

The mest directly comparable GAAP measure for adjusted
difuted £PS is repored difuted EPS from continuing operations
attributahie tc Duke Energy Corporation comman sharehciders,
which includes the impact of special tems and the mark-to-
market impacts of econcmic hedges in the Commercial Power
segment. The followirg is a reconciliation of reported dituted
EPS frem continuing ozerations to adjusted diluted EPS for
2010, 2009, and 2008:

which management believes will notf be recurring on a regular
basis, although it is reasonably possible such charges and
credits couid recur Mark-ta-market adjustments reflect the
mark-to-market impact of derivative contracts, which is
recognized In GAAP eamings immediately as such derivative
coritracts do not qualify for hedge accounting or regulatory
accounting, used in Duke Energy’s hedging of a portion of

the economic value of certain of its generation assets in the
Commercial Power segment The econamic value of the
generation assets is subject to fluctuations in fair value due

to market price volatility of the input and output commeodities

{e g, coal. power) and, as such, the economic hedging invaolves
both purchases and sales of those input and output commodities
related o the generation assets. Because the operations of the
generation assets are accounted for under the accrual method,
management believes that excluding the impact of mark-to-
market changes of the economic hedge cantracts from adjusted
earnings until settlement better matches the financial impacts
of the hedge contract with the portion of the economic value

of the underlying hedged asset Management believes that the
presentation of adjusted dituted EPS provides useful information
1o investors. as it provides them an additional relevant
comparison of the company’s performance across periods.
Adjusted diluted EPS is also used as a basis for employee
incentive bonuses,

DUKE ENERGY CORPORATION (i
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2010 2008 2008

Diluted EPS from continuing operatians,

as reported $1.00 %032 $1.01
Diluted EPS {rom discontinued operations,

as reported — 001 001
Dituted EPS from extracidinary items.

as reported — — 0.05
Diluted £PS. as reported $1.00 $083 %107
Adjustments to reported EPS:
Dituted EPS from discontinued operations — {00}y {001
Dituted EPS from extraordinaty iterns — — {05}

Dituted EPS impact of special items
and mark-to-market in
Commercial Power {see below) 043 040 0.20

Diluted EPS, adjusted $1.43 %122 $1.21

The foliowing is the detail of the $(0 43) per share in
special items and mark-to-market in Commercial Power
impacting adjusted diluzed EPS for 2010:

2010
Diluted
Pre-Tax Tax EPS

(in millions. except per-share amounts) Amount Effect Impact
Goodwill and other impairments $(660} %58 §{0.46)
Voluntary retirerment plan &

office consctidation costs (172) 67 {D.08)
Costs 1o achieve the Cinergy inerger (27) 10 (0.01)
Litigation reserve (26) 10 (0.01)
Asset sales 248 (94) 0.12
dark-to-market impact of economic hedges 33 (12) 0.01
Total adjusted EFS impact $(0.43)




The following Is the detail of the S1C 40) per shiare in
special itemns end mark-to-market in Commercizt Power

impacting adjusted diluted EPS for 200G:

Pre-Tax Tax
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ed diluted EPS f-om continuing
to DUuke Eregy C::rporaticn common
fich includes the impact o
& matk-to-market impacts of cconomic ﬁedaea in the
Comyrercial Power segment Due fo the ‘orward-focking

nature of his ron-GAAP lmanuzl measure for fulure penods,
nfarmation 10 reconcile 1t (g the most directly compargble GAAP

tem
i

({in miliions, gxcept per-share amounts) Amount  Effect  Impact
o o - Sa31) 521 032 financial measure is rot a vdxlat"e at th-s time, as managament
Goodwill and other impainments ! B S0 s unable to project special items or mark-to-market adjustments
Mark-lo-market impact of economic hedges [1519)] A (SR VES) for furure nerod
tnternational transmission adjustment (32) 10 (0 02) UIUTE DENoaS
Crescent related guaraniees and
tax adjustrents (26) (3} 1002 Adjusted Segment EBIT for 2009 and 2010
Costs to achieve the Cinergy merger (25) 10 (001 Duke Energy's 2010 Arinual Report includes a discussicn
Total adjusted EPS impact $(0 40} of adjusted segment EBIT for the years ended December 31,
2010 and 2009. The primary performance measure used by
L . . m ment to evaluate segment perform g
The following is the detail of the $(0.20) per share in anage 0 evajuate segme te . ance is segment
s ) : EBIT from continuing operations, which at the segment level
special items and mark-to-market in Commercial Power .5 T . o .
. ! A ‘ represents all prefits from continuing operations (both operating
impacting adjusted dituted EPS for 2008: R . ) ) S )
and non-operating), including any equity in earnings of
2008 unccnschidated affiliates. before deducting interest and taxes,
Dituted and 1s net of the income atiributable to non-controliing interests.
Pre-Tax Tax EPS Management believes segment EBIT from continuing cperations,
{in millions, except per-share amounts) Amount  Effect Impact which is the GAAP measure used to repcit segment results, is
Crescent project impairments $(214) 383 010 3 good indicator of each segment's operating performance as it
Emission allowances impairment (82) 30 (©04) represents the results of Duke Energy’s cwnership interests in
Mark-to-market impact of economic hedges (750 27 Q04 continuing operations without regard to financing methods or
Costs to achieye the Cinergy merger @9 17 002 capital structures. Duke Energy also uses adjusted segment
Total adjusted EPS impact 30 20y EBIT as a measure of historical and anticipated future segment

2011 Adjusted Diluted EPS Outlook
Duke Energy's 2010 Annua! Report references Duke

Energy's forecasted 2011 adjusted diluted EPS cutiook range
of $1 35-81 40 per share, which is consistent with the 201 1
employee incentive earnings target. The materiais also reference
the forecasted range of growth of 4%-6% in adjusted dituted
EPS (on a compound annual growm rate ("CAGR") hasis) from
a base of adjusted diluted EPS for 2009 of $1 22. Adjusted
dituted EPS is a non-GAAP financial measure as it represents
difuted EPS from continuing operations attributable to Duke
Energy Corporation sharsholders. adjusted for the per-share
impact of sgecial items and the mark-to-market impacts of
economic hedges in the Commercial Power segment Special
iterms represent certain charges and credits which management
believes will not be recurring on 3 regular basis, although i
is reascnably possible such charges and credits could recur
Mark-to-market adjustments reflect the mark-to-market :mpact
of derivative contracts which is recognized in GAAP earrings
anmediately as such derivative contracts do not quahiy
nedge accounting of regulatory accounting veatmenrt
’ ing of a partion of the econem
D 3sSEls in the Dony
eparataly under A

The mng o rectly ¢

ST G
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performance. When used for future periods, adjusted segment
EBIT may alsc include any amounts that may be reported as
discontinued operations or extraordinary items.

Adjusted segment EBIT is a non-GAAP finzncial measure
as it represents reported segment EBIT adjusted for the impact
of special items and the mark-to market impacts of economic
hedges in the Commercial Power segment Special items
represent certain charges and cradits which management
believes will nct be recurring on a regular basis. although it
is reasonably possibie such charges and credits could recur
Mark-to-market adjustments reftect the mark-to-market impact
of derivative contracts. which is recognized in GAAP earnings
immediately as such derivative contracts do not qualify for hedge
Jccounting of regulatory accounting, used in Duke Energy's

hadging of a portion of the economic value of certain of its
generation assets in the Commercial Power segment (as
discussed above under "Adjusted Diluted Eamings per Shar
(EFS Managerment beligves that tre presentstion of udeS ed
segment EBIT provides useful information o nvestors, as it
provices them ar additional relevant companscn of a ,,Sment S

serformrance across Canods. The most directty comparable




20 MON-GAAP FINANCIAL MEASURES conitmuil

The following is g reconciliation oF adpusted segment EB

-omparable GAAP measure:

For the Year Ended December 31, 2010

inr the yeers ended December 31
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3 and ZOQS2. to the maest

Economic
Adjusted Goodwill & Hedges Reported
Segment Other Asset {Mark-to- Segment
{In mitlions} EBIT Impairments Market) EBIT
45 Franchised Electric & Gas 52,966 s — Fm %$2,966
Commercial Power 398 (660) 33 (229)
international Energy 486 — — 488
Total 2010 reportable segment EBIT $3,850 $(660) $33 $3,223
For the Year Ended December 31, 2009
Economic
Adjusted Internaticnal Goodwill & Hedges Reported
Segment Transmission Other Asset {Mark-to- Segment
{in millicns} EBIT Adjustment Impairments Market) EBIT
U S Franchised Electric & Gas $2,321 $ — $ — $ — $2,321
Commercial Power 300 — (413) (60) 27
International Energy 409 {26) (18) — 365
Total 2009 reportable segment £BIT $3,230 (26) $(431) HHEO) $2,713

Adjusted Earnings per Share Accretion in Year One
of Merger with Progress Energy

Duke Energy's 2010 Annual Report includes a reference
to Duke Energy’s assumption that the merger transaction is
anticipated to be accretive in the first year after closing, based
upen adjusted diluted EPS

This accretion assumption is a non-GAAP financial measure
as it is based upon diluted EPS from continuing operations
attributable to Duke Energy Corporation shareholders, adjusted
for the per-share impact of special items and the mark-to-market
impacts of econemic hedges in the Commercial Power segment
{as discussed above under "Adjusted Diluted Earnings per Share
(‘EPS)™) The most directly comparable GAAP measure for
adjusted diluted EPS is reported diluted EPS from continuing
operations attributable to Duke Energy Corporation common
sharehalders. which includes the impact of special items
(including costs-to-achieve the merger) and the mark-to-market
impacts of economic hedges in the Commercial Power segment
On a reported diluted EPS basis. this transaction is not
anticipated to be accretive due 1o the tevel of costs-to-achieve
the merger. Due to the forward-locking nature of this non-GAAP
fpancial measure for future periods, nformation to reconcite
it to the most directly comparatle GAAR financial measure is
not avaitatie at this time, a5 management is unable to proj

H

{541
| items or mark-to-market adjustments for future gerioc

e
ods

specia
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Dividend Payout Ratio

Duke Energy's 2010 Annual Report includes a discussion
of Duke Energy’s anticipated long-term dividend payout ratio
of 65-70% based upon adjusted diluted EPS This payout ratio
is a non-GAAP financial measure as it is based upon forecasted
diluted EPS from continuing operations atiributable to Duke
Energy Corporation shareholders, adjusted for the per-share
impact cf 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
(EPSY"). The mast directly comparable GAAP measure for
adjusted dituted EPS is reported diluted EPS from continuing
operations attributable to Duke Energy Corporation common
sharehalders, which includes the impact of special items
and the mark-to-market impacts of economic hedges in
the Commercial Power segment, Due to the forward-looking
nature of this non-GAAP financial measure for future periods,
information {c reconcile it to the most directly comparable
GAAP financial measure is rot avaiiable at this time. as
management is unable to preject special items or mark-to-
market adjustments for future pericds

o




Total Available Liquidity

Duke Energy's 2010 Annual Report includes a distussion
of wotal available liquidity. Total available liquidity s a non-GAAP
financial measure as it represents cash and cash equivalents
iexcluding amounis held in foreign jurisdictions) and remainirg
avalability uncer the master credit and regional bank cradit
facilities. The most directly comparabie GAAP financial measure
for available liquidity is cash and cash eqguivalents. The following
s a reconcitiation of total available tiquidity as of December 31.
2010, to the most directly comparable GAAP measure:

Case No. 2011-124
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As of
{In millions) December 31, 2010
Cash and cash equivalents $1,670
Less: Amounts held in foreign jurisdictions (724)
946
Plus: Remaining avaitability under master credit
and regional bank credit facilities 2,482
Total available fiquidity $3,428

Adjusted Operation, Maintenance and Other Expenses

Duke Energy's 2010 Annual Report includes a discussion
of adjusted operation, maintenance and other costs ("O&M
expenses”) Adjusted O&M expenses is a non-GAAP financial
measure as it represents reported O&M expenses adjusted
for the impact of special items and deferrals and cost recovery
riders. Special items represent certain charges and credits, which
management believes will not be recurring on a regular basis,
although it is reasonably possible such charges and credits could
recur. The most directly comparable GAAP measure for adjusted
O&M expenses is reported O&M expenses, which includes the
impact of special items The following is a reconcitiation of
adjusted Q&M expenses for the years ended December 31, 2010
and 2009 to the most directly comparable GAAP measure:

{In mitlions} 2010 2009
Dperation, maintenance and other (a) $3,825 33.313
Transfers to capital (I 108 149
Less:
Voluntary retirernent plan &
office consotidation costs (c) (164) —
international transmission adjustment ic) — 30)
Costs to achie.e the Cinergy merger (¢} {4) (5}
Deiewrals, recoverables. and other () {343) (85)
Adjusied cperations and maintenance cost $3,422 33342

fa) As reported in the Consotidated Statemants of Operations for the

s ended December 31, 2010 and December 21 2009 2008
ard 2007 cperation. maintenance and ctber expenses were 33 351
mitlion and 33 324 midlion. respeciively

sents capitahized costs that were included Ior purneses of
maintenance ts farget

stetd

t Repr

ralculating the employes wperations a

et threigh
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DUKE ENERGY CORPGORATION

INVESTOR INFORMATION

Annual Meeting
The 2011 Annual Meeting of
Duke Energy Sharehalders

will be:

Date: Thutsday, May 5. 2011
Time: 10am.

Place:  0O.J. Miller Auditorium

Energy Center

Website Addresses

Corporate home page:
www duke-energy com

investor Relations:
www.duke-energy comyinvestors

InvestorDirect Choice Plan
The InvestorDirect Choice Plan
provides a simpie and convenient way

to-ourchase-commen-stock.directy
10-0HICHAs Y

Case No. 2011-124
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Dividend Payment

Duke Energy has paid quarterly cash
dividends on its common stock for

84 consecutive years. For the remainder
of 2011, dividends on common stock
are expected to be paid, subject to
dectaration by the Board of Directors,

cn June 16, Sept. 16 and Dec. 16,

Bond -Trustee

526 South Church Street
Charlotte, NC 28202

Shareholder Services

Shareholders may cail 800-488-3853
or 704-382-3853 with questions

about their stock accounts, legal transfer
requirements, address changes, replace-
ment dividend checks, replacement

of fost certificates or other services.
Additionally, registered shareholders

can view their account online

through DUK-Online, available at
www.duke-energy.com.

Send written requests to:

Investor Relations

Duke Energy

PO. Box 1005

Charlotte, NC 28201-1005

For electronic correspondence, visit
www.duke-energy.com/investors/
contactiR.

Stock Exchange Listing

Duke Energy’s common stock is listed
on the New York Stock Exchange. The
company’s common stock trading
symbol is DUK

through the company, without incurming
brokerage fees. Purchases may be
made weekly. Bank drafts for monthly
purchases, as well as a safekeeping
option for depositing certificates into
the plan, are available.

The plan also provides for full
reinvestment, direct deposit or cash
payment of a portion of the dividends.
Additionally, participants may register
for DUK-Online, our online account
management service.

Financial Publications

Duke Energy's annual report and related
financial publications can be found

on our website at www.duke-energy.
com/investors. Printed copies are also
available free of charge upon request.

Duplicate Mailings

If your shares are registered in different
accounts, you may receive duplicate
mailings of annual reports, proxy
statements and other shareholder
information. Call Investor Relations for
instructions on eliminating duplications
of combining your accounts

Transfer Agent and Registrar

Duke Energy maintains shareholder
records and acts as transfer agent
and registrar for the company's
common stock

If you have questions regarding your
bond account, call 800-254-2826,
or write to:

The Bank of New York Mellon
Global Trust Services

101 Barclay Street — 21st Floor
New York, NY 10286

Send Us Feedback

We welcome your opinion on

this annual report. Please visit

www duke-energy com/investors,
where you can view and provide
feedback on hoth the print and online
versions of this report. Or contact
Investor Relations directly. Duke Energy
is an equal opportunity employer.
This report is published solely to
inform shareholders and is not to be
considered an offer, or the solicitation
of an offer, to buy or sell securitles,

Products with a Mixed Sources
label support the development of
respansible forest management
worldwide. The wood comes

VA

. . FSC
from Forest Stewardship Council” 3
(FSC)™-certified well-managed MIX
forests, company-controlled Papes fem

ronpenalbls courtes
sources And.or recycled material
This annuat 1eport is ponted on
paper manufactuied with energy
generated from renewable sources.

FSC™ C015782


http://duke-energy.com
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526 South Church Street
Chatlgite. NC 28202-1802
viwiw duke-energy com

At Duke Energy, we make people's lives better by
providing gas and electric services in a sustainable
way — affordable, reliable and clean. This requires us
to constantly ook for ways to improve, to grow and to
reduce our impact on the environment

Safety: We put safety first in all we do.

Caring: We look out for each other We strive to make
the environment and communities around us better
places to live.

Integrity: We do the right thing. We honor our
commitments. We acmit when we're wrong,

Openness: We're open to change and to new ideas from
our co-warkers, customers and other stakehciders. We
explore ways to grow our business and make it better.

Passion: We're passionate about what we do. We strive
for excellence. We take personal accountability for
our actions,

Respect: We value diverse talents, perspectives and
experiences. e treat athers the way we want to
be treated






Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-011

REQUEST:

Referto page 51 lines-7-O.of -the Direct Tr:scf1m(\n\l of William. D Iohnson (“Tnhncnn

Testimony™). The testimony indicates that Prooress s 2010 annual report is attached as
Exhibit C to the application, however, Exhibit C is identified as Progress’s 2009 annual
report.

a  Explain whether Joint Applicants intended to the include Progress’s 2010 annual
report as Exhibit C but inadvertently included the 2009 report, or whether the

testimony intended to reference Progress’s 2009 annual report.

b Explain whether Progress’s 2010 annual report is now available. If yes, provide the
report. If no, state when the 2010 report will be available.

RESPONSE:
a Joint Applicants intended to include Progress 2010 annual report.
b. Please see Attachment Staff DR-01-11b

PERSON RESPONSIBLE: Holly H Wenger
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AMESSAGE FROM OUR CED

DEAR SHAREHOLDERS:

This report in early spring 2011 comes after a year of strong
results at Progress Energy and during a time of maior
transition for our company and industry. | am very pleased
with how our employvees continue to build on success in
our core mission of serving customers and in our finencial

returns for shareholders.

Our company and Duke Energy, our utility neighbor based in
Charlotte, N.C., announced a strategic business combination
i Januaty 2037 Once approved, this combination will
create the largest utility in the United States. We believe
this is 2 natural fit that will benefit both customers and
shareholders. It will mean a stronger company positicned

10 create a better future.

Meanwhile. as we move through the merger approval

process m 2011 and plan how best 1o integrate the hwo

organizations, we are keeping a sharp focus on excelling

in the daily fundamentals and meeling our current
responsibifities. In this business, we ¢an't afford to miss 2
beat. Operational focus and financial discipline ere essential
even as we adapt 1o a changing industry and prenare for the

decades to come.

2018 Performance

Progress Energy delivered a 12.6 percent total return to
shargholders in 2010 {dividend plus stock-price appreciation
for the 12 monthst and for the fifth consecutive vear
achieved ongoing eamings per share in our original tarceted
range or higher. Helped by favorable weather, we slightly

exceedad the top end of the range in 2010 We also

maintained our long record of commitment to the dividend.

The scenomy is slowly recovering in the areas we serve

in the Carohnas and Florida. Qur net average number of



total customers grew by 14,000 in 2010, including the

Case No. 2011-124
Staff-DR-01-011b Part 1 attachment
(Progress Energy)

Page 4 of 8

An industry in ¥ra
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encouraged by the prespects for growth in cur customer

base an the overall economy.

Progress Energy provided reliable, affordable service to
our 3.1 million customers even in a year that had more than
its share of severe weather and extreme temperatures.
We also were pleased that the Florida Public Service
Commission approvad a constructive rate settlement that

stabilized our base rates through 2012

(Cur company continues 10 earn positive external recognition
for environmental stewardship and customer service
Progress Energy was named to the Dow Jones
Sustainability index for the sixth consecutive year, and
Progress Energy Carclinas was ranked third in the Seuth
and fitth nationwids in customer satisfaction ameng large
ytilities in the latest J.D. Power and Associates survey of

business customers

i)

(RIS kI
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Fre-Urted-States—electicpowersystemisatthe-front
edge of 2 long-term transformation. It is being driven by
new governmentai policies, technological developments and
aging facilities, as well as by changes in our econemy and

customer behavior

This transformation will require retiring older coal-fired
plants, modernizing the electric grid and invesling in clean
energy facilities that range from large nuclear plants to small
renewable-energy projects. And it will require understanding
electricity customers at a deeper level These and other
changes will mean an overall power system that is getting

smarter, cleaner and more secure.

Making these changes will requite enormous capital
investments that will be reflected in what customers pay for
electricity. Along with others in our industry. | am advocating
that we work in a collaborative way with policymakers and

regulators to manage this fransition in a cost-effective,




orderly way. We need a fiexible, balanced approach to energy
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and environimentar poncy mat mmimizes the tumuigtive tost
impact on customers and maintains the refiability of service

that underpins our economy and way of fife

A siraiegic merges

Progress Energy and Duke Energy will merge in a stock-for-
stock transaction according to the definitive merger agreement
unanimously approved by both companies” boards of directors
in January 2011. This strategic combiration, 1o be known by
the Duke Energy corporate name, will have an enterprise
vatue of about $65 billion and a regulated customer base of

more than 7 mitlion households and businesses in six stztes

F H

it

Years ended December 31
{in mitlions, except per share data)

financial Datz

Operating revenues

Net income a*tributabie to controliing interests
income from continuing operations

Ongoing sarnings per common sharg”
Reporied GAAP pamings per common share
Average commion shares outstanding

Commonr Siock Jata

Returri on average common stock eaquity (percent]
Book value per commaon share

Marke: value per common share {closing)

therra-centur Y, we-wilt-be-irrg-better pua;x;un e mEnage he
transformation pceusring in our industry and hold down some
of the rate pressure on our customers The combined
company will have greater financial strength to support
potential dividend growth while raising the large amounts
of capital needed to modernize our system, meet new

environmental rules and keep up with population growth.

L ater this year, shareholders will receive more information
about the Duke -Progress merger and the opportunity to vote
on the transaction. The merger must be approved by the

shareholders of both companies and by several state and

JANCIAL HIGHLIGHTS

o 2003 2008
$16,150 $9,885 38,187
856 757 830
857 840 778
3.8 3.03 2.96
235 27 317
253 278 267
8.7 813 353
$34.55 §33.53 $3297
$43.48 $41.01 8385

Toae A IS GADNIION AY BAANNG OATRIGE (4 S181E 12 tafwd ted GAAP matnmas pir shaa
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federal agencies. We are targeting a closing by the end of

At e

integration planning to position the combined Duke-Progress

25t Whenthemrergertscompleted=bwikbecomethe
president end chief executive officer of the new company.
Duke Energy’s current chairman, president and chief executive

atficer, Jim Rogers, will bacome the executive chairman.

Focused on the business at hasd

Merger approvals and integration planning will require
attention in 2011 Even so, we are keeping our main focus
on the business at hand his year at Progress Energy, and

we have a clear plan for success.

Our approach starts, ss always, with a retentless focus

on the fundamentals of this business. safety, cperational
excellence. customer satisfaction and aggressive cost
management it also includes continuing efforts to foster a
workplace culture with high standards of personal behavior
and accountability. This culture Is a prime reason we are able

to attract and retain the migh caliber of employees we nead

In addition, our company has four areas of special focus in
20171 (1) improving the overall performance of cur nuclear
plants; (2) accelerating Continuous Business Excellence

our companywide initiative to ‘mprove efficiency and
service while achieving sustainable savings; (3} optimizing
cur Balanced Solutien Strategy. a diverse portfolio of
investments that enable us 1o meet customers’ arowing
needs and new public policies while creating long-term vaiug,

and 14} ach-aving timely merger approvais and effective

TEOTOUEE eSS

Building new connectisns

Progress Energy has bieen closely connected to the communities
we serve for more than a century, and we're proud of our
long tradition of dependable service and active community
involvernent. We also tend to have long-term connections
with our shareholders, based on our consistent track record

of financial performance and the reliabifity of our dividend.

In this time of transition for our company and industry, the
merger with Duke Energy represents a unigue opportumity.
We can build on the successful history of our two companies
and form new connections on a larger scale. Stay tuned for

more information about the merger in the weeks ahead

In closing, | went to express my deep appreciation for the
superh commitrnent and hard work of our employees and for
tha confidence that so many of you reading this report have
shown in Progress Energy We're intent on earning your
confidence day after day as we manage the present, create

the future and build new connecticns

/

o4 g

[T

Ailliam D, Jfohrson
§r

Chairman, Fresident and Chigf Executive Officer

March 2011



Cautionary statemenis regar
fsrward-isoking irformation

s documznt conteing fcw;-'ard—laokirrg stafements witiin the

meaning of the Private Securities iigation Relorm Act of .99;

Farward-looking statements are wymcaliy identified by o
phrases such as “may.’ “will” “anucipste.” estimate,‘ ‘axpect.’
mroject,” Cintend,” Colan,” Thelisve " "target,” “forecust, and other

words and terms of similar meaning.  Forward-looking statements

involve  estimztes  expettations, projections,

assumptions, risks and uncertainties. Progress Energy cautions readers

goals, forecasts,

Case No. 2011-124
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any obligation 0 updaie or revise its forward-looking staiements,

wnathar g5 & resiht of new information, futurg events of othenwise

Adéisianal information and where 1o find it

This document does nat constitute an offar 10 seli o the solicitation of
an offer to bhuy anv ¢
nos shall there be any sale of secwities in any jurisdiction in which
such offer. solicitaticn or sale would be udawiul prior to registration

scurities. of & solicitation of a2y vate or approval,

or gualification under the securtiss lavss of any such unsdiction. In

connection with the proposed merger between Duke Energy and

that any forward-Tocking stgtement 1S not @ guareriee af [UTCTE
performance and that actual results could differ matenally from those
contained in the forward-lonking statement. Such forward-lnsking
statements include, but are not limited to, statements about the
s of the proposed merger involving Duke Energy and Progress
incluging future financial and operating results, Progress

Energy.
Energys or Duke Energy’s plans, objectives, expeetaticns and
intentions, the expected timing of completion of the transaction, and

other statemsnts that are not histovical facts. important factors that
could cause actual results to differ matarizlly from those indicated by
such forward-looking statements include risks and uncerainties
refating to the ahility o obtain the requisite Duke Energy and Frogress
Energy shareholder approvals; the risk that Progress Energy or Duke
Energy may be unable to obtain governmental and regulatory approvals
required for the merger, or required governmental and regulatory
approvals may delay the merger or result in the imposition of conditions
ihat could cause the parties to abandon the merger; the risk that a
condition to clasing of the merger may not be satisfied; the tming to
consummate the proposed merger: the nisk that the businesses will not
be integrated successiully; the risk that the cost savings and any other
synergies from the transaction may not be tully realized o: may take
ionger to realize than expected, disruption from the transactior: making
it more difficult to mairtain relationships with custemers, employees
or suppliers; the diversion of management time on mergas-releted
issues, general worldwide economic conditions and related
ancertainties; the effect of changes in governmental requiztions: and
other factors we discuss of refer o in :he “Risk Factors™ section of our

most recent Annual Report on Farm 10-K Slad with the Securities ang
henge Commission {SEC) These

associated with the merger. will be more

ks as well as other risks

e fully distussed i the joint
proxy statemeni/prospectus that will be includac in the Registration
Statement on Form S-4 that will be fled wath e SEC 10 connaction
inties are identifed and

eports filed with the

with the merger. Addit onal risks and unos
discussed in Progress Energy's and Duke Energy
;EC and availabie at the SECs website at waww.sec.gov. Each
forward-locking sistemant speeks o

stetement ang neither Progress Enssg

fthe particulzr

iy ag of e date of

Y 1er Duke Eng

Progress coergy, ouke nery witt-fitewittr the=SeC-5-Registration
Statement on Form S-4 that will include 2 joint proxy statement of
Duke Energy and Progress Energy that also constitutes a prospectus of
Duke Energy. Duke Energy and Progress Energy will deliver the joint
proxy sistement/prospectus 10 their respective shargholders. Duke
Energy and Progress Energy urge investors end shareholders
to read the joint proxy statement/prospectus regarding the
proposed merger when it becomes available, as well as other
documents filed with the SEC, bacause they will contain
impertant information. You may obtair copies of all documents filed
with the SEG regarding this transaction, free of charge, at the SECs
website [www.sec.gov). You may also obtain these documents, free
of charge, from Duke Energy’s website [www.duke-energy.com)
undar the heading "Investars” and then under the heading "Financials/
SEC Filings.” You may also obtain these documents, free of charge,
{rom Progress Energy’s website fanww pragress- energy.com/investor).

Participants in the merger solicitation
Duke Energy, Progress Energy. and their respective directors, executive
officers and certain other members of manzgement and employees
may be soliciting proxies from Duke Energy and Progress Energy
shareholders in favor of the merger anc related matters Information
regarding the persons who may, under the rules of the SEC, be deemed
narticipants in the soficitation of Duke Energy and Progress Energy
shareholders in connection with the progosed merger will be set forth
in the joint proxy statement/prospectus when it is filed with the SEC.
You can fing information about Duke Energy's exscutive ufficers and
girectors in its definitive proxy statement filed with the SEC on
March 17, 2011 Yeou can find informztion about Progiess Tnergy's

infinttive nioxy Statement fled

executive afficers and directors inits d
with the SEC un March 31, 2013
Fnesgy’s executive oifoers ang directors and Progress Frsrgy's
executive officers and directors can be found in the abeve-refsrenced
Registration Statement on Form S-4 when it becomes availadie You

Additional information about Duke

can obtain fres comes of these documents from Duke Ineigy and

g the contact information above
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The matters discussed throughout this Annual Report
that are not historical facts are forward looking and,
accordingly, involve estimates, projections, goals,
forecasts, assumptions, risks and uncertaintiesthatcould
cause actual results or outcomes to differ matenially from
those expressed in the forward-looking statements. Any
forward-looking statementis based oninformationcurrent
as of the date of this report and speaks only as of the date
on which such statement is made, and we undertake no
obligation to update any forward-looking statement or
statements to reflect events or circumstances after the
date on which such statementis made.
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the ability to successfully operate electric generating
facilities and deliver electricity to customers,

the impact on our facilities and businesses from a
terrorist attack,

the ability to meet the anticipated future need for
additional baseload generation and associated
transmission facilities in our regulated service
territorigs and the accompanying regulatory and
financial risks;

our ability to meetcurrentand future renewable energy
requirements;

In addition, examples of forward-looking statements
discussed inthis Annual Reportinclude, butare notlimited
to, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” including, but not
limited to, statements under the following headings: a)
“Merger” about the proposed merger between Progress
Energy and Duke Energy Corporation and the impact
on our strategy and liguidity, b} “Strategy” about our
future strategy and goals; ¢} “Results of Operations”
about trends and uncertainties; d} “Liquidity and Capital
Resources” about operating cash flows, future liguidity
requirements and estimated capital expenditures; and e}
“Other Matters” about the effects of new environmental
regufations, changes in the regulatory environment,
meeting anticipated demand in our regulated service
territories, potential nuclear construction and our
synthetic fuels tax credits.

Examples of factors thatyou should consider withrespect

to any forward-looking statements made throughout this

document include, but are not limited to, the following

¢ our ability to obtain the approvals required to complete
the Merger and the impact of compliance with material
restrictions or conditions potentially imposed by
our regulators,

o the risk that the Merger is terminated prior to
completion and results in significant transaction costs
to us;

e our ahility to achieve the anticipated results and
benefits of the Merger;

 the impact of business uncertainties and contractual
restrictions while the Merger is pending,

» the impact of fluid and complex faws and regulations,
including those relating to the environment and
energy policy,

* gur ahility to recover eligible costs and earn an
adequate return on investment through the regulatory
process,

the inherent risks associated with the operation and
potential construction of nuclear facilities, including
environmental, health, safety, regulatory and
financial risks,

the financial resources and capitel needed to comply
with environmental laws and regulations,

risks associated with climate change;

weather and drought conditions that directly influence
the production, delivery and demand for electricity;

recurring seasonal fluctuations in demand for
electricity;

the ability to recover in a timely manner, if at all, costs
associated with future significant weather events
through the regulatory process;

fluctuations in the price of energy commodities and
purchased power and our ability to recover such costs
through the regulatory process;

our ahility to control costs, including operations and
maintenance expense (0&M) and large construction
projects;

the ability of our subsidiaries to pay upstreamdividends
or distributions to Progress Energy, Inc holding
company {the Parent};

current economic conditions;

the ability to successfully access capital markets on
favorable terms;

the stability of commercial credit markets and our
access to short- and long-term credit;

the impact that increases in leverage or reductions in
cash flow may have on us;

our ahility to maintain our current credit ratings
and the impacts in the event their credit ratings are
downgraded,

the investment performance of our nuclear
decommissioning trust (NDT) funds;



o the investment performance of the assets of our
pension and henefit plans and resulting impact on
future funding requirements;

* the impact of potential goodwill impairments;

* gur ability to fully utilize tax credits generated from the
previous production and sale of qualifying synthetic
fuels under Internal Revenue Code Section 29/45K
{Section 29/45K); and

» the outcome of any ongoing or future litigation or
similar disputes and the impact of any such outcome
or related settlements.
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Many of these risks similarly impact our nonreporting
subsidiaries.

These and other risk factors are detailed from time to time
in our filings with the SEC. All such factors are difficult to
predict, contain uncertainties that may materially affect
actual results and may be beyond our control. New
factors emerge from time to time, and it is not possible
for management to predict all such factors, nor can
management assess the effect of each such factor on
Progress Energy.



Managements Discussion and Analysis of Financial
Condition and Results of Operations IMD&A] contains
forward-locking stetements that invelve esfimates,

projections, goals, forecasts, assumptions, risks
and uncertainties that could cause actual results or
outcomes to differ materially from those expressed in the
forward-looking statements. Please review “Safe Harbor
for Forward-Looking Statements” for a discussion of
the factors that may impact any such forward-looking
statements made herein. As used in this report, Progress
Energy, which includes the Parent and its regulated and
nonregulated subsidiaries on a consolidated basis, is at
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On January 8, 2011, Duke Energy Corporation (Duke
Energy) and Progress Energy entered into an Agreement
and Plan of Merger {the Merger Agreement}. Pursuant
to the Merger Agreement, Progress Energy will be
acquired by Duke Energy in a stock-for-stock transaction
{the Merger) and continue as a wholly owned subsidiary
of Duke Energy. Consummation of the Merger is subject
to customary conditions, including, among other
things, approval of the shareholders of each company,
expiration or termination of the applicable Hart-Scott-

times referred to as “we,” “us” or “our”

MD&A includes financial information prepared in
accordance with accounting principles generally
accepted in the United States of America (GAAP), as
well as certain non-GAAP financial measures, “Ongoing
Eamnings”™ and "Base Revenues,” 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 substitute for, financial measures presented in
accordance with GAAP  Non-GAAP measures as
presented herein may not be comparable to similarly
titted measures used by other companies. Additionally,
we may collectively refer to our electric utility
subsidiaries, Progress Energy Carolinas (PEC) and
Progress Energy Florida (PEF), as the "Utilities.” MD&A
should he read in conjunction with the Progress Energy
Consolidated Financial Statements Certain amounts
for 2009 and 2008 have been reclassified to conform to
the 2010 presentation

INTRODUOTION

LA A

Our reportable business segments are PEC and PEF,
and their primary operations are the generation,
transmission, distribution and sale of electricity in
portions of North Carolina and South Carolina and in
portions of Florida, respectively. The "Corporate and
Other” segment primarily includes the operations of the
Parent, Progress Energy Service Company, LLC (PESC)
and other miscellaneous nonregulated businesses that
do not separately meet the quantitative requirements as
a separate reportable business segment

Rotino-Actwaiting perrotd-andreceiptof-at-approvets:-to
the extent required, from the Federal Energy Regulatory
Commission (FERC), the Federal Communications
Commission, the Nuclear Regulatory Commission (NRC),
the North Carolina Utilities Commission {NCUC), the
Kentucky Public Service Commission, the South Carolina
Public Service Commission (SCPSC), the Florida Public
Service Commission (FPSC), the Indiana Utility Regulatory
Commission and the Ghio Public Utilities Commission.

See Note 25 for additional information related to the
Merger.

The Merger Agreement includes certain restrictions,
limitations and prohibitions as to actions we may or
may not take in the period prior to consummation of
the Merger as discussed below. At this time, we do not
anticipate modifying our 2011 strategy discussed below
but cannot predict the impact consummation of the
Merger willhave on our long-termstrategy. The combined
company’s expected balance sheet and credit metrics
are anticipated to enhance our growth opportunities and
strategic options

We do notexpectthe Merger to have & significantimpact
on our cash requirements and sources of liquidity during
2011, except that we do not expect to issue a material
amount of equity. Pursuant to the Merger Agreement,
only limited equity issuances through certain employee
benefit plans and stock option plans are permitted
Additionally, the Merger Agreement restricts our ahility,
without Duke Energy’s consent, to increase the common
stock dividend rate until consummation or termination of
the Merger Agreement Total capital spending and the
extent to which we can obtain financing through long-
term debtissuances are also Imited.

The Parent's credit facility expires May 3, 2012, and the
combined shelf registration statement for the Parent,
PEC and PEF expires November 18, 2011 The timing and



structure of refinancing the Parent's credit facility and
filing the combined shelf registration statement with the
SEC will be evaluated as more definitive timelines for
the Merger and integration are developed (see "Future
Liquidity and Capital Resources — Credit Facilities and
Registration Statements” below)

Certain substantial changes in ownership of Progress
Energy, including the Merger, can impactthe timing of the
utilization of tax credit carry forwards and net operating
loss carry forwards (See Note 14)
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We areimplementing a comprehensive improvementplan
designed to strengthen and align the performance of our
nuclear fleet We are committed to raising our nuclear
fleet performance to a consistently high level of safety,
reliability and value. To do that, we have made a number
of organizational changes and have intensified our focus
on plant operations, outage planning and execution, and
continuous improvement. We are also leveraging the
expertise and capabhilities of our company as a whole to
meet these nuclear fleet objectives.

The companies are targeting for the Merger to close
by the end of 2011 Until the Merger has received all
necessary approvals and has closed, the companies will
continue to operate as separate entities. Accordingly,
the information presented in this Form 10-K is presented
on a pre-merger basis.

Strategy

We are an integrated energy company primarily focused
on the end-use electricity markets. We own two electric
utilities that operate in regulated retail utility markets
in North Carolina, South Carolina and Florida and have
access to attractive wholesale markets in the eastern
United States. The Utilities have more than 22,000
megawatts (MW) of regulated electric generation
capacity and serve approximately 3.1 millionretail electric
customers as well as other load-serving entities.

We have a strong track record of meeting our financial
commitments. We have maintained liquidity and financial
stahility and sustained our dividend rate during the current
economic downturn, and we helieve that we have good
prospectsfor growthonce the economy beginstorecover.
in terms of our priorities for Progress Energy as a whole,
we first focus on excelling in the fundamentals of our
business. These fundamentalsinclude safety, operational
excellence, customer service, consistently achieving our
financial objectives, maintaining constructive relations
with regulators, political leaders and the general public
aswell as aninternal focus on strong leadership that fully
engages our workforce for high performance In addition
to excelling in these fundamentals, management has the
following four focus areas for 2011

 Improve the performance of our nuclear fleet

» Accelerate Continuous Business Excellence
» QOptimize our balanced solution strategy

¢ Achieve effective integration planning and timely
merger approvals

CONTINUOUS BUSINESS EXCELLENCE

For the past several years, we have been applying a
continuous improvement framework to our operations
through our Continuous Business Excellence initiative.
Through a disciplined approach to identifying and
eliminating waste and continuously improving our
business, we are developing sustainable process
improvements. We are gaining a clearer understanding
of our cost drivers and of the dynamics shaping our
near- and longer-term workforce planning needs. In
addition, we have been applying the "Lean” process
to our operations {Lean is a set of principles, tools, and
techniques for improving the operating performance
of any business}. During 2010, we held more than 200
Lean events, a 50 percent increase over the prior year
The process changes resulting from these evenis are
improving our safety and operational performance,
enhancing the productivity and engagement of our
employees, managing our rising costs and, uitimately,
increasing customer satisfaction.

BALANCED SOLUTION STRATEGY

Ourbalanced solution strategyis a portfolio of investments
and initistives to meetfuture customer needs and evolving
public policies in a way that creates long-term value for
our customers and shareholders. The strategy is focused
on expanding the diversity of our resources, including
energy efficiency, alternative energy and a state-of-the-
art power system. Expenditures to achieve our balanced
solution are anticipated to be recoverable under base
rates or cost-recovery mechanisms implemented by our
state jurisdictions. Updates on our implementation of this
strategy are discussed below

First, we are continuing to expand and enhance our
demand-side management {DSM), energy-efficiency
{EE) and energy-conservation programs. We have
implemented customer energy-saving programs, provided
customers with incentives for efficiency improvements
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and expanded our customer education and outreach
efforts. In addition, we are a leader in the utility industry
in promoting and preparing for plug-in electric vehicles.
We are participating, along with nine other utilities
across the nation, in Chevrolet's two-year demonstration
and research program for its Vol electric vehicle As a
program participant, we will use 12 electric vehicles to
conduct a variety of utility service roles. Additionally, we
will gather data from driver surveys and charging stations
and study the impact of the vehicles on the electric grid.

Second, we are actively engaged in a variety of
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more plants The Utilities have each filed a combined
license (COL) application with the NRC for two additional
reactors each at Shearon Harris Nuclear Plant {Harris)
and at a greenfield site in Levy County, Florida (Levy)

We have focused on Levy given the need for more fuel
diversity in Florida and anticipated federal and state
policies to reduce greenhouse gas [GHGJ} emissions, as
well as existing state legislative policy that is supportive
of nuclear projects. PEF has entered intc an engineering,
procurement and construction (EPC) agreement and
received two of the three key approvals needed for

alternative energy projects. We have executed contracts
to purchase 311 MW of electricity generated from solar,
hiomass and municipal solid waste sources. While this
currently represents a small percentage of our total
capacity, we will continue to pursue additional contracts
for these and other alternative energy sources. PEC is
on track to meet the first of the targets set under North
Carolina’s renewable energy portfolio standard, 3 percent
of retail electric sales by 2012

Third, weare pursuingnumergus options to create a state-
of-the-art power system. We are making a significant
investment in smart grid technology with the initiatives
partially funded by $200 million of federal matching
infrastructure funds. Our strategy alsoincludes advanced
environmental controls on our coal-fired plants, and we
have successfully completed the $2 billion of emission
control installations planned for our coal fleets in North
Carolina and Florida. Of our approximately 7,500 MW of
coal-fired generation, we have scrubbed and installed
emission control equipment on almost 5,000 MW. We
are also moving forward with our previously announced
coal-to-gas modernization strategy, which includes
retiring our North Carolina coal-fired plants that do not
have scrubbers (totaling approximately 1,500 MW) and
replacing them with new combined-cycle natural gas
plants We expect to retire these coal-fired generating
faciliies nolater thanthe end 0f 2014, and the new natural
gas plants are expected to be placed in service in 2013
and 2014 As a result of the installation of environmental
controls and the retirement of unscrubbed coal-fired
plants, our emissions profile will be significantly reduced
while strengthening our fuel diversification. A reduced
emissions profile puts us in a befter position to comply
with the more stringent environmental regulations
anticipated in the future

New nuclear generation is a vital long-term part of our
balanced solution strateqgy While we have not made a
final determination on nuclear construction, we have
taken steps to keep open the option of huilding one or

the proposed Levy units (with the issuance of the COL
remaining). In light of a regulatory schedule shift and
other factors, we have amended the EPC agreement and
are deferring major construction on Levy until we receive
the COL, expected in 2013. This decision will reduce the
near-term price impacton customers and allows time for
economic recovery and greater clarity on federal and
state policies. Once we have received the COL, we will
assess the project and determine the schedule

INTEGRATION PLANNING AND TIMELY MERGER
APPROVALS

We are in the early stages of integration planning for the
Merger, and are also preparing for the various steps in
the merger approval process. We believe our Continuous
Business Excellence initiative will help us in the merger
integration process. One important element of the
initiative is getting a better understanding of the dynamics
shaping near- and long-term workforce needs, which will
be beneficial in integration planning. Integration planning
efforts will also focus on savings from the fuel purchasing
power and joint dispatch of generating plants of the
combined companies. Maintaining constructive relations
with regulators, public leaders and the general public is
fundamental to our business, which will be critical for
obtaining needed merger approvals in a timely manner.

NMATTERS IMPACTING FUTURE RESULTS

[}

The impact of favorable weather on the Utilities’ revenues
in 2010 offset the impacts of a continuing sluggish
economy and cost pressures facing the utility industry. An
improving national economy may lead to greater mobility
for homeowners around the country and a return of
migration to the Southeast region that is more consistent
with our historical levels However, the utility industry,
as a whole, faces significant cost pressures and, in the
near term, lower retail electricity sales Current econgmic
conditions and anticipated higher expenditures {including
expenditures for environmental compliance, renewable
energy standards compliance and new generation and



transmission facilitiesi may subject us to an even higher
levelofscrutinyfromregulators andlead toamore uncertain
regulatory environment. Timely regulatory recovery of
costsrecoverable under the Utilities’ pass-through clauses
{such as fuel and environmental compliance)} is important
to maintaining appropriate levels of liguidity.

We are preparing for an energy future that includes,
among other things, carbon reductions and emerging
technologies such as smart grid and plug-in electric
vehicles. We believe that our balanced solution strategy
provides an effective, flexible framework thatwill prepare
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of aperations in an gverview section followed by a more
detailed analysis and discussion by business segment.

We compute our non-GAAP financial measurement
“Ongoing Earnings” as GAAP net income attributable
to controlling interests after excluding discontinued
operations and the effects of certain identified gains
and charges, which are considered Ongoing Earnings
adjustments Some of the excluded gains and charges
have occurred in more than one reporting period but
are not considered representative of fundamental core
earnings. Ongoing Earnings is not a measure calculated

us for this new energy future.

RESULTS OF OPERATIONS

In this section, we provide analysis and discussion of
earnings and the factors affecting earnings on both a
GAAP and non-GAAP hasis. We introduce our results

in accordance with GAAP, and should be viewed as a
supplement to, and not a substitute faor, our results of
operations presented in accordance with GAAP.

Areconciliation of Ongoing Earnings to GAAP netincome
attributable to controlling interests follows.

Corporate
(in millions except per share data/ PEC PEF and Other Total Per Share
Year ended December 31, 2010
Ongoing Earnings $618 $462 ${191) 5889 $3.06
Impairment, net of tax'® {5) m - {6} {0.02)
Plant retirement charge, net of tax'® (1) - - (1} -
Change in the tax treatment of the Medicare
Part D subsidy {12) (10) - {22) (0.08)
Discontinued operations atiributable to
controliing interests, net of tax - - (4) {4) (0.01)
Net income (loss} attributable to controlling
interests®® $600 $451 ${195) $856 $2.95
Year ended December 31, 2009
Ongoing Earnings $540 $460 $(154) 5846 $3.03
CVO0 mark-to-market - - 19 19 007
Impairment, net of taxi - - {2) {2) {007)
Plant retirement charge, net of tax™ {17} - - {17} {0.06)
Cumulative prior period adjustment related to
certain employee life insurance benefits, net
of tax' (10) - - 110} {0.04)
Discontinued operations attributable to
controlling interests, net of tax - - {79} {79} {0.28)
Net income {loss} atributable to contralling
interests™ 5513 S460 S{216} S757 S2.71
Year ended December 31, 2008
Ongoing Earnings $531 $383 S(138) S776 S2.96
Valuation allowance and related net operating
loss carry forward - - 2 (3} {0.01}
Discontinued operations attributable to
controlling interests, net of tax - - 51 57 0.22
Net income {loss) atributable to contralling
interests” 3631 5383 S{84) 5830 83.17

w Calculatad using assumed tax rate of 40 percent

t: Netincome attributable to contralling interests is shown net of preferred stock dividend requirement of S3 million and S2 million at PEC and

PEF respectively



Management uses the non-GAAP financial measure
Ongoing Earnings (i} as =2 measure of operating
performance to assist in comparing performance from
period to period on a consistent basis and to readily
view operating trends, (i) as a measure for planning and
forecasting overall expectations and for evaluating actual
results against such expectations; {ill) as a measure for
determining levels of incentive compensation; and {iv) in
communications with our board of directors, employees,
shareholders, analysts and investors concerming our
financial performance. Management believes this non-
GAAP measure is appropriate for understanding the
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Partially offsetting these items were
* netimpactofreturns earned on higherlevels of nuclear

and environmental costrecovery clause (ECRC) assets
at PEF,

» favorable impact of interim and limited base rate relief
at PEF;

= depreciation and amortization expense recognized
in 2008 at PEC related to North Carolina Clean
Smokestacks  Act {Clean Smokestacks Act)
amortization expense and depreciation expense
associated with the accelerated costrecovery

business and assessing our potential future performance,
because excluded items are limited to those that
management believes are not representative of our
fundamental core earnings {(See Note 19).

Overview

FOR 2010 AS COMPARED T0 2009 AND 7005 AS
COMPARED TO 2008

For the year ended Oecember 31, 2010, our net income
attributable to controlling interests was $856 million, or
$2.95 per share, compared to netincome attributable to
controlling interests of $757 million, or $2.71 per share,
for the same period in 2009. The increase as compared t0
prior year was primarily due to:

= favorablie weather at the Utilities and

» lower loss from discontinued non-utility businesses
{Ongoing Earnings adjustment).

Partially offsetting these items were:
 higher 0&M expenses at the Utlities.

For the year ended December 31, 2009, our net income
attributable to controlling interests was $757 million, or
$2.71 per share, compared to netincome attributable to
controlling interests of $830 milion, or $3.17 per share,
for the same period in 2008. The decrease as compared
to prior year was primarily due to:
e unfavorable impact of discontinued
husinesses (Ongoing Earnings adjustment);

= unfavorable net retail customer growth and usage at
the Utilities;

° higherinterest expense, and

non-utility

e higher base depreciation and amortization at the
Utilities

progranT formrctesrgenerating-assets;and

¢ favorable weather at the Utilities.

Progress Energy Carolinas

PEC contributed net income available to parent totaling
$600 million, $513 million and $531 million in 2010, 2009 and
2008, respectively. The increase in net income available
to parent for 2010 as compared to 2009 was primarily due
to the favorable impact of weather, favorable allowance
for funds used during construction (AFUDC) equity and
favorable retail customer growth and usage, partially
offset by higher 0&M expenses. The decrease in net
income available to parent for 2009 as compared to 2008
was primarily due to unfavorable net retail customer
growth and usage, coal plant retirement charges, higher
base depreciation and amortization expense and a
cumulative prior period adjustment related to certain
employee life insurance benefits, partially offset by Clean
Smokestacks Act amortization and depreciation expense
associated with the accelerated cost-recovery program
for nuclear generating assets recognized in 2008 and the
favorable impact of weather,

PEC contributed Ongoing Earnings of $618 million,
$540 million and $531 million for 2010, 2009 and 2008,
respectively. The 2010 Ongoing Earnings adjustments to
netincome available to parentwere due to PEC recording
a $12 million charge for the change in the tax treatment
of the Medicare Part D subsidy, a $5 million impairment
of certain miscellaneous investments and other assets,
net of tax and a 81 million plant retirement adjustment,
net of tax, related to PEC's decision to retire certain coal-
fired generating units prior to the end of their estimated
useful lives. The 2009 Ongoing Earnings adjustments
to net income available to parent were due to PEC
recording a $17 million plant retirement charge, net of
tax, and recording a S10 million charge, net of tax, for
a cumulative prior period adjustment related to certain
employee life insurance benefits Management does not



consider these charges to be representative of PEC’s
fundamental core earnings and excluded these charges
in computing PEC’s Ongoing Earnings There were no
Ongoing Earnings adjustments in 2008

The revenue tables that follow present the total amount
and percentage change of total operating revenues and its
components. “Base Revenues” is a non-GAAP measure
and is defined as operating revenues excluding clause-
recoverable regulatory returns, miscellaneous revenues
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$36 million favorable impact of retail customer growth
and usage. The favorable impact of weather was driven
by 15 percent higher heating-degree days and 24 percent
higher coagling-degree days than 20098 Additionally,
cooling degree-days were 30 percent higher and heating
degree-days were 14 percent higher than normal. The
favorahle impact of retail customer growth and usage
was driven by an increase in the average usage per
retail customer and a net 10,000 increase in the average
number of customers for 2010 compared to 2009.

PEC’s miscellaneous revenues increased $24 milfion

ard-foet-and-other pass=through-reventes-We-consider
Base Revenues a useful measure to evaluate PEC's electric
operations because fuel and other pass-through revenues
primarily represent the recovery of fuel, applicable
portions of purchased power expenses and other pass-
through expenses through cost-recovery clauses and,
therefore, do not have a material impact on earnings.
Clause-recoverable regulatory returns include the return
on asset component of DSM, EE and renewable energy
clause revenues We have included the reconciliation
and analysis that follows as a complement to the financial
information we provide in accordance with GAAP

A reconciliation of Base Revenues to GAAP operating
revenues, including the percentage change by customer
class and by year follows:

fin millions}

Customer Class 2010 % Change 2009 % Change 2008

Residential $1,2492 101 $1,128 13 $1,113
Commercial 126 27 707 {1.4) 7
Industrial 365 25 356 {10.6) 398
Governmental 65 0.2 59 133) B1
Unbilled 10 - 5 - 8
Total retail base
revenues 2,408 68 2,25 {18) 2,297
Wholesale base
revenues 305 (1.0} 308 0.3 307
Total Base
Revenues 213 59 2,563 {16) 2,604
Clause-recoverable
regulatory returns 13 44 4 ] - -
Miscellaneous 138 211 114 118 102
Fuel and other pass-
through revenues 2,058 - 1,941 - 1,723
Total operating
revenues $4,922 64 S4,627 45 $4,429

PEC's total Base Revenues were $2713 billion and
§2563 hillion for 2010 and 2009, respectively The
$150 million increase in Base Revenues was due primarily
to the $115 million favorable impact of weather and the

in 2010, which includes $10 million higher transmission
revenues driven by higher rates resulting from
transmission asset additions.

PEC’s total Base Revenues were $2.563 billion and
$2.604 billion for 2009 and 2008, respectively. The
$41 million decrease in Base Revenues was due
primarily to the $64 million unfavorable impact of net
retail customer growth and usage, partially offset by the
$23 million favorable impact of weather. The unfavorable
impact of net retail customer growth and usage was
driven by a decrease in the average usage per retail
customer, partially offset by a net 11,000 increase in the
average number of customers for 2009 compared to 2008.
The favorable impact of weather was driven by higher
heating- and cooling-degree days than 2008 of 3 percent
and 5 percent, respectively. Additionally, cooling-degree
days were 6 percent higher than normal in 2009.

PEC’s miscellaneous revenues increased $12 million in
2009 primarily due to higher transmission revenues.

PEC’s electric energy sales in kilowatt-hours (kWh) and
the percentage change by customer class and by year
were as follows.

{in mitlions of KWh)

Customer Class 2018 % Change 2009 % Change 2008

Residential 19,108 116 17,117 07 17,000
Commercial 14,184 40 13,639 (2.2) 13,841
Industrial 10,665 29 10,368 (90} 11,388
Governmental 1,674 51 1,497 21 1,466
Unbilled 172 - 360 - {8}
Total retail kKWh
sales 45,703 63 42,981 (18} 43,787
Wholesale 13,999 0.2 13,966 (25} 14329
Total kWh sales 59,702 48 56,947 (2.0) 58,116

The increase in retail kWh sales in 2010 was primarily
due to favorable weather, as previously discussed
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The decrease in retail kWh sales in 2009 was primarily
due to a decrease in average usage per retail customer
due to economic conditions in the United States PEC's
industrial kWh sales decreased 90 percent from 2008,
primarily due to reductions in textile manufacturing in the
Carolinas as a result of global competition and domestic
consolidation as well as a downturn in the lumber and
building materials segment as a result of declines in
construction Wholesale kWh sales decreased for 2009
primarily due to decreased excess generation sales
resulting from unfavorahle market dynamics
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0&M expense was $1.1588 billion for 2010, which
represents an $86 million increase compared to 2009.
This increase was primarily due to $78 million higher
nuclear plant outage and maintenance costs, $11 million
higher employee henefits expense driven by revised
actuarial estimates, $7 million higher emission expense
primarily due to sales af nitragen oxides {NOx} emission
allowancesinthe prioryear and the $2 millionimpairment
of other assets, partially offset by $27 million lower coal
plantretirementcharges. The higher nuclear plantoutage

EXPENSES
fuel and Purchased Power

Fuel and purchased power costs represent the costs of
generation, which include fuel purchases for generation
and energy purchased in the market to meet customer
load. Fuel and a portion of purchased power expenses
are recovered primarily through cost-recovery clauses,
and as such, changes in these expenses do not have a
material impact on earnings. The difference between
fuel and purchased power costs incurred and associated
fuel revenues that are subject to recovery is deferred
for future collection from or refund to customers and is
recorded as deferred fuel expense, which is included
in fuel used in electric generation on the Consolidated
Statements of Income.

Fuel and purchased power expenses totaled $1.988 billion
for 2010, which represents a $79 million increase
compared to 2009. This increase was primarily due t0
the $324 million impact of higher system requirements
resulting from favorable weather and the impact of
nuclear plant outages on PEC's generation mix, partially
offset by $151 million decreased current year fuel costs
driven by lower coal and gas prices and $104 million lower
deferred fuel expense. The decrease in deferred fuel
expense was primarily due to higher fuel and purchased
power expenses and lower fuel rates in North Caralina

Fuel and purchased power expenses totaled $1.909 billion
for 2009, which represents a $217 million increase
compared to 2008 This increase was primarily due
to $248 million higher deferred fuel expense and the
$86 million net impact of higher fuel costs driven by
higher coal prices, partiaily offset by $128 million impact
of lower system requirements. The increase in deferred
fuel expense was primarily due to the implementation of
higher fuel rates in North Carolina.

afd-matRteRance-costs-are-primariy-due-to-threenuslear
refueling and maintenance outages in 2010 compared
to two in 2009 as well as extended outages and more
emergentworkin 2010 as compared to 2009. Management
does not consider impairments and charges recognized
for the retirement of generating units prior to the end of
their estimated useful lives to be representative of PEC’s
fundamental core earnings. Therefore, the impacts of
these items are excluded in computing PEC’s Ongoing
Earnings. Certain O&M expense such as the cost of
reagents for emission control equipment and wheeling
charges are recoverable through cost-recovery clauses.
In aggregate, 0&M expenses primarily recoverable
through base rates increased $69 miliion compared to
the same period in 2009.

0&M expense was $1.072 bhillion for 2009, which
represents a $42 million increase compared to 2008.
This increase was primarily due to coal plant retirement
charges of $28 million, higher employee benefits expense
of $12 million and storm costs of $3 million, partially offset
by lower emission allowance expense of $13 million
resulting from lower system requirements, changes
in generation mix and sales of NOx allowances. As
previously discussed, coal plant retirement charges
are excluded in computing PEC’s Ongoing Earnings.
Also, as previously discussed, certain O&M expenses
are recoverable through cost-recovery clauses. In
aggregate, 0&M expenses primarily recoverable through
base rates increased $29 million compared to the same
period in 2008

Aceretion

amortization

Depreciation,
was $479 million, $470 million and $518 million for 2010,
2009 and 2008, respectively. The $48 million decrease
in 2009 compared to 2008 was primarily attributable
to the $52 million of depreciation associated with
the accelerated cost-recovery progrem for nuclear
generating assets recognized in 2008 and the $15 million

and accretion expense



of Clean Smokestacks Act amortization recognized
in 2008, parually offset by the $21 million impact of
depreciable asset base increases. The North Carolinag
jurisdictional aggregate minimum amount of accelerated
cost recovery has been met, and the South Carolina
jurisdictional obligation was terminated by the SCPSC
PEC does not anticipate recording additional accelerated
depreciation in the North Carolina jurisdiction, but wili
record depreciation over the remaining useful hives of
the assets. In accordance with a regulatory order, PEC
ceased to amortize Clean Smokestacks Act compliance
costs, hut will. record depreciation over the useful lives
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Total other income, net was $20 mitliun for 2008, which
represents a $23 million decrease compared to 2008 This
decrease was primarily due to the previously discussed
$16 million cumulative prior period adjustment related to
certain employee life insurance benefits as well as lower
interest income resuiting from lower average eligible
deferred fuel balances

H Fs o Tyt e
Total Interest Charges
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Total interest charges, net was $186 million, $195 million
and $207 million for 2010, 2009 and 2008, respectively

of the assets

Taxes Other Than on Income

Taxes other than on income was $218 million for 2010,
which represents an $8 million increase compared to
2009. This increase was primarily due to an increase in
gross receipts taxes due to higher operating revenues.
Taxes other than on income was $210 million for 2009,
which represents a $12 million increase compared fo
2008. The increase was primarily due to an increase in
gross receipts taxes due to higher operating revenues
and higher property tax rates. Gross receipts taxes are
collected from customers and recorded as revenues and
thenremitted to the applicable taxing authority. Therefore,
these taxes have no material impact on earnings.

Other

Other operating expense was an expense of $8 million
in 2010 and income of $5 million in 2008. The $8 million
expense in 2010 was primarily due to the $7 million
impairment of certain miscellaneous investments. The
$5 million income in 2008 was primarily due to gain on
land sales. Management does not consider impairments
to be representative of PEC’s fundamental core earnings.
Therefore, the impacts of impairments are excluded in
computing PEC’s Ongoing Earnings

Total Gther Income, Net

Total other income, net was $67 million for 2010, which
represents a $47 million increase compared to 2009 This
increase was primarily due to favorable AFUDC equity of
$31 million resulting from increased construction project
costs and a $16 million cumulative prior period adjustment
charge recorded in 2009 related to certain employee life
insurance benefits. The prior period adjustment is not
material to 2009 or previously issued financial statements
Management determined that the adjustment should be
an exclusion from PEC’s 2009 Ongoing Earnings

Fhe-$¢-mithon-decresse-inr20t-compared-te-2869-wes
primarily due to 7 million favorable AFUDC debt related
to increased construction project costs. The $12 million
decrease in 2009 compared to 2008 was primarily due to
lower interest rates on variable rate debt, partally offset
by higher interest as a result of higher average debt
gutstanding.

income Tax Expense

Income tax expense was $350 million, $277 million and
8298 million in 2010, 2009 and 2008, respectively The
$73 million increase in 2010 compared to 2009 was
primarily due to the $64 million impact of higher pre-tax
income and the $12 million impact of the change in the tax
treatment of the Medicare Part D subsidy resulting from
federal health care reform enacted earlier in 2010 (See
Note 16). Management does not consider the change in
the tax treatment of the Medicare Part D subsidy to be
representative of PEC's fundamental core earnings, and
therefore, the amount is excluded in computing PEC’s
Ongoing Earnings. The $21 million income tax expense
decrease in 2009 compared to 2008 was primarily due
to the impact of lower pre-tax income and the $5 million
favorable tax benefit related to a deduction triggered
by the transfer of previously funded amounts from
nonqualified NDT funds to qualified NDT funds.

Progress Energy Florida

PEF contributed net income available to parent totaling
$451 miltion, $460 miflion and $383 mdlion in 2010, 2009
and 2008, respectively. The decrease in net income
available to parent for 2010 as compared to 2009 was
primarily due to unfavorable AFUDC equity and higher
0&M expenses, partially offset by the favorable impact
of weather and higher clause-recoverable regulatory
returns. The increase in net income available to parent
for 2009 compared to 2008 was primarily due to higher
clause-recoverable requlatory returns, the favarable
impact of interim and limited base rate relief and the



favorable impact of weather, partially offset by the
unfavorable impact of retail customer growth and usage,
higher base depreciation and amortization expense, and
higher 0&M

PEF contributed Ongoing Earnings of $462 million,
$460 million and $383 million in 2010, 2009 and 2008,
respectively. The 2010 Ongoing Earnings adjustments to
netincome available to parentwere due to PEFrecording
a $10 million charge for the change in the tax treatment of
the Medicare part D subsidy and a $1 million impairment
of other assets, netoftax. Managementdoes notconsider
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A reconciliation of Base Revenues to GAAP operating
revenues, including the percentage change by customer
class and by year follows

{in miftions!

Customer Class 2010 % Change 2009 % Change 2008

these charges to be representative of PEF’s fundamental
core earnings and excluded these charges in computing
PEF's Ongoing Earnings. There were no Ongoing Earnings
adjustments in 2009 or 2008

REVENUES

The revenue tables that follow present the total amount
and percentage change of total operating revenues
and its components. “Base Revenues” is a non-GAAP
measure and is defined as operating revenues excluding
clause-recoverable regulatory returns, miscellaneous
revenues and fuel and other pass-through revenues. We
consider Base Revenues a useful measure to evaluate
PEF's electric operations because fuel and other pass-
through revenues primarily represent the recovery of
fuel, applicable portions of purchased power and other
pass-through expenses through cost-recovery clauses
and, therefore, do nothave a material impacton earnings.
Clause-recoverable regulatory returns include the
revenues associated with the return on asset component
of nuclear cost-recovery and ECRC revenues We have
included the reconciliation and analysis that follows as
a complement to the financial information we provide in
accordance with GAAP

Residential $1,045 105  S948 59  S893
Commercial 359 56 340 37 328
Industrial 15 42 72 (53} 18
Governmental 92 5.7 87 61 82
Unbilled 17 - 9 - {1)
Jotakrotailbas
revenues 1,588 92 1454 55 1,378
Wholesale base
revenues 160 (22.7) 207 51 197
Total Base
Revenues 1,748 52 1661 55 1,575
Clause-recoverable
regulatory
returns 113 989 87 690 9 1"
Miscelflaneous 216 143 189 62 178

Fuel and other
pass-through
revenues 317 ~ 3314 - 2,967

Total operating
revenues

§5,254 01 85251 11.0 $4,731

PEF's total Base Revenues were $1.748 billion and
$1.661 billion for 2010 and 2009, respectively. The
$87 million increase in Base Revenues was due primarily
to the $88 million favorable impact of weather and
the $50 million impact of increased retail base rates
associated with the repowered Bartow Plant, partially
offset by $47 million lower wholesale base revenues and
the $5 million unfavorable impact of net retail customer
growth and usage. The favorable impact of weather was
driven by 89 percent higher heating-degree days than
2009. Additionally, heating-degree days were 124 percent
higher than normal. The lower wholesale base revenues
were primarily due to an amended contract with a major
customer. The unfavorable impact of net retail customer
growth and usage was driven by a decrease in the
average usage per retail customer, partially offset by a
net 4,000 increase in the average number of customers
for 2010 compared to 2009.

PEF's clause-recoverable regulatory returns increased
£86 million in 2010 primarily due to higher returns on
ECRC assets due to placing approximately €1 billion of
Clean Air Interstate Rule (CAIR) projects into service in
late 2009 and May 2010



PEFs miscellaneous revenues increased $27 million
in 2000 primarily due to 20 million higher transmission
revenues driven by favorable weather and $8 million
higher right-of-use revenues related to the use of
easements angd land

PEF's total Base Revenues were $1661 billion and
$1575 billion for 2009 and 2008, respectively The
$86 million increase in Base Revenues was due primarily
to the §79 million favorable impact of interim and limited
base rate refief and the $36 million favorable impact of
weather, partially offset by the $41 million unfavorable
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The increase in retail kWh sales in 2010 was primarily
due to favorable weather as previously discussed.

Wholesale kWh sales have increased in 2010 primarily
due to favorable weather, which resulted in increased
deliveries under a certain capacity contractthat has high
demand and low energy charges. Despite the increase
in sales, wholesale base revenues have decreased
primarily due to a contract amendment as previously
discussed

Wholesale base revenues increased in 2009, despite

impact of retail customer growth and usage. The interim
and limited base rate relief was approved by the FPSC
effective July 1,2009. Of the $79 million interim and limited
base rate relief, $7 million related to interim rate relief,
which was in effect for only 2009, and $72 million related
to limited rate relief, which continued in accordance
with the base rate proceeding with an annual revenue
requirement of $132 million. The favorable impact of
weather was primarily driven by 14 percent higher
heating-degree days and 6 percenthighercooling-degree
days than 2008 Heating-degree days were 4 percent
lower than normal in 2009 and 16 percent fower than
normal in 2008. In addition to lower average usage per
customer, PEF's average number of customers for 2009,
compared to 2008, decreased a net 8,000 customers.

PEF's clause-recoverable regulatory returns increased
876 million in 2009 primarily due to higher revenues
related to nuclear cost recovery and ECRC assets of
$61 million and $15 million, respectively. As a resuit of
an FPSC regulatory order effective in January 2009, PEF
is allowed to earn returns on certain costs related to
nuclear construction.

PEF's electric energy sales in kWh and the percentage
change by customer class and by year were as fallows

{in millions of kWh}

Customer Class 2010 % Change 2009 % Change 2008

Residential 20,524 58 19,399 04 19,328
Commercial 11,896 0.1 11,88 2.1y 12,139
Industrial 3219 (200 328 (132) 3,786
Governmental 3,286 09 32% 1.4y 3,302
Unbilied 458 - 13 - a9}
Total retail kWh
sales 39,383 38 37,955 1131 38456
Wholesale 3,857 06 3,835 (431} 6734
Total kWh sales 43,240 35 41,790 {75} 45180

decreased wholesale kWh sales in 2009, primarily due to
committed capacity revenues. The wholesale kWh sales
decreased primarily due to market conditions in which
wholesale customers fulfilled a portion of their system
requirements from other sources. Many of the new and
amended capacity contracts entered into in 2008 expired
by the end of 2009.

Retail base revenues increased in 2009, despite a
decrease in kWh sales for the same period, primarily
due to the impact of interim and limited base rate relief
approved by the FPSC in 2009.

EXPENSES
Fuel and Purchased Power

Fuel and purchased power costs represent the costs of
generation, which include fuel purchases for generation
and energy purchased in the market to meet customer
load. Fuel and a portion of purchased power expenses
are recovered primarily through cost-recovery clauses,
and as such, changes in these expenses do not have a
material impact on earnings. The difference between
fuel and purchased power costs incurred and associated
fuel revenues that are subject to recovery is deferred
for future collection from or refund to customers and is
recorded as deferred fuel expense, which is included
in fuel used in electric generation on the Consolidated
Statements of Income.

Fuel and purchased power expenses totaled $2 591 hillion
in 2010, which represents a $163 million decrease
compared to 2009 This decrease was primarily due to
fower deferred fuel expense of 8520 million resulting
from lower fuel rates, which assumed the Crystal River
Unit No 3 Nuclear Plant (CR3} outage was completed in
2009, parually offset by increased current year fuel and
purchased power costs of $189 million and anincreasein
therecoveryofdeferred capacity costs 0f$167 million. The



increased current year fuel and purchased power costs
were primarily driven by higher system requirements
resulting from favorable weather and CR3 replacement
power ¢osts net of insurance recovery. The increase in
the recovery of deferred capacity costs was primarily
due to increased rates and higher system requirements
due to favorable weather

Fuel and purchased power expenses totaled $2 754 billion
in 2009, which represents a $126 million increase
compared to 2008 This increase was primarily due to
higher deferred fuel expense of $467 miilion driven by
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maintenance costs of $14 million, partially offset by lower
storm cost recovery of $66 million due to the surcharge
that ended in July 2008 and the impact of a change in
our vacation benefits policy of $11 million. The ECRC and
ECCR expenses and replenishment of storm damage
reserve are recovered through cost-recovery clauses
and, therefore, have no material impact on earnings
Pension costs were higher due to a $20 million pension
creditin 2008. Substantially all of 2009's pension expense
was deferred in accordance with an FPSC order. In
aggregate, O&M expenses recoverable through hase
rates increased $25 million compared to the same period

the implementation of new fuel rates, partially offset by
$164 miflion lower interchange costs, a decrease in the
recovery of deferred capacity costs of $91 million and
decreased 2009 fuel costs of 70 million, all resulting from
lower system reguirements

Operation and Maintenance

0&M expense was $312 million in 2010, which represents
a $73 million increase compared to 2009. O&M expense
increased primarily due to the $34 million prior-year
pension deferral in accordance with an FPSC order;
$22 million higher employee benefits expense driven by
revised actuarial estimates; $18 million higher Energy
Conservation Cost Recovery Clause (ECCR) costs
driven by higher deferred expenses due to higher rates,
increased energy sales and increased customer usage
of load management programs and home improvement
incentives; the $11 million prior-year impact of a change
in vacation benefits policy; and the $2 million impairment
of other assets. These increases are partially offset
by $22 million favorable ECRC costs due to lower NOx
allowances used resulting from a scrubber placed
in service in December 2009. The ECCR and ECRC
expenses are recovered through cost-recovery clauses
and, therefore, have no material impact on earnings
Management does not consider impairments to be
representative of PEF's fundamental core earnings
Therefore, the impacts of impairments are excluded in
computing PEF's Ongoing Earnings. In aggregate, 0&M
expenses primarily recoverable through base rates
increased $80 million compared to the same period
in 2009

0&M expense was $839 million in 2008, which represents
a $26 million increase compared to 2008. The increase
was primarily due to 863 million higher ECRC and ECCR
costs primarily due tc an increase in current year rates
for recovery of emission allowances, higher pension
costs of $24 million and higher nuclear plant cutage and

in 2008

Depreciation, Amortization and Accretion

Depreciation, amortization and accretion expense was
$426 million for 2010, which represents a $76 miilion
decrease compared to 2009. Depreciation, amortization
and accretion expense decreased primarily due to
a reduction in the cost of removal component of
amortization expense of $60 million in accordance with
the base rate settlement agreement (See Note 7C),
the lower depreciation rate impact of $43 million and
other adjustments required in the base rate settlement
agreement of $13 million, partially offset by the $46 million
impact of depreciable asset base increases. The lower
depreciation rate resulted from a depreciation study in
conjunction with the 2009 base rate case. Inaccordance
with PEF's base rate settlement agreement, PEF will have
the discretion to reduce the cost of removal component
of amortization expense in 2011 and 2012, subject to
limitations (See Note 7C).

Depreciation, amortization and accretion expense was
$502 million for 2009, which represents an increase of
$196 million compared to 2008, primarily due to higher
nuclear cost-recovery amortization of $155 million. In
aggregate, depreciation, amortization and accretion
expenses recoverable through base rates and the ECRC
increased $31 million compared to 2008, primarily due to
depreciable asset base increases
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Taxes other than on income was $362 million for 2010,
which represents a $15 million increase compared to
2009 This increase was primarily due to higher property
taxes of $14 million resulting primarily from placing
the repowered Bartow Plant in service in June 2009
Taxes other than on income was $347 million for 2009,
which represents an increase of 38 million compared
to 2008, primarily due t0 an increase in gross receipts



and franchise taxes due to higher operating revenues
Gross receipts and franchise taxes are collected from
customers and recorded as revenues and then remitted
to the applicable taxing authority Therefore, these taxes
have no material impact on earnings

Athey
Jingy

Other operating expense was an expense of $4 million
and 87 million in 2010 and 2009, respectively, and income
of $5 million in 2008. The $7 million expense in 2009 was
primarily due to regulatory disallowance of fuel costs
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JETSE

Income tax expense was $276 million, $208 million
and $181 million in 2010. 2009 and 2008, respectively
The $67 mullion income tax expense increase in 2010
compared t¢ 2009 was primarily due to the $24 million
impact of the unfavorable AFUDC equity discussed above,
the $23 million impact of higher pre-tax income and the
$10 mitlion impact of the change in the tax treatment of
the Medicare Part O subisidy resulting from federal health
care reform enacted earlier in 2010 {See Note 16). AFUDC
equity is excluded from the calculation of income tax

ok o 8 S % 3 e M [a¥a¥alel . "3 ] Ao N
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Total Other Income, Mgt

Total other income, net was $28 miltion for 2010, which
represents a $72 million decrease compared to 2009. This
decrease was primarily due to $63 million unfavorable
AFUDC equity related to lower eligible construction
project costs, primarily due to placing the repowered
Bartow Plant and CAIR projects into service in mid- and
late 2009, respectively.

Total other income, net was $100 miilion for 2008, which
represents a $6 million increase compared to 2008. This
increase was primarily due to the $16 million of investment
gains on certain employee benefit trusts resulting from
improved market conditions, partially offset by 5 million
lower interest income resulting from lower short-term
investment balances and $4 millian unfavorable AFUDC
equity related to lower eligible construction project
costs, primarily due to placing the repowered Bartow
Plantinto service in 2009.

Total interest Charges, Net

Total interest charges, net was $258 million for 2010,
which represents a $27 million increase compared to
2009. This increase was primarily due to $14 million
unfavorable AFUDC debt related to costs associated
with eligible construction projects as discussed ahove
and $16 million higher interest driven by higher average
long-term debt outstanding

Total interest charges, net was $231 million in 2009,
which represents an increase of $23 million compared
to 2008 The increase in interest charges was primarily
due to higher interest as a result of higher average
debt outstanding

eXpense-Asprevisushydiscussed-managementdoasnot
consider the change in the tax treatment of the Medicare
Part D subsidy to be representative of PEF's fundamental
core earnings. Accordingly, the impact of the change
in the tax treatment of the Medicare Part O subsidy is

excluded in computing PEF's Ongoing Earnings

The $28 million income tax expense increase in 2009
compared to 2008 was primarily due to the $40 million
impact of higher pre-tax income compared to the prior
year, partially offset by the $11 million impact of the
favaorable tax henefit related to a deduction triggered
by the transfer of previously funded amounts from the
nonqualified NDT fund to the qualified NDT fund.

Corporate and Gther

The Corporate and Other segment primarily includes the
operations of the Parent, PESC and other miscellaneous
nonregulated businesses (Corporate and Other} that
do not separately meet the quantitative disclosure
requirements as a reportable business segment. A
discussion of the items excluded from Corporate and
Other's Ongoing Earnings is included in the detailed
discussion and analysis that follows. Management
believes the excluded items are not representative of
our fundamental core earnings. The following table
reconciles Corporate and Other's Ongoing Earnings to
GAAP netincome attributable to controlling interests:



{in miilions) 2010 Change 2008 Change 2008
Other interest expense  ${298) S(57) S{248) S{31) ${215)
Other income tax benefit 116 19 g7 6 91
Other expense {9} {4) {5} g  {14)

Ongoing Earnings {191) (377 {154) {16} (138)
CV0 mark-ta-market - {19) 19 19 -
Impairment, net of tax - 7 (2) (2} -

Valuation allowance and
related net operating
loss carry forward - - - 3 {3)

Discontinued operations

Case No. 2011-124
Staff-DR-01-011 b part 2 attachment
(Progress Energy)

Page 18 of 124

Florida Progress Corporation {Florida Progress) in 2000
Each CVO represents the right of the holder 1o receive
contingency payments based on the performance of
four synthetic fuels facilities purchased by subsidiaries
of Florida Progress in Octoher 1899 The payments
are based on the net after-tax cash flows the facilities
generate (See Note 15). The CVOs had a fair value of
$15 million at December 31, 2010 and 2009 and $34 million
at December 31, 2008. Progress Energy recorded
unrealized gains of $19 million in 2009 to record the
change in fair value of the CV0s, which had average unit
prices of $0.16 at December 31,2010 and 2009 and $0.35 at

attributable to
controlling interests,

net of tax (4} B {79) {136) 57
Net loss attributable

to controliing

interests ${195) $21 S$(216} 8(132)  $(84)

OTHER INTEREST EXPENSE

Other interest expense was $298 million, $246 million
and $215 million for 2010, 2009 and 2008, respectively.
The $52 million increase for 2010 compared to 2009 and
the $31 million increase for 2009 compared to 2008 were
primarily due to higher average debt outstanding at the
Parent

OTHER INCOME TAX BENEFIT

Other income tax benefit was $116 million, $97 million
and $91 million for 2010, 2009 and 2008, respectively.
The $19 million increase for 2010 compared to 2009 was
primarily due to the favorable tax impactofhigher pre-tax
loss. The $6 million increase for 2009 compared to 2008
was primarily due to the favorable tax impact of higher
pre-tax loss, partially offset by the unfavorable impact at
the Corporate level resulting from the deductions taken
by the Utlities related to NDT funds (See "Progress
Energy Carolinas — Income Tax Expense” and “Progress
Energy Florida — Income Tax Expense”).

OTHER EXPENSE

Other expense was $9 million, $5 million and $14 million for
2010, 2009 and 2008, respectively The $9 million change
for 2009 compared to 2008 was primarily due to investment
gains on certain employee benefit trusts resulting from
improved financial market conditions in 2009

ARIMATRIN CADRIIMIOAC AN 1TIOTR
OMEOING CARNINGS ADJUSTH

Progress Energy issued 986 million contingent value
obligations {CVOs) in connection with the acquisition of

December 31, 2008 The unrealized gain/loss recognized
due to changes in fair value is recorded in other, net
on the Consolidated Statements of Income Because
Progress Energy is unable to predict the changes in the
fair value of the CVOs, management does not consider
this adjustment to be representative of our fundamental
core earnings

impairment, Net of Tax

We recorded a $3 million impairment of investments in
2009. The impairment was recorded in other, net on the
Consolidated Statements of Income. Management does
not consider impairments to be representative of our
fundamental core earnings

Valuation Allowance and Related Net Operating Loss
Carry Forward

We previously recorded a deferred tax asset for a state
net gperating loss carry forward upon the sale of our
nonregulated generating facilities and energy marketing
andtrading operations In 2008, we recorded an additional
$6 million deferred tax asset related to the state net
operating loss carry forward due to a change in estimate
based on 2007 tax return filings. We also evaluated the
total state net operating 10ss carry forward and recorded
a partial valuation allowance of 83 million, which more
than offsetthe change in estimate. Management does not
consider net valuation allowances to be representative
of our fundamental core earnings

Discontinued Uperations At
T

interests, Net of Tax

We completed our business strategy of divesting of
nonregulated businesses to reduce our business risk and
focus on core operations of the Utilities. See Note 3 for
additionalinformation related to discontinued operations
We recognized $4 million and $79 million of loss from
discontinued operations attributable to controlling
interests, net of tax, for 2010 and 2009, respectively



and $57 million of income from discontinued operations
attributable to controlling interests, net of tax for 2008.
Management does not consider operating results of
discontinued operations to be representative of our
fundamental core earnings

In 2009, we recognized 379 million of expense from
discontinued operations attributable to controlling
interests, net of tax, which was primarily due to a jury
delivering a verdictin a lawsuit against Progress Energy
and a number of our subsidiaries and affiliates previously
engaged in coal-based solid synthetic fuels operations
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of requlatory assets has heen recorded. We continually
review these regulatory assets to assess their ulumate
recoverability within the approved regulatory guidelines
Impairment risk associated with these assets relates
to potentially adverse legislative, judicial or regulatory
actions in the future Additionally, the state regulatory
agencies’ ratemaking processes often provide flexibility
in the manner and timing of the depreciation of property,
nuclear decommissioning costs and amortization of the
regulatory assets.

Our conclusion that the Utilities meet the criteria to apply

{See Note 22D} As a result, we recorded an after-
tax charge of $74 million to discontinued operations,
which was net of a previously recorded indemnification
liability.

In 2008, we recognized $57 million of income from
discontinued operations attributable to controlling
interests, net of tax, which was comprised primarily of
$49 million after-tax gains on sales of our coal terminals
and docks in West Virginia and Kentucky and our
remaining coal mining businesses.

APPLICATION OF CRITICAL ACCOUNTING
POLICIES AND ESTIMATES

We prepared our Consolidated Financial Statements in
accordance with GAAP. In doing so, we made certain
gstimates that were critical in nature to the results of
operations. The following discusses those significant
accounting policies and estimates that may have
a material impact on our financial results and are
subject to the greatest amount of subjectivity. We have
discussed the developmentand selection of these critical
accounting policies and estimates with the Audit and
Corporate Performance Committee {Audit Committee) of
our board of directors

impact of Utility Regulation

Our regulated utilities segments are subject to regulation
that sets the prices {rates) we are permitted to charge
customers based on the costs that regulatory agencies
determine we are permitted to recover At times,
regulators permit the future recovery through rates of
costs that would be currently charged to expense by
a nonregulated company The application of GAAP for
regulated operations to this ratemaking process results
in deferral of expense recognition and the recording
of regulatory assets based on anticipated future cash
inflows. As a result of the different ratemaking processes
in each state in which we operate, & significant amount

GAAPforregulated operationsis a material assumptionin
the presentation and evaluation of our financial position
and results of operations. The Utilites’ ability to continue
to meet the criteria for application of GAAP for regulated
operations could be affected in the future by actions of
our regulators, competitive forces and restructuring
in the electric utility industry. State regulators may not
allow the Utilities to increase future retail rates required
to recover their operating costs or provide an adequate
return on investment, or in the manner requested. State
regulators may also seek to reduce or freeze retail rates.
Such events occurring over a sustained period could
resultin the Utilities no longer meeting the criteria for the
continued application of GAAP for regulated operations.
In the event that GAAP for regulated operations no
longer applies to one or both of the Utlities, we are
subject to the risk that regulatory assets and liabilities
would be eliminated and utility plant assets may be
impaired, unless an appropriate recovery mechanism
was provided. Additionally, our financial condition,
cash flows and results of operations may be adversely
impacted. See Note 7 for additional information related to
the impact of utility regulation on our operations.

We evaluate the carrying value of long-lived assets
and intangible assets with definite lives for impairment
whenever impairment indicators exist. If an impairment
indicator exists, the asset group held and used is tested
for recoverability by comparing the carrying value to the
sum of undiscounted expected future cash flows directly
attributable to the asset group. !f the asset group is not
recoverable through undiscounted cash flows or if the
asset group is to be disposed of, an impairment 10ss 1s
recognized for the difference between the carrying
value and the fair value of the asset group Our exposure
to potential impairment losses for utility plant, net is
mitigated by the fact that our regulated ratemaking
process generally allows for recovery of our investment
in utility plant plus an allowed return on the investment,
as long as the costs are prudently incurred The carrying



values of our total utility plant, net at December 31,
2010 and 2009, was $21.240 billion and $13.733 billion,
respectively

As discussed in Note 13, our financial assets and
liabilities are primarily comprised of derivative financial
instruments and marketable debt and equity securities
held in our nuclear decommissioning trusts. Substantially
all unrealized gains and losses on derivatives and all
unrealized gains and losses on nuclear decommissioning
trustinvestments are deferred as regulatory liabilities or
assets consistent with ratemaking treatment, Therefore,
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gvery fiveyears These coststudies are subjectto change
based on a variety of factors including, but not limited
to, cost escalation, changes in technology applicable to
nuclear decommissioning and changes in federal, state
or local regulations Changes in PEC's and PEF's nuclear
decommissioning site-specific cost estimates or the use
of alternative cost escalation or discount rates could
be material to the nuclear decommissioning liabilities
recognized

PEC obtained updated cost studies for its nuclear plants
in 2009, using 2009 cost factors, which PEC filed with the

the impact of fair value measurements from recurring
financial assets and liabilities on our earnings is not
significant.

Asset Betirement Dbligations

Asset Retirement Obligations (AROs) represent legal
obligations associated with the retirement of certain
tangible long-lived assets. The present values of
retirement costs for which we have a legal ohligation
are recorded as liabilities with an equivalent amount
added to the asset cost and depreciated over the useful
life of the associated asset. The liability is then accreted
over time by applying an interest method of allocation to
the liahility

AROs have no impact on our income as the effects are
offset by the establishment of regulatory assets and
requlatory liabilities in order to reflect the ratemaking
treatment of the related costs.

Our total AROs at December 31,2010, were $1.200 billion
We calculated the present value of our ARGs based on
estimates which are dependent on subjective factors
such as management’s estimated retirement costs,
the timing of future cash flows and the selection of
appropriate discount and cost escalation rates These
underlying assumptions and estimates are made as of a
pointin time and are subject to change. These changes
could materially affect the AROs, although changes in
such estimates should not affect earnings, because
these costs are expected to be recovered through rates

Nuclear decommissioning AROs represent 95 percent
of Progress Energy’s total AROs at December 31, 2010
To determine nuclear decommissioning ARUs, we utilize
neriodic site-specific cost studies in order to estimate
the nature, cost and timing of planned decommissioning
activities for our nuclear plants. Our regulators require
updated cost estimates for nuclear decommissioning

NCUCin2010. Ifthe site-specific costestimatesincreased
by 10 percent, PEC's AROs would have increased by
$77 million. If the inflation adjustment increased 25 basis
points, PEC’s AROs would have increased by $169 million.
Similarly, an increase in the discount rate of 25 basis
points would have decreased PEC's AROs by $56 million

PEF obtained an updated cost study for its nuclear plant
in 2008, using 2008 cost factors, which PEF filed with
the FPSC in 2009 as part of PEFs base rate filing. As
discussed in Note 4C, the FPSC deferred review of PEF's
nuclear decommissioning study from the rate case to
be addressed in 2010 in order for FPSC staff to assess
PEF's study in combination with other utilities anticipated
to submit nuclear decommissioning studies in 2010. PEF
was not required to prepare a new site-specific nuclear
decommissioning study in 2010, however, PEF was
required to update the 2008 study with the most currently
available escalation rates in 2010, which was filed with
the FPSC in December 2010. If the site-specific cost
estimates increased by 10 percent, PEF's AROs would
have increased by $32 million. If the inflation adjustment
increased 25 basis points, PEF's AROs would have
increased by 825 million. Similarly, an increase in the
discount rate of 25 basis points would have decreased
PEF's AROs by $21 million.

Goodwill

As discussed in Note 8, goodwill is required to be tested
for impairment at least annually and more frequently
when indicators of impairment exist. All of our goodwill
is allocated to our utility reporting units and our goodwill
impairmenttests are performed atthe utility reporting unit
level The carrying amounts of goodwill at December 31,
2010 and 2009, for the PEC and PEF reporting units were
$1 922 hillion and $1.733 billion, respectively

As discussed in Note 10,in October 2010 we prospectively
changed our annual goodwill testng date from



April 1 to October 31 to better align our impairment testing
procedures with the completion of our annual financial and
strategic planning pracess. As a result, during 2010, we
tested our goodwill for impairment as of October 31, 2010
and Aprit 1, 2010, and concluded there was no impairment
of the carrying value of the goodwill If the estimated fair
values of PEC and PEF on those dates had been lower by
10 percent, there still would be no impact on the reported
value of their goodwill In addition, based on the results of
impairment tests performed in April 2009 and April 2008,
we concluded there was no impairment of the carrying
value of the goodwill in the prior periods presented in
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transactions to estimate the fair value of the utility
reporting units Peer utilities are evaluated based on
percentage of revenues generated by regulated utility
operations, percentage of revenues generated by
glectric operations, generation mix, including coal,
gas, nuclear and other resources; market capitalization
as of the valuation date, and geographic location
Comparable market transactions are evaluated hased
on the availahility of financial transaction data and the
nature and geographic location of the businesses or
assets acquired, including whether the target company
had a significant electric component. The selection of

the consolidated financial statements. This change in
accounting principle did not accelerate, delay, avoid, or
cause a goodwill impairment charge.

We calculate the fair value of our utifity reporting units by
considering various factors, including valuation studies
based primarily on income and market approaches.
More emphasis is applied to the income approach as
substantially all of the Utilities’ cash flows are from rate-
regulated operations. In such environments, revenue
requirements are adjusted periodically by regulators
based on factors including levels of costs, sales volumes
and costs of capital. Accordingly, the Utilities operate
to some degree with a buffer from the direct effects,
positive or negative, of significant swings in market or
gconomic conditions.

The income approach uses discounted cash flow
analyses to determine the fair value of the utility reporting
units. The estimated future cash flows from operations
are based on the Utilities” business plans, which reflect
management's assumptions related to customer usage
based on internal data and economic data obtained
from third-party sources. The husiness plans assume
the occurrence of certain events in the future, such as
the outcome of future rate filings, future approved rates
of returns on equity, the timing of anticipated significant
future capital investments, the anticipated earnings and
returns related to such capital investments, continued
recovery of cost of service and the renewal of certain
contracts. Management also determines the appropriate
discount rate for the utility reporting units based on the
weighted average cost of capital for each utility, which
takes into account both the cost of equity and pre-tax
cost of debt. As each utility reporting unit has a different
risk profile based on the nature of its operations, the
discount rate for each reporting unit may differ

The market approach uses implied market multiples
derived from comparable peer utilities and market

comparable peer utilities and market transactions, as
well as the appropriate multiples from within a reasonable
range, is a8 matter of professional judgment

The calculations in both the income and market
approaches are highly dependent on subjective factors
such as managements estimate of future cash flows,
the selection of appropriate discount and growth rates
from a marketplace participant’s perspective, and the
selection of peer utilities and marketplace transactions
for comparative valuation purposes. These underlying
assumptions and estimates are made as of a point in
time. If these assumptions change or should the actual
outcome of some or all of these assumptions differ
significantly from the current assumptions, the fair
value of the utility reporting units could be significantly
different in future periods, which could resultin a future
impairment charge to goodwill.

As an overall test of the reasonableness of the estimated
fair values of the utiity reporting units, we compared
their combined fair value estimate to Progress Energy’s
market capitalization as of October 31, 2010 and Aprit 1,
2010. The analyses confirmed that the fair values were
reasonably representative of market views when
applying a reasonable control premium to the market
capitalization.

We monitor for events or circumstances, including
financial market conditions and economic factors, that
may indicate an interim goodwill impairment test is
necessary. We would perform an interim impairment
test should any events occur or circumstances change
that would more likely than not reduce the fair value
of a utility reporting unit below its carrying value. As
a result of the Merger Agreement discussed within
MD&A - “Introduction — Merger” and in Note 25, we
considered whether an interim goodwill impairment test
was necessary. Based upon reasonable allocations of
the Merger consideration to PEC and PEF, we concluded



their fair values exceeded their carrying values, and no
interim impairment test was necessary.

As discussed in Note 1, we recognize electric utility
revenues as service is rendered to customers. Operating
revenuesinclude unbilied electric utilities hase revenues,
primarily related to retail base revenues, earned when
service has been delivered but not billed by the end of
the accounting pericd The determination of electricity
sales to individual customers is based on meter readings,
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and liabilities could be material In accordance with
GAAP, the uncertainty and judgment involved in the
determination and filing of income taxes are accounted
for by prescribing a minimum recognition threshold thata
tax positionisrequiredto meetbefore being recognized in
the financial statements. A two-step process is required:
recognition of the tax benefit based on a "more-likely-
than-not” threshold, and measurement of the largest
amount of tax benefit that is greater than 50 percent
likely of being realized upon ultimate settlement with the
taxing authority.

which occur on a systematic basis throughout the
month Atthe end of each month, electricity delivered to
customers since the last meter reading is estimated and
a corresponding accrual for the electric utility revenues
associated with unbilled sales is recognized. Unbilled
retail revenues are estimated by applying a weighted
average revenue/kWh for all customer classes to the
number of estimated kWh delivered but not billed. The
calculation of unbilled revenue is affected by factors that
include fluctuations in energy demand for the unbilled
period, seasonality, weather, customer usage patterns,
price in effect for each customer class and estimated
transmission and distributionfine losses. AtDecember31,
2010 and 2008, amounts recorded as receivables on the
Consolidated Balance Sheetsrelated tounbilled revenues
were $223 million and $193 million, respectively

income Taxes

Judgment and the use of estimates are required in
developing the provision for income taxes and reporting
of tax-related assets and liabilities. As discussed in Note
14, deferred income tax assets and liabilities represent
the future effects on income taxes for temporary
differences between the bases of assets and liabilities
for financial reporting and tax purposes. Deferred tax
assets and liabilities are measured using enacted fax
rates expected to apply to taxable income in the years
in which those temporary differences are expected to be
recovered or settled. The probability of realizing deferred
tax assets is based on forecasts of future taxable income
and the availability of tax-planning strategies that can be
implemented, if necessary, to realize deferred tax assets
We establish a valuation allowance when itis more likely
than notthat all, or a portion of, a deferred tax asset will
not be realized

The interpretation of tax laws involves uncertainty
Ultimate resolution of income tax matters may result
in favorable or unfavorable impacts to net income and
cash flows, and adjustments to tax-related assets

Pension Cosis

As discussed in Note 16A, we maintain qualified
noncontributory defined benefit retirement (pension)
plans. We also have supplementary defined benefit
pension plans that provide benefits to higher-level
employees. Our reported costs are dependent on
numerous factors resulting from actual plan experience
and assumptions of future experience. For example, such
costs are impacted by employee demographics, changes
made to plan provisions, actual plan asset returns and
key actuarial assumptions, such as expected long-term
rates of return on plan assets and discount rates used in
determining benefit obligations and annual costs.

Due to a decrease in the market interest rates for
high-quality (AAA/AA) debt securities, which are
used as the benchmark for setting the discount
rate to calculate the present value of future benefit
payments, we decreased the discount rate to 5.65% at
December 31, 2010, from 6.00% at December 31, 2009,
which will increase 2011 pension costs, all other factors
remaining constant Qur discount rates are selected
based on a plan-by-plan study, which matches our
projected benefit payments to a high-quality corporate
yvield curve. Consistent with general market conditions,
our plan assets performed well in 2010 with returns of
approximately 13%. That positive asset performance
will result in decreased pension costs in 2011, all other
factors remaining constant. In addition, contributions to
pension plan assets in late 2010 and in 2011 will result in
decreased pension costs in 2011 due to increased asset
balances and resulting expected earnings on those
assets, all other factors remaining constant. Evaluations
of the effects of these and other factors on our 2011
pension costs have not been completed, but we estimate
that the total cost recognized for pensions in 2011 will
he §70 million to $80 million, compared with $88 million
recognized in 2010



We have pension plan assets with a fair value of
approximately $1.9 hillion at December 31, 2010 Our
expected rate of return on pension plan assets is
875% The expected rate of return usad in pension cost
recognition is a long-term rate of return, therefore, we
do not adjust that rate of return frequently. In 2009, we
lowered the expected rate of return from the previously
used 9.00%, due primarily to the uncertainties resulting
from the severe capital market deterioration in 2008
A 25 basis point change in the expected rate of return
for 2010 would have changed 2010 pension costs by
approximately $4 million. For 2011, we have assumed an

Case No. 2011-124

Staff-DR-01-011 b part 2 attachment
(Progress Energy)

Page 23 of 124

o ol

Progress Enevgy Annual Report 2010

The majority of our operating costs are related to
the Utilites Most of these costs are recovered from
ratepayers in accordance with various rate plans. We
are allowed to recover certain fuel, purchased power
and other costs incurred by PEC and PEF through
their respective recovery clauses The types of costs
recovered through clauses vary by jurisdiction. Fuel
price volatility and plant performance can lead to over- or
under-recovery of fuel costs, as changes in fuel expense
are not immediately reflected in fuel surcharges due
to regulatory lag in setting the surcharges. As a result,
fuel price volatility and plant performance can be both

expected rate of return of 8 50%, which was reflected
in the estimates of total pension costs discussed within
this section

Anotherfactor affecting our pension costs, and senstivity
of the costs to plan asset performance, is the method
selected to determine the market-related value of assets,
i.e, the asset value to which the 8.75% expected fong-
term rate of return is applied. Entities may use either fair
value or an averaging method thatrecognizes changes in
fair value over a period not to exceed five years, with the
method selected applied on a consistent basis from year
to year. We have historically used a five-year averaging
method. When we acquired Florida Progress in 2000, we
retained the Florida Progress historical use of fair value
to determine market-related value for Florida Progress
pension assets. Changes in plan asset performance
are reflected in pension costs sooner under the fair
value method than the five-year averaging method, and,
therefore, pension costs tend to be more volatile using
the fair value method. Approximately 50 percent of our
pension plan assets are subject to each of the two
methads.

LIGUIDITY AND CAPITAL BESQURCES

Our significant cash requirements arise primarily from
the capital-intensive nature of the Utilities” operations,
including expenditures for environmental compliance
We typically rely upon our operating cash flow,
substantially all of which is generated by the Utilities,
commercial paper and credit facilities, and our ability to
access the long-term debt and equity capital markets for
sources of liquidity. As discussed in "Future Liquidity and
Capital Resources” below, synthetic fuels tax credits will
provide an additional source of liquidity as those credits
are realized

a source of and a use of liquidity resources, depending
on what phase of the cycle of price volatility we are
experiencing and/or how our plants are performing.
Changes in the Utilities’ fuel and purchased power costs
may affect the timing of cash flows, but not materially
affect netincome.

As a registered holding company, our establishment of
intercompany extensions of creditis subjectto regulation
by the FERC. Our subsidiaries participate in internal
money pools, administered by PESC, to more effectively
utilize cash resources and reduce external short-term
borrowings. The utility money pool allows the Utilities to
lend to and borrow from each other. A non-utility money
poo! allows our nonregulated operations to lend to and
borrow from each other. The Parent can lend money to
the utility and non-utility money pools but cannot borrow
funds.

The Parentis a8 holding company with $4.7 billion of senior
unsecured debt following its issuance of $500 milfion
of senior unsecured debt on January 21, 2011. As 3
holding company, the Parent has no revenue-generating
operations of its own The primary cash needs at the
Parent level are our common stock dividend, interest and
principal payments onthe Parent’s seniorunsecured debt
and potentially funding the Utllities’ capital expenditures
through equity contributions. The Parent's ability to meet
these needs is typically funded with dividends from the
Utilities generated from their earnings and cash flows,
and to a lesser extent, dividends from other subsidiaries;
repayment of funds due to the Parent by its subsidiaries;
the Parent's credit facility; and/or the Parent’s ability
to access the short-term and long-term debt and
equity capital markets. In recent years, rather than
paying dividends to the Parent, the Utilities, in certain
cases, have retained their free cash flow to fund their
capital expenditures During 2010, PEC paid dividends
of $100 million and PEF paid dividends of $50 million
to the Parent. PEC and PEF expect to pay dividends to
the Parent in 2011 There are a number of factors that
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impact the Utilities” decision or ability to pay dividends
to the Parent or to seek equity contributions from the
Parent, including capital expenditure decisions and the
timing of recovery of fuel and other pass-through cests
Therefore, we cannot predict the level of dividends or
equity contributions between the Utilities and the Parent
from year to year The Parent could change its existing
common stock dividend policy based upon these and
other business factors

Cash from operations, commercial paper issuance,
borrowings _under our credit facilities and/or long-
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PEC and PEF In the event of defauit by a counterparty,
the exposure in the transaction is the cost of replacing
the agreements at current market rates At December 31,
2010, the sums of the Parent’s, PEC’s and PEF's open pay-
fixed forward starting swaps were each in a net mark-
to-market liability position See Note 17B for additional
information with regard to our interest rate derivatives

On July 21, 2010, the Wall Street Reform and Consumer
Protection Act (H.R. 4173} was signed into law. Among
other things, the law includes provisions related to the
swaps and over-the-counter derivatives markets. Under

term debt financings are expected to fund capital
expenditures, long-term debt maturities and common
stock dividends for 2011. We do not expect to realize a
material amount of proceeds from the sale of equity in
2011 {See “Financing Activities”).

We have 24 financial institutions that support our
combined $2.0 billion revolving credit facilities for the
Parent, PEC and PEF, thereby limiting our dependence on
any one institution. The credit facilities serve as hack-
ups to our commercial paper programs. To the extent
amounts are reserved for commercial paper or letters of
credit outstanding, they are not available for additional
borrowings. At December 31, 2010, the Parent had no
outstanding borrowings under its credit facility, no
outstanding commercial paper and had issued $31 million
of letters of credit, which were supported by the revolving
credit facility. At December 31, 2010, PEC and PEF had
no outstanding borrowings under their respective
credit facilittes and no outstanding commercial paper
Based on these ocutstanding amounts at December 31,
2010, there was a combined $1 969 billion available for
additional borrowings.

At December 31, 2010, PEC and PEF had limited
counterparty mark-to-market exposure for financial
commodity hedges (primarily gas and oil hedges) due
to spreading our concentration risk over a number of
counterparties. In the event of default by a counterparty,
the exposure in the transaction is the cost of replacing
the agreements at current marketrates. At December 31,
2010, the majority of the Utilities" open financial commodity
hedges were in net mark-to-market liability positions
See Note 17A for additional information with regard to
our cemmodity derivatives.

At December 31, 2010, we had hmited mark-to-market
exposure to certain financial institutions under pay-fixed
forward starting swaps to hedge cash flow risk with
regard to future financing transactions for the Parent,

the law, we expect to be exempt from mandatory clearing
and exchange trading requirements for our commodity
and interest rate hedges because we are an end user
of these products. Capital and margin requirements for
these hedges are expected to be determined as more
detailed rules and regulations are published during
2011. At this time, we do not expect the law to have a
material impact on our financial condition. However, we
cannot determine the impact until the final regulations
are issued.

Gur pension and nuclear decommissioning trust funds
are managed by a number of financial institutions,
and the assets being managed are diversified in order
to limit concentration risk in any one institution or
business sector.

We believe our internal and external liquidity resources
will be sufficient to fund our current business plans
We will continue to monitor the credit markets to
maintain an appropriate level of liquidity. Our ability to
access the capital markets on favorable terms may be
negatively impacted by credit rating actions. Risk factors
associated with the capital markets and credit ratings
are discussed below

Net cash provided by operations is the primary source
used to meet operating requirements and a portion of
capital expenditures. The Utilities produced substantially
all of our consolidated cash from operations for the
years ended December 31, 2010, 2009 and 2008 Netcash
provided by operating activities for the three years ended
December 31, 2010, 2009 and 2008, was $2 537 billion,
$2.271 billion and $1.218 tillion, respectively.



Net cash provided by operating activities increased
$266 million for 2010, when compared to 2003 The
increase was primarily due to the $203 million favorable
impact of weather, partially offset by $78 million higher
nuclear plant outage and maintenance costs included in
0&M, both as previously discussed; $197 million lower
cash used for inventory, primarily due to higher coal
consumption in 2010 as a result of favorable weather
that was fulfilled through the 2010 usage of inventory
from year-end 2009; $154 million payment in 2008 due
to a verdict in a lawsuit against Progress Energy and
a_number of our subsidiaries and affiliates previgusly

Case No. 2011-124

Staff-DR-01-011 b part 2 attachment
(Progress Energy)

Page 25 0f 124

P

Brogress Enzvgy Annual Report 2010

County and Harris generating facilities; and a $62 million
increase in cash provided by other investing activities
primarily due to the receipt of Nuclear Electric Insurance
Limited (NEIL) insurance proceeds for repairs due to the
CR3 extended outage {See "Future Liquidity and Capital
Resources — Regulatory Matters and Recovery of Costs
~CR3 Outage”).

Excluding proceeds fromsales of discontinued operations
and other assets, net of cash divested of §1 million in
2009 and $72 million in 2008, which are presented in other
investing activities on the Consolidated Statements of

engaged in coal-based solid synthetic fuels operations
{See Note 220}, $56 million net cash receipts for income
taxes in 2010 compared to $87 million net cash payments
for income taxes in 2009; and $121 million lower cash
used for pension and other henefits, primarily due to a
reduction of contributions made in 2010. These amounts
were partially offset by a $2 million under-recovery of fuel
in 2010 compared to a $290 million over-recovery of fuel
in 2009 due to higher fuel costs and lower fuel rates in
2010 and $23 million of net payments of cash collateral to
counterparties on derivative contracts in 2010 compared
to $200 million net refunds of cash collateral in 2009.

Net cash provided by operating activities for 2009
increased when compared with 2008. The $1.053 billion
increase in operating cash flow was primarily due to a
$290 million over-recovery of fuel in 2009 compared o
a $333 under-recovery of fuel in 2008 due to higher fuel
rates in 2009 and $340 million of cash collateral paid to
counterparties on derivative contracts in 2008 compared
to $200 million net refunds of cash collateral in 2009.
These impacts were partially offset by $221 million of
pension and other benefits contributions made in 2009.

The Utilities file annual requests with their respective
state commissions seeking rate increases or decreases
for fuel cost under- or over-recovery.

INVESTING ACTIVITIES

Netcashused by investing activities forthe three years ended
December 31, 2010, 2009 and 2008, was $2.400 billion,
$2.532 hillion and $2.541 billion, respectively.

Net cash used by investing activities decreased by
$132 million for 2010, when compared to 2009 This
decrease was primarily due to a $74 million decrease
in gross property additions, primarily due to lower
spending for environmental compliance and nuclear
projects at PEF, partially offset by PEC’S increased
capital expenditures at the Wayne County, New Hanover

Cash Flows, cash used in investing activities decreased
by $80 million. The decrease in 2009 was primarily due to
a $24 million decrease in gross property additions at the
Utilities, primarily due to lower spending for environmental
compliance projects and the completion of PEF's Bartow
Plant repowering project in 2009; a $22 million decrease
in nuclear fuel additions; and a $20 million decrease in
net purchases of available-for-sale securities and other
investments. Available-for-sale securities and other
investments include marketable debt securities and
investments held in nuclear decommissioning trusts.

During 2008, proceeds from sales of discontinued
operations and other assets primarily included proceeds
of $63 million from the sale of our coal terminals and
docks and our remaining coal mining businesses (See
Notes 3A and 3B).

FINANCING ACTIVITIES

Net cash {used) provided by financing activities for the
three years ended December 31,2010, 2009 and 2008, was
$(251) miltion, $806 million and $1.248 billion, respectively.
See Note 11 for details of debt and credit facilities

Net cash used by financing activities increased by
$1.057 billion for 2010 when compared to 2009 The
increase was primarily due to the $1 687 billion reductionin
proceeds from long-term debtissuances, net primarily due
to the Parent's combined $1.700 billion issuances and PEC’s
$600 millionissuance in 2009 compared to PEF's $600 million
issuance of long-term debt in 2010, partially offset by the
Parent's payments of 8629 million on short-term debt with
original maturities greater than 90 days in 2009

Net cash provided by financing activities decreased
by $442 million for 2009 when compared to 2008. The
decrease is primarily due to a $1 082 billion increase in
net payments on short-term debt with original maturities
greater than 90 days, primarily driven by the Parents
repayment of prior-year borrowings under its revolving



credit agreements (RCAs} and an $877 million net
decrease in short-term indebtedness, primarily driven
by commercial paper repayments; partially offset by a
$491 million increase in proceeds from the issuance of
common stock, primarily related to the Parent's January
2009 common stock offering, a $481 million increase
in net proceeds from fong-term deht issuances due
to the Parent's combined $1.700 billion issuances and
PEC’s $600 million issuance in 2009 compared to PEF's
$1.500 billion issuance and PEC's $325 millionissuance in
2008; and a $477 million decrease in payments at maturity
of long-term debt

Case No, 2011-124

Staff-DR-01-011 b part 2 attachment
(Progress Energy)

Page 26 of 124

° Progress Energy issued approximately 122 million
shares of common stock resulting in approximately
$434 million in proceeds from the Progress Energy
Investor Plus Plan {IPP} and its employee benefit and
equity incentive plans. Included in these amounts
were approximately 112 million shares for proceeds
of approximately $431 million issued for the IPP For
2010, the dividends paid on common stock were
approximately $718 million.

2608

Our financing activities are described below.

2011

o On January 21, 2011, the Parent issued $500 million of
4.40% Senior Notes due 2021. We expect to use the net
proceeds, along with available cash on hand, to retire
at maturity the $700 million outstanding aggregate
principal balance of our 7.10% Senior Notes due
March 1,2011.

2010

* On January 15, 2010, the Parent paid at maturity
$100 million of its Series A Floating Rate Notes with a
portion of the proceeds from the $350 million of Senior
Notes issued in November 2009

o 0On March 25, 2010, PEF issued $250 million of 4.55%
First Mortgage Bonds due 2020 and $350 million of
5.65% First Mortgage Bonds due 2040. Proceeds were
used to repay the outstanding balance of PEF's notes
payable to affiliated companies, to repay the maturity
of PEF's $300 miflion 450% First Mortgage Bonds due
June 1, 2010, and for general corporate purposes

* On October 15, 2010, PEC and PEF each entered into
new $750 million, three-year RCAs with a syndication
of 22 financial institutions. The RCAs are used to
provide liguidity support for PEC's and PEF's issuances
of commercial paper and other short-term obligations,
and for general corporate purposes. The RCAs will
expire on October 15, 2013. The new $750 million RCAs
replaced PEC's and PEF's $450 million RCAs, which
were set to expire June 28, 2011 and March 28, 2011,
respectively Both S450 million RCAs were terminated
effective October 15, 2010 {See "Credit Facilities and
Registration Statements”)

* 0On October 15, 2010, the Parent ratably reduced the
size of its $1.130 billion credit facility to $500 million
with the existing group of 15 financial institutions (See
“Credit Facilities and Registration Statements”)

—Omdanuary=t2-2009-the-Parent-issued-H4-miton
shares of common stock at a public offering price of
$37.50 per share. Net proceeds from this offering were
approximately $523 million. On February 3, 2009, the
Parentused $100 million of the proceeds to reduce its
$600 million RCA balance outstanding at December 31,
2008, and theremainder was used for general corporate
purposes.

* On January 15, 2009, PEC issued $600 million of First
Mortgage Bonds, 530% Series due 2019. A portion of
the proceeds was used to repay the maturity of PEC’s
$400 million 5.95% Senior Notes, due March 1, 2009.
The remaining proceeds were used to repay PEC's
outstanding short-term debt and for general corporate
purposes.

* On March 19, 2009, the Parent issued an aggregate
$750 million of Senior Notes consisting of $300 million of
6.05% Senior Notes due 2014 and $450 million of 7.05%
Senior Notes due 2019. A portion of the proceeds was
used to fund PEF's capital expenditures through an
equity contribution with the remaining proceeds used
for general corporate purposes.

* On June 18, 2009, PEC entered into a Seventy-seventh
Supplemental Indenture to its Mortgage and Deed
of Trust, dated May 1, 1940, as supplemented, in
connection with certain amendments to the mortgage.
The amendments are set forth in the Seventy-seventh
Supplemental Indenture and include an amendment to
extend the maturity date of the mortgage by 100 years
The maturity date of the mortgage is now May 1, 2140

o On November 19, 2009, the Parentissued an aggregate
$950 million of Senior Notes consisting of $350 million
of 4875% Senior Notes due 2019 and $600 million of
6.00% Senior Notes due 2039 The proceeds were used
to retire at maturity the $100 miflion outstanding Series
A Floating Rate Notes due January 15, 2010, to repay
outstanding commercial paper balances, to pre-fund a
portion of the §700 million aggregate principal amount
due upon maturity of our 710% Senior Notes due
March 1, 2011, and for general corporate purposes



» During 2009, we repaid the November 2008 $500 million
borrowing under our RCA.

» Progress Energy issued approximately 3.1 million
shares of common stock resulting in approximately
$100 million in proceeds from its IPP and its employee
benefit and equity incentive plans. Included in these
amounts were approximately 25 million shares for
proceeds of approximately $100 million issued for the
Progress Energy 401(k} Savings & Stock Ownership
Plan {401(k}) and the IPP For 2009, the dividends paid
on common stock were approximately $693 million

Case No. 2011-124

Staff-DR-01-011 b part 2 attachment
(Progress Energy)

Page 27 of 124

=

Progress Energy Annual Report 2010

interest The redemption was funded with a portion of
the proceeds from the June 18, 2008 debtissuance.

+ On November 3, 2008, the Parent borrowed $600 million
under its RCA to reduce rollover risk in the commercial
paper markets. The borrowing was repaid during 2008.

* On November 18, 2008, the Parent, as a well-known
seasoned issuer, PEC and PEF filed a combined shelf
registration statement with the SEC, which became
effective upon filing with the SEC. The registration
statement is effective for three years and does not
limit the amount or number of various securities that

2008

* On February 1, 2008, PEF paid at maturity $80 million of
its 6.875% First Mortgage Bonds with available cash
on hand and commercial paper horrowings

¢ (On March 12, 2008, PEC and PEF amended their RCAs
with a syndication of financial institutions to extend
the termination date by one year. The extensions were
effective for both utilities on March 28, 2008. PEC's
RCA was extended to June 28, 2011, and PEF's RCA
was extended to March 28, 2011. These credit facilities
were terminated on October 15, 2010 (See “Credit
Facilities and Registration Statements”)

= 0On March 13, 2008, PEC issued $325 million of First
Mortgage Bonds, 6 30% Series due 2038. The proceeds
were used to repay the maturity of PEC’s $300 million
6 65% Medium-Term Notes, Series D, due April 1,
2008, and the remainder was placed in temporary
investments for general corporate use as needed

s On April 14, 2008, the Parent amended its RCA with
a syndication of financial institutions to extend the
termination date by one year. The extension was
effective on May 2, 2008. The RCA is now scheduled
to expire on May 3, 2012 {See "Credit Facilities and
Registration Statements”).

o On May 27, 2008, Progress Capital Holdings, Inc, one
of our wholly owned subsidiaries, paid at maturity its
remaining outstanding debt of $45 million of 6.46%
Medium-Term Notes with available cash on hand

* On June 18, 2008, PEF issued $500 million of First
Mortgage Bonds, 565% Series due 2018 and
$1.000 billion of First Mortgage Bonds, 6.40% Series
due 2038. A portion of the proceeds was used to repay
PEF's utility maney pool borrowings, and the remaining
proceeds were placed in temporary investments for
general corporate use as needed On August 14, 2008,
PEF redeemed the entire outstanding $450 million
principal amount of its Series A Floating Rate Notes due
November 14, 2008, at 100 percent of par plus accrued

camrbeisstedtSee-“Credit-Faciites-and-Registration
Statements”)

* Progress Energy issued approximately 3.7 million
shares of common stock resulting in approximately
$132 million in proceeds from its IPP and its employee
benefit and equity incentive plans. Included in these
amounts were approximately 3.1 million shares for
proceeds of approximately $131 million issued for
the 401(k} and the IPP. For 2008, the dividends paid on
common stock were approximately $642 million.

SHORT-TERM DEBT

At December 31, 2010, and at the end of each month
during 2010, Progress Energy had no outstanding short-
term debt.

Future Liguidity and Capital Rescurces

Please review “Safe Harbor for Forward-Looking
Statements” for a discussion of the factors that
may impact any such forward-looking statements
made herein.

The Utilities produce substantially all of our consolidated
cash from operations. We anticipate that the Utiliies will
continue to produce substantially all of the consolidated
cash flows from operations over the next several years.
Our discontinued synthetic fuels operations historically
produced significant net earnings from the generation of tax
credits {See “Other Matters — Synthetic Fuels Tax Credits”).
A partion of these tax credits has yet to be realized in cash
due to the difference in timing of when tax credits are
recognized for financial reporting purposes and realized for
tax purposes. AtDecember 31,2610, we have carried forward
$836 million of deferred tax credits Realization of these tax
credits is dependent upon our future taxable income, which
is expected to be generated primarily by the Utilities

We expect to be able to meet our future liquidity needs
through cash from operations, availability under our
credit facilities and issuances of commercial paper and



long-term debt, which are dependent on our ability to
successfully access capital markets

Credit rating downgrades could negatively impact our
ability to access the capital markets and respond to major
events such as hurricanes. Our cost of capital could also
be higher, which could ultimately increase prices for our
customers It is important for us to maintain our credit
ratings and have access to the capital marketsin order to
reliably serve customers, invest in capital improvements
and prepare for our customer’s future energy needs
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The performance of the capital markets affects the values
of the assets held in trust to satisfy future obligations under
our defined benefit pension plans. Although a number of
factorsimpactour pensionfunding requirements, a decline
in the market value of these assets may significantly
increase the future funding requirements of the obligations
under our defined benefit pension plans. We expect to
make contributions of $300 million to $400 million directly
to pension plan assets in 2011 {See Note 16)

As discussed in “Liquidity and Capital Resources,”
“Capital Expenditures,” and in “Other Matters -

We typically issue commercial paper to meet short-term
liquidity needs. If liquidity conditions deteriorate and
negatively impact the commercial paper market, we
will need to evaluate other, potentially more expensive,
options for meeting our short-term liquidity needs, which
may include borrowing under our RCAs, issuing short-
term notes and/or issuing long-term debt.

On October 15, 2010, PEC and PEF entered into new
three-year RCAs. The Parent’s RCA will expire in May
2012, with the exception of approximately $22 million
that will expire in May 2011 (See “Credit Facilities and
Registration Statements”). In the event we enter into a
new credit facility for the Parent, we cannot predict the
terms, prices, duration or participants in such facihity

Progress Energy and its subsidiaries have approximately
$12.642 billion in outstanding long-term debt, including
the $505 million current portion at December 31, 2010.
Currently, approximately $860 million of the Utilities’
debt obligations, approximately $620 million at PEC
and approximately $240 million at PEF, are tax-exempt
auction rate securities insured by bond insurance. These
tax-exempt bonds have experienced and continue to
experience failed auctions. Assuming the failed auctions
persist, future interest rate resets on our tax-exempt
auction rate bond portfolic will be dependent on the
volatility experienced in the indices that dictate our
interestrate resets and/or rating agency actions that may
lower our tax-exempt bond ratings. In the event of a two
notch downgrade of PEC’s and/or PEF's senior secured
debt rating by Standard & Poor’s Rating Services (S&P),
the ratings of such utifity’s fax-exempt bonds would be
below A-, mostlikelyresulting inhigher future interestrate
resets Inthe eventof a two notch downgrade by Moody's
Investor Services, Inc. {Moodys), PEC’s tax-exempt
honds will continue to be rated ator above A3while PEF's
would be below A3, most likely resulting in higher future
interest rate resets for PEF's tax-exempt bonds We will
continue to monitor this market and evaluate options to
mitigate our exposure to future volatlity

Environmental Matters,” over the long term, compliance
with environmental regulations and meeting the
anticipated load growth at the Utilities as described
under “Other Matters — Energy Demand” will require
the Utilities to make significant capital investments.
We may pursue joint ventures or similar arrangements
with third parties in order to share some of the financing
and operational risks associated with new baseload
generation. As discussed in “Other Matters — Nuclear
— Potential New Construction,” PEF will postpone major
capital expenditures for the Levy project until after the
NRC issues the COL, which is expected to be in 2013 if the
current licensing schedule remains on track.

Certain of our hedge agreements may result in the
receipt of, or posting of, derivative collateral with
our counterparties, depending on the daily derivative
position. Fluctuations in commodity prices that lead to
our return of collateral received and/or our posting of
collateral with our counterparties negatively impact our
liquidity. Substantially all derivative commodity instrument
positions are subject to retail regulatory treatment. After
settlement of the derivatives and consumption of the
fuel, any realized gains or losses are passed through
the fuel cost-recovery clause. Changes in natural gas
prices and settlements of financial hedge agreements
since December 31, 2009, have impacted the amount of
collateral posted with counterparties. At December 31,
2010, we had posted approximately $164 million of cash
collateral compared to $146 million of cash collateral
posted at December 31,2009 The majority of our financial
hedge agreements will settle in 2011 and 2012. Additional
commodity market price decreases could result in
significant increases in the derivative collateral that we
are required to post with counterparties We continually
momnitor our derivative positions in relation to market
price activity As discussed in Note 17C, credit rating
downgrades could also require us to post additional cash
collateral for commodity hedges in a liability position as
certain derivative instruments require us to post collateral
on liability positions based on our credit ratings.



The amount and timing of future sales of debt securities
will depend on market conditions, operating cash flow
and our specific liquidity needs. We may from time to time
sell securities heyond the amount immediately needed
to meet our cagpital or liguidity requirements in order to
prefund our expected maturity schedule, to allow for the
early redemption of long-term debt, the redemption of
preferred stock, the reduction of short-term debt or for
other corporate purposes

AtDecember 31,2010, the current portiori of ourlong-term
debt was $505 million. We expect to fund the Parent’s
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Also on November 17, 2010, the NCUC approved PEC’s
request for an increase in the DSM and EE rate charges
to0 its North Carolina ratepayers. The $31 million increase
was effective December 1, 2010

DI Piher Afndie e
PEC Dther Matiers

The NCUC has issued Certificates of Public Convenience
and Necessity allowing PEC to proceed with plans to
construct an approximately 600-MW generating facility
at its Richmond County generation site projected to
be in service by June 2011, an approximately 950-MW

$700 million of Senior Notes due March 1, 2011 with a
combination of available cash on hand and net proceeds
of $495 million from the Parent’s issuance of $500 million
of 4.40% Senior Notes on January 21, 2011. Accordingly,
we classified $495 million of the Parent’s $700 million
Senior Notes due March 1, 2011 as long-term debt at
December 31, 2010 We expect to fund PEF's $300 million
current portion of long-term debt with a combination of
cash from operations, commercial paper borrowings
and/or long-term debt

REGULATORY MATTERS AND RECOVERY OF COSTS

Regulatory matters, including nuclear cost recovery, as
discussed in Note 7 and “Other Matters — Regulatory
Environment,” and recovery of environmental costs,
as discussed in Note 21 and in “Other Matters -
Environmental Matters,” may impact our future liquidity
and financing activities. The impacts of these matters,
including the timing of recoveries fromratepayers, can be
both a source of and a use of future liguidity resources.
Energy legislation enacted in recent years may impact
our liquidity over the long term, including, among others,
provisions regarding costrecovery, mandated renewable
portfolio standards, DSM and EE.

Regulatory developments expected to have a material
impact on our liquidity are discussed below

BEL Dost-Recovery Clause

On June 23, 2010, the SCPSC approved PEC's request
for a decrease in the fuel rate charged to its South
Carolina ratepayers. The $17 million decrease, effective
July 1, 2010, is driven by declining fuel prices

o

On November 17,2010, the NCUC approved PEC's request
for a decrease in the fuel rate charged to its North
Carolina ratepayers The 3170 million decrease, effective
December 1, 2010, is also driven by declining fuel prices

genergting-faeiity-—at-g-site-in-tWayne-Lounty-N.Ly
projected to be in service by January 2013, and an
approximately 620-MW generating facility at a site in
New Hanover County, N.C., projected to be in service by

December 2013

PEF Base Rates

On June 1, 2010, the FPSC approved a settlement
agreement between PEF and the interveners, with
the exception of the Florida Association for Fairness
in Ratemaking, to the 2009 rate case. As part of the
settlement, PEF withdrew its motion for reconsideration
of the rate case order Among other provisions, under
the terms of the settlement agreement, PEF will maintain
base rates at current levels through the last billing
cycle of 2012 Among other provisions, the settlement
agreement also authorized PEF the opportunity to earn a
return on equity (ROE) of up to 11.5 percent and provides
that if PEF's actual retail base rate earnings fall below a
9.5 percent ROE on an adjusted or pro forma basis, as
reported on a historical 12-month basis during the term of
the agreement, PEF may seek general, limited or interim
base rate relief, or any combination thereof, subject to
certain conditions. The settlement agreement does not
preclude PEF from requesting the FPSC to approve the
recavery of costs (a) that are of a type which traditionally
and historically would be, have been or are presently
recovered through cost-recovery clauses or surcharges,
or {b) that are incremental costs not currently recovered
in base rates, which the legislature or FPSC determines
are clause recoverable; or {c) which are recoverable
through base rates under the nuclear cost-recovery
legistation or the FPSC’s nuclear cost-recovery rule
Finally, PEF will be allowed to recover the costs of named
storms on an expedited basis after depletion of the storm
damage reserve. Specifically, 80 days following the filing
of a cost-recavery petition with the FPSC and based on
a 12-month recovery period, PEF can begin recovery,
subject to refund, through a surcharge of up to $4.00 per
1,000 kWh on monthly residential customer bills for storm
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costs. Inthe event the storm costs exceed thatlevel, any
excess additional costs will be deferred and recovered
in a subsequent year or years as determined by the
FPSC. Additionally, the order approving the settlement
agreement allows PEF to use the surcharge to replenish
the storm damage reserve to $136 million, the level as of
June 1, 2010, after storm costs are fully recovered

PEF Fuel Cost Recovery

On November 1, 2010, PEF filed a request with the FPSC
to seek approval to decrease the total fuel cost-recovery

i

Case No. 2011-124
Stafi-DR-01-011 b part 2 attachment
(Progress Energy)

Page 30 0of 124

help mitigate the initiai price impact on its customers,
PEF proposed and the FPSC approved collecting certain
costs over a five-year period, with associated carrying
costs on the unreccvered balance In adopting PEFS
proposed rate management plan for 2010, the FPSC
permitted PEF to annually reconsider changes to the
recovery of deferred amounts to afford greater flexibility
to manage future rate impacts The rate management
plan included the 2009 reclassification to the nuclear
cost-recovery clause regulatory asset of $198 million
of capacity revenues and the accelerated amortization
of §76 million of preconstruction costs. The cumulative

oY $205-mitton=This-decresse-isdue-to-a-gdeerease-for
the projected recovery through the Capacity Cost-
Recovery Clause (CCRC) and for the projected recovery
of fuel costs. The decrease in the CCRC is primarily due
to the refund of a prior period over-recovery as a result of
higher than expected sales in 2010 and lower anticipated
costs associated with PEF's proposed Levy project in
2011 (See "Other Matters — Nuclear — Potential New
Construction”). The decrease in the projected recovery
of fuel costs is due to lower expected 2011 fuel costs,
partially offset by an under-recovery of 2010 fuel costs
On November 2, 2010 and November 30, 2010, the FPSC
approved PEFs CCRC residential rate and fuel rate,
respectively.

PEF Nuclear Cost Recavery

PEFis allowed torecover prudentlyincurred site selection
costs, preconstruction costs and the carrying cost on
construction cost balances on an annual basis through
the CCRC. Such amounts will notbe included in PEF's rate
base when the plantis placed in commercial operation.
The nuclear cost-recovery rule also has a provision to
recover costs should the project be abandaned after the
utility receives a final order granting a Determination of
Need. These costsinclude any unrecovered construction
workin progress atthetime of abandonmentand any other
prudent and reasonable exit costs. In addition, the rule
requires the FPSC to conduct an annual prudence review
of the reasonableness and prudence of all such costs,
including construction costs, and such determination
shall not be subjectto later review except upon a finding
of fraud, intentional misrepresentation or the intentional
withholding of key information by the utility

In 2009, pursuant to the FPSC nuclear cost-recovery rule,
PEF filed a petition to recover $446 million through the
CCRC, which primarily consisted of preconstruction and
carrying costs incurred or anticipated to be incurred
during 2009 and the projected 2010 costs associated
with the Levy and CR3 uprate projects In an effort to

amount of $274 million was recorded as a nuclear cost-
recovery regulatory asset at December 31, 2009, and is
projected to be recovered by 2014

On October 26, 2010, the FPSC approved PEF's annual
nuclear cost-recovery filing with the FPSC to recover
$164 million, which includes recovery of preconstruction,
carrying and CCRC-recoverable O&M costs incurred
or anticipated to be incurred during 2011, recovery of
$60 million of the 2009 deferral in 2011, as well as the
estimated true-up of 2010 costs associated with the Levy
and CR3 uprate projects beginning with the first January
2011 billing cycle. Additionally, the FPSC approved the
prudence of the 2009 costs associated with the Levy
project The final order was issued on February 2, 2011,

CR3 Qutage

PEF maintains insurance coverage against incremental
costs of replacement power resulting from prolonged
accidental outages at CR3 through NEIL (See Note 4D)
NEIL has confirmed that the CR3 delamination event is
a covered accident. PEF is continuing to work with NEIL
for recovery of applicable repair costs and associated
replacement power costs

The following table summarizes the CR3 replacement
power and repair costs and recovery through
December 31, 2010:

Replacement

{in mitfions) Power Costs  Repair Costs
Spentto date $288 S150
NEIL proceeds received 1 {64)
Insurance receivable at
December 31, 2010 {54} {47}
Balance for recovery s17 $39

PEF considers replacement power and capital costs not
recoverable throughinsurance to be recoverable through



its fuel cost-recovery clause or base rates PEF accrued
$171 million of replacement power cost reimbursements
after the deductible period, which reduced the portion
of the deferred fuel regulatory asset related to the
extended CR3 outage to $117 million at December 31,
2010 Additional replacement power costs and repair
and maintenance costs incurred until CR3 is returned to
service could be material.

We cannot predict the outcome of this matter.

PEF Demand-Side Managementi Sost Recovery
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Florida that will be placed in service toward the middle
of the next decade

Total cash from operations and proceeds from
long-termdebtand equity issuances provided the funding
for our capital expenditures, including environmental
compliance and other utility property additions, nuclear
fuel expenditures and non-utility property additions,
during 2010

As shownin the table thatfollows, we expect the majority
of our capital expenditures to be incurred at ourregulated
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On December 30, 2009, the FPSC ordered PEF and
other Florida utilities to adopt DSM goals based on
enhanced measures, which will result in significantly
higher conservation goals. As subsequently revised by
the FPSC, PEF's aggregate conservation goals over the
next 10 years were: 1,134 Summer MW, 1,058 Winter
MW, and 3,205 gigawatt-hours {GWh). On March 30,
2010, PEF filed a petition for approval of its proposed
DSM plan and to authorize cost recovery through the
ECCR. On September 14, 2010, the FPSC held an agenda
conference to approve PEF's petition for the DSM plan.
The FPSC ruled that while PEF's proposed DSM plan met
the cumulative, 10-year DSM goals set by the FPSC, the
plan did not meet the annual DSM goals. On October 4,
2010, the FPSC denied PEF's petition for the DSM plan,
approved PEF’s solar pilot programs, and required PEF to
file & revised proposed DSM plan that meets the annual
goals set by the FPSC PEFfiled a revised proposed DSM
plan on November 29, 2010, which would result in 1,540
GWh of energy savings from 2011-2019, seven times
more than PEF's historic goals. An agenda conference
has been scheduled by the FPSC for April 5, 2011 We
cannot predict the outcome of this matter.

BEF Other Matters

On November 1, 2010, the FPSC approved PEF's request
to decrease the ECRC by 837 million, effective January
1,2011. The decrease in the ECRC is primarily due to the
2010 base rate decision, which reduced the clean air
project depreciation and return rates, and the refund of
a prior period over-recovery as a result of higher than
expected sales in 2010.

We expect to make significant capital investments
t0 meet anticipated load growth and environmental
standards We are currently constructing new generating
facilities in the Carolinas and potentially will construct
new baseload generating facilities in the Carolinas and

primarily through a combination of cash from operations
and long-term debt financings. In addition, we have
$2.0 billion in credit facilities that support the issuance
of commercial paper. Access to the commercial paper
market provides additional liquidity to help meet our
working capitat requirements. AFUDC ~ borrowed funds
represents the debt costs of capital funds necessary to
finance the construction of new regulated plant assets.

Actual Forecasted
{in millions) 2010 2011 2012 2013
Regulated capital
expenditures $2,105 $1,865 51,820 $1,775
Nuclear fuel
expenditures 21 205 225 240
AFUDC - borrowed
funds {30) {30} {30) (20)
Other capital
expenditures 10 30 30 30
Total before
potential nuclear
construction 2,306 2,170 2,045 2,025
Potential nuclear.
construction'® 104 50--100 50-100  200-300
Total $2,010 $2,220-2,270 $2,095-2,145 87,225-2,325

“Expenditures for potential nuclear construction are net of AFUDC
- borrowed funds

Regulated capital expenditures for 2011, 2012 and
2013 in the previous tahle include approximately
$30 million, $15 million and $25 million, respectively,
for environmental compliance capital expenditures.
Forecasted  environmental  compliance  capital
expenditures for 2011, 2012 and 2013 include $20 million,
$15 million and $25 million, respectively, at PEC and
$10 million at PEF for 2011 See "Other Matters —
Environmental Matters™ for further discussion of our
environmental compliance costs and related recovery
of costs

Potential nuclear construction expenditures, which are
primarily for PEF's Levy project, include development,
engineering, licensing, land acquisition and equipment.
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Forecasted potential nuclear construction expenditures
are dependent upon, and may vary significantly
based upon, the decision to build, regulatory approval
schedules, timing and escalation of projectcosts, and the
percentages of joint ownership Because of announced
schedule shifts, we negotiated an amendment to the Levy
EPC agreement (See discussion under "Other Matters ~
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At December 31, 2010 and 2009, we had no outstanding
borrowings under our credit facilities. We are required to
pay fees to maintain our credit facilities

The following table summarizes our RCAs and available
capacity at December 31

(in millions) Total OQutstanding Reserved® Available

2010

Parent Five-year (expiring 5/3/12)" S500 S- $31 S469

PEC Threesyear texpiring H0/15/13} 756 158

PEF Three-year {expiring 10/15/13) 750 - - 750
Total credit facilities 52,000 8- 331 $1,969

2009

Parent Five-year (expiring 5/3/12) $1,130 S $177 $953

PEC Five-year {expiring 6/28/11) 450 - - 450

PEF Five-year {expiring 3/28/11) 450 - - 450
Total credit facilities $2,030 & 8177 $1,853

@ To the extent amounts are reserved for commercial paper or letters of credit outstanding, they are not available for additional borrowings.
AtDecember 31,2010 and 2009, the Parent had 831 million and $37 million, respectively, of letters of creditissued, which were supported by
the RCA Additionally, an December 31, 2009, the Parent had $140 million of outstanding commercial paper supported by the RCA

b Approximately $22 million of the $500 million will expire May 3, 2011

Nuclear — Potential New Construction”} The forecasted
capital expenditures presented in the previous table
reflectthe announced schedule shift. Additionally, in light
of the schedule shifts in the Levy project, PEF may incur
fees and charges related to the disposition of outstanding
purchase orders on long lead time equipment, which
could be material. In June 2010, PEF completed its fong
lead time equipment disposition analysis to minimize the
impact associated with the schedule shift. As a result of
the analysis, PEF will continue with selected components
ofthelonglead ime equipment Work has beensuspended
on the remaining long lead time equipment items and PEF
has heen in suspension negotiations with the selected
equipment vendors, which we anticipate concluding
by the end of the first quarter of 2011 Potential nuclear
construction expenditures are subject to cost-recovery
provisions in the Utilities’ respective jurisdictions

All projected capital and investment expenditures are
subject to periodic review and revision and may vary
significantly depending on a number of factors including,
but not limited to, industry restructuring, regulatory
constraints, market volatility and economic trends

3%
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AtDecember31,2010 and 2009, we had committed lings of
creditused to supportour commercial paper borrowings

T EACILITIES AND RERISTRATION €
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All of the revolving credit facilities were arranged through
a syndication of financial institutions. See Note 11 for
additional discussion of our credit facilities.

The RCAs provide liquidity support for issuances of
commercial paper and other short-term ohligations. We
expect to continue to use commercial paper issuances
as a source of liquidity as long as we maintain our
current short-term ratings. Fees and interest rates under
our RCAs are hased upon the respective creditratings of
the Parent’s, PEC’s and PEF’s long-term unsecured senior
noncredit-enhanced debt.

All of the credit facilities include defined maximum total
debt-to-total capital ratio (leverage} covenants, which
we were in compliance with at December 31, 2010. We
are currently in compliance and expect to continue to be
in compliance with these covenants. See Note 11 for a
discussion of the credit facilities’ financial covenants. At
December 31, 2010, the calculated ratios pursuant to the
terms of the agreements, are as disclosed in Note 11

The Parent, as a well-known seasoned issuer, has on
file with the SEC a shelf registration statement under
which it may issue an unlimited number or amount of
various securities, including senior debt securities, junior



subordinated debentures, common stock, preferred stock,
stock purchase contracts, stock purchase units, and trust
preferred securities and guarantees. Both PEC and PEF
have on file with the SEC shelf registration statements
underwhichthey mayissue anunlimited number or amount
of various long-term debt securities and preferred stock
The Parent’s, PEC's and PEF's shelf registration statements
filed with the SEC expire on November 18, 2011

Both PEC and PEF can issue first mortgage bonds under
their respective first mortgage bond indentures hased
on property additions, retirements of first mortgage
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reliably serve customers, invest in capital improvements
and prepare for our customer’s future energy needs

As discussed in Note 17C, credit rating downgrades
could also require us to post additional cash collateral
for commodity hedges in a liability position as certain
derivative instruments require us to post collateral on
liability positions based on our credit ratings.

GFF-BALANCE SHEET ARRANGEMENTS AND
CONTRACTUAL OBLIGATIONS

bonds and the deposit of cash, provided that adjusted
net earnings are at least twice the annual interest
requirement for bonds currently outstanding and to be
outstanding. At December 31, 2010, PEC and PEF could
issue up to approximately $6.8 billion and $2.7 billion of
first mortgage bonds, respectively, based on property
additions and retirements of previously issued first
mortgage bonds. At December 31, 2010, PEC’s and
PEF's ratios of adjusted net earnings to annual interest
requirement on outstanding first mortgage bonds were
5.6 times and 3.2 times, respectively.

CAPITALIZATION RATICS

The following table shows each component of
capitalization as a percentage of total capitalization at
December 31, 2010 and 2009. In addition to total equity
and preferred stock, total capitalization includes the
following in total debt long-term debt, net, long-term
debt, affiliate, current portion of long-term debt, short-
term debt and capital lease obligations.

2010 2008
Total equity 43.6% 423%
Preferred stock 0.4% 0.4%
Total debt 56.0% 57.3%

CREDIT RATIMG MATTERS

Our credit ratings reflect the current views of the rating
agencies,andno assurances canbe giventhatour ratings
will continue for any given period of time. However,
we monitor our financial condition as well as market
conditions that could ultimately affect our credit ratings

Credit rating downgrades could negatively impact our
ability to access the capital markets and respond to major
events such as hurricanes. Our cost of capital could also
be higher, which could ultimately increase prices for our
customers. It is important for us to maintain our credit
ratings and have access to the capital marketsin order to

Uur "off-Dalance sheet arrangements and contractual
obligations are described below.

Guarantees

As a part of normal business, we enter into various
agreements providing future financial or performance
assurances to third parties. These agreements are
entered into pnmarily to support or enhance the
creditworthiness otherwise attributed to Progress
Energy or our subsidiaries on a stand-alone basis,
thereby facilitating the extension of sufficient credit
to accomplish the subsidiaries’ intended commercial
purposes. Our guarantees include standby letters
of credit, surety bonds, performance obligations for
trading operations and guarantees of certain subsidiary
credit obligations. At December 31, 2010, we have
issued $488 million of guarantees for future financial
or performance assurance. Included in this amount is
$300 million of guarantees of certain payments of two
wholly owned indirect subsidiaries issued by the Parent
{See Note 23). We do not believe conditions are likely
for significant performance under the guarantees of
performance issued by or on behalf of affiliates.

At December 31, 2010, we have issued guarantees and
indemnifications of certain asset performance, legal,
tax and environmental matters to third parties, including
indemnifications made In connection with sales of
businesses, and for timely payment of obligations
in support of our nonwholly owned synthetic fuels
operations as discussed in Note 22C

5 s "
i1

flarket Risk and Derivatives

Under our risk management policy, we may use a
variety of instruments, including swaps, options and
forward contracts, to manage exposure to fluctuations
in commodity prices and interest rates. See Note 17 and
“Quantitative and Qualitative Disclosures About Market
Risk” for a discussion of market risk and derivatives
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Further disclosure regarding our contractual obligations
is included in the respective notes to the Consolidated
Financial Statements We take into consideration the
future commitments when assessing our liquidity and
future financing needs.

We are party to numerous contracts and arrangements
obligating us to make cash payments in future years
These contracts include financial arrangements such
as debt agreements and leases, as well as contracts
for the purchase of goods and services. In most
cases, these contracts contain provisions for price
adjustments, minimum purchase levels and other
financial commitments. The commitment amounts
presented in the following table are estimates and
therefore will likely differ from actual purchase amounts.

The following table reflects Progress Energy's contractual
cash obligations and other commercial commitments at
December 31, 2010, in the respective periods in which
they are due

{in millions] Total Less than 1 year 1-3 years 3-5years More than 5 years
Long-term debt (See Note 11} 512,699 $1,000 $1,780 $1,300 38,619
Interest payments on long-term debt® 10,034 691 1,234 1,079 7,030
Capital lease obligations (See Note 22B)! 457 34 75 85 283
Operating leases (See Note 228} 1,415 37 154 182 1,042
Fuel and purchased power {See Note 22A)¢ 21,745 2,882 5,247 3,436 10,180
Other purchase obligations {See Note 22A)¢ 2,046 629 490 716 711
Minimum pension funding requirements® 568 126 267 153 22
Other postretirement benefits®! 489 41 89 96 263
Uncertain tax positions™ - - - - -
Other commitments® 91 13 26 26 26

Total $49,544 85,453 89,362 36,553 $28,176

i Qur maturing debt obligations are generally expected to be repaid with cash from operations or refinanced with new debtissuances in the
capital markets
) |nterest payments on long-term debt are based on the interestrate effective at December 31, 2010.
it Amounts include certain related executory cost commitments
0} Essentially all fuel and certain purchased power costs incurred by the Utilities are eligible for recovery through cost-recovery clauses in
accordance with state and federal regulations and therefore do not require separate liquidity support. Amounts exclude precedent and
conditional contracts of $3.213 billion and an approximately S400 million Levy nuclear fuel fabrication contract. (See Note 22A and the other
purchase obligations discussion following in (e))
it Amounts exclude an EPC agreement that PEF entered into in December 2008 for two nuclear units planned for construction at Levy.
As disclosed in “Other Matters — Nuclear — Potential New Construction,” the EPC agreement includes provisions for termination. For
termination without cause, the EPC agreement contains exit provisions with termination fees, which may be significant, that vary based
on the termination circumstances. We executed an amendment to the EPC agreementin 2010 due to the schedule shifts that will postpone
major construction activities on the project until after the NRC issues the COL, which is expected to be in 2013, if the licensing schedule
remains on track. Prior to the amendment, estimated payments and associated escalations were $8.608 billion for the multi-year contract
and did not assume any joint ownership Because we have executed an amendment to the EPC agreement and anticipate negotiating
additional amendments upon receipt of the COL, we cannot currently predict the timing of when those obligations will be satisfied or the
magnitude of any change. Additionally, in light of the schedule shifts in the Levy nuclear project, PEF may incur fees and charges related to
the disposition of outstanding purchase orders on long lead time equipment for the Levy nuclear project, which could be material. In June
2010, PEF completed itslong lead time equipment disposition analysis to minimize the impact associated with the schedule shift. As a result
of the analysis, PEF will continue with selected components of the long lead time equipment Work has been suspended on the remaining
long lead time equipmentitems, which have total remaining estimated payments and associated escalations of approximately $1.250 billion
included in the previously discussed $8 608 billion PEF has been in suspension negotiations with the selected equipmentvendors, which
we anticipate concluding by the end of the first quarter of 2011 In its April 30, 2010 nuclear cost-recovery filing, PEF included for rate-
making purposes a point estimate of potential Levy dispesition fees and charges of $50 milfion, subject to true-up. However, the amount of
disposition fees and charges, if any, cannot be determined until suspension negotiations are completed. We cannot predict the outcome of
this matter
“Represents the projected minimum required contributions to the gualified pension trusts for a total of 10 years. These amounts are subject
to change significantly based on factors such as pension asset earnings and market interestrates
 Represents projected benefit payments for a total of 10 years related to cur postretirement health and life plans and are subject to change
based on factors such as experienced claims and general health care cost trends
“Uncertain tax positions of $176 million are not reflected in this table as we cannct predict when open income tax years will close with
completed examinations Itis reasonably possible that the total amounts of unrecagnized tax benefits will decrease by up to approximately
S60 million during the 12-month period ending December 31, 2011, due to expected settlements
+ By NCUC order. in 7008, PEC began transiticning North Carolina jurisdictional amounts currently retained internally to its external
decommissioning funds The transition of the original $131 million must be complete by December 31, 2017, and at feast 10 percent must be
transitioned each year



The Utilities" operations in North Carolina, South Carolina
and Florida are regulated by the NCUC, the SCPSC and
the FPSC, respectively. The Utilities are also subject to
regulation by the FERC, the NRC and other federa! and
state agencies common to the utility business. As a result
ofregulation, many of the fundamental businessdecisions,
as well as the rate of return the Utilities are permitted the
opportunity to earn, are subject to the approval of one or

more-oftheso.ncovernmental.agencies
FRore-0 . 4
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The North Carolina Renewsable Energy and Energy
Efficiency Portfolic Standard {NC REPS) requires PEC
to file an annual compliance repart with the NCUC
demonstrating the actions ithas taken to comply with the
NC REPS requirement The rules measure compliance
with the NC REPS requirement via renewable energy
certificates earned after January 1, 2008 North Carolina
electric power suppiiers with & renewahle energy
compliance obligation, including PEC, are participating in
the renewable energy certificate tracking system, which
came online July 1, 2010 North Carclina taw mandates
that utilities achieve a targeted amount of energy from

To our knowledge, there is currently no enacted or
proposed legislation in North Carolina, South Carolina
or Florida that would give retail ratepayers the right to
choose their electricity provider or otherwise restructure
or deregulate the electric industry. We cannot anticipate
if any of these states will move to increase retail
competition in the electric industry.

Current retail rate matters affected by state reguiatory
authorities are discussed in Nates 7B and 7C. This
discussion identifies specific retail rate matters, the
status of the issues and the associated effects on our
consolidated financial statements

On Aprii 28, 2010, we accepted a grant from the United
States Department of Energy (DOE) for $200 million in
federal matching infrastructure funds. In addition to
providing the Utilities real-time information about the
state of their electric grids, the smart grid transttion will
enable customers to better understand and manage their
energy use, and will provide for more efficientintegration
of renewable energy resources. Supplementing the DOE
grant, the Utilities will invest more than $300 million in
smart grid projects, which include enhancements to
distribution equipment, installation of 160,000 additonal
smart meters and additional public infrastructure for
plug-in electric vehicles. Projects funded by the grant
must be completed by April 2013.

Through December 31,2010, we have incurred $107 miflion
of allowable, 50 percent reimbursable, smart grid project
costs, and have submitted to the DOE requests for
reimbursement of $47 million, of which we have received
$34 miflion reimbursement

Concerns about climate change and oil price volatility
have led to proposed and enacted legisiation at the
federal and state levels fo increase renewable energy
and reduce GHG emissions

specified renewable energy resources orimplementation
of energy-efficiency measures beginning with a 3 percent
requirement in 2012 escalating to 125 percent in 2021
PEC expects to be in compliance with this requirement.

In 2007, the governor of Florida issued executive orders to
addressreduction of GHG emissions. The executive arders
include adoption of a maximum allowable emissions
level of GHGs for Florida utilities, which will require, at
a minimurm, the following three reduction milestones. by
2017, emissions nat greater than Year 2000 utility sector
emissions; by 2025, emissions not greater than Year 1990
utility sector emissians, and by 2050, emissions not greater
than 20 percent of Year 1990 utility sector emissions. The
executive orders also requested that the FPSC initiate a
rulemaking thatwould (1) require Florida utilities to produce
at least 20 percent of their electricity from renewable
sources, (2) reduce the cost of connecting solar and other
renewable energy technologies to Flarida’s power grid by
adopting uniform statewide interconnection standards for
all utilities, and (3) authorize a uniform, statewide method
to enable residential and commercial customers who
generate electricity from onsite renewable technologies
of up to 1 MW in capacity to offset their consumption over
a hilling period by allowing their electric meters to turn
backward when they generate electricity (net metering).

In response to the executive orders, Florida energy law
enactedin2008 includes provisionsthatrequiredthe FPSC
to develop a renewable portfolio standard that the FPSC
would present to the legislature for ratification and also
includes provisions that direct the Florida Department
of Environmental Protection (FDEP) to develop rules
establishing a cap-and-trade program to regulate GHG
emissions that the FDEP would present to the legislature
no earlier than January 2010 for ratification. To date,
the Florida legisiature has not ratified or enacted any
renewable portfolic standard or cap-and-trade rules or
programs Untl these agency acuons are finalized, we
cannot predict the outcome of this matter



Our balanced solution, as described in “Energy Demand.”
includes greater investment in energy sificiency,
renewable energy and a state-of-the-art power system
and demonstrates our commitment t0 environmental
responsibility.

Y e e
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Implementing state and federal energy policies,
promoting environmental stewardship and providing
reliable electricity to meet the anticipated long-term
growth within the Utilities” service territories will require
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Additionally, customers across our service territory have
connected approximately 4 MW of solar photovoltaic
energy systems to our grid- In June 2008, we expanded
our solar energy strategy to include a range of new
solar incentives and programs, which are expected to
significantly increase our use of solar energy over the
next decade.

We are pursuing numerous options to create a state-of-
the-art power system, including investments in smart grid
technology and advanced environmental contrals on our
coal-fired plants In the coming years, we will continue

3 batanced approaci The three nalm efenments ot s
balanced solution are: {1} expanding our DSM and EE
programs, (2) investing in the development of alternative
energy resources for the future, and {3} operating a state-
of-the-art power system

We are continuing the expansion and enhancement of
our DSM and EE programs hecause energy efficiency is
one of the most effective ways to reduce energy costs,
offset the need for new power piants and protect the
environment DSM programs include programs and
initiatives that shift the timing of electricity use from
peak to nonpeak periods, such as load management,
electricity system and operating controls, direct load
control, interruptible load, and electric system equipment
and operating controls. Our previously discussed smart
grid projects will aid in these initiatives. EE programs
include any equipment, physical or program change that
results in less energy used to perform the same function.
We provide our residential customers with home energy
audits and offer EE programs that provide incentives for
customers to implement measures that reduce energy
use. For business customers, we also provide energy
audits and other tools, including an interactive Internet
website with online calculators, programs and efficiency
tips, to help them reduce their energy use

We are actively engaged in a variety of alternative
energy projects to pursue the generation of electricity
from swine waste and other plant or animal sources,
hiomass, solar, hydrogen and landfill-gas technologies
Among our projects, we have executed contracts to
purchase approximately 300 MW of electricity generated
from biomass. This number includes 93 MW of biomass
toward compliance with NC REPS The majority of
these projects should be online within the next five
years In addition, we have executed purchased power
agreements for approximately 7 MW of electricity
generated from solar photovoltaic generation as part of
the NC REPS. More than half of these projects are online
and the remainder should be online by the end of 2011

to invest in existing nuclear plants and evaluate plans for
building or co-owning new generating plants. Due to the
anticipated long-term growth in our service territories,
retirement of existing coal generation and potential
changes in environmental regulations, we are constructing
new natural gas-fueled generating facilities in the Carolinas
and we estimate that we will require new generating
facilities in both Florida and the Carolinas in the first half of
the next decade In addition to nuclear generation, we are
evaluating natural gas-fired plants, renewable generation
resources, energy-efficiency initiatives and economic
purchased power to meet this increased need. At this time,
no definitive decisions have been made to construct or
when to construct our proposed new nuclear plants (See
“Nuclear - Potential New Construction”) or to acguire new
generation from another utility's regional nuclear project
In the near term, we will focus our efforts on modernizing
the power system and pursuing all elements of a balanced
portfolio while looking to new nuclear capacity as a critical
part of the long-term mix.

In 2009, PEC announced a coal-to-gas modernization
strategy whereby the 11 remaining coal-fired generating
facilities in North Carolina that do not have scrubbers
would be retired prior to the end of their useful lives and
their approximately 1,500 MW of generating capacity
replaced with new natural gas-fueled faciliies. The
original strategy called for the retirement of the coal-
fired units by the end of 2017, however, we currently
expect the plants will be retired no later than the end
of 2014 PEC has received approval from the NCUC for
construction of an approximately 950-MW natural gas-
fueled generating facility at a site in Wayne County,
N.C, to be placed in service in January 2013 PEC has
also received approval from the NCUC to construct an
approximately 620-MW natural gas-fueled gsnerating
facility at a site in New Hangver County, N.C, to replace
the existing coal-fired generation at this site The facility
is projected to be placed in service in December 2013
After 2014, PEC will continue to operate its Roxhoro,



Mayo and Asheville coal-fired plants in North Carolina,
which have state-of-the-art emission controls. Emissions
of NOx, sulfur dioxide (SO,), mercury and other poliutants
have been reduced significantly at these sites

In recent years, the federal government has authorized
loan guarantee programs for innovative energy projects
as well as newly constructed nuclear facilities. PEF
decided notto pursue the loan guarantee programfor the
Levy project However, this decision does not preclude
PEF from revisiting the program ata later date if there are
changes to the program. We cannot predict if PEF will
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renewsl on the operating license for CR3, which would
extend the cperating ficense through 2036, if approved
Docketing the application does not preclude additional
requests for information as the review proceeds, nor
does itindicate whether the NRC will renew the license
Thelicense renewal application for CR3is currently under
review by the NRC with a decision expected in 2011

While we have not made s final determination on nuclear
construction, we continue to take steps to keep open the

pursue this program further

Muciear

Nuclear generating units are requlated by the NRC In
the event of noncompliance, the NRC has the authority
to impose fines, set license conditions, shut down a
nuclear unit or take some combination of these actions,
depending upon its assessment of the severity of the
situation, until compliance is achieved. Our nuclear units
are periodically removed from service to accommodate
normal refueling and maintenance outages, repairs,
uprates and certain other modifications.

In September 2008, CR3 began an outage for normal
refueling and maintenance, as well as its uprate project
to increase its generating capacity and to replace two
steam generators During preparations to replace the
steam generators, we discovered a delamination within
theconcrete ofthe outerwall of the containmentstructure,
which has resulted in an extension of the outage.
After a comprehensive analysis, we have determined
that the concrete delamination at CR3 was caused by
redistribution of stresses on the containment wall that
occurred when we created an opening to accommodate
the replacement of the unit's steam generators. We
expect to complete repairs in March, and return the unit
to service following successful completion of post-repair
testing and start-up activities in April 2011. Nuclear safety
remains our top priority, and our plans and actions will
continue to reflect that commitment A number of factors
affect the return to service date, including regulatory
reviews by the NRC and other agencies, emergent work,
final engineering designs, testing, weather and other
developments (See Note 7C)

PECsnuclearunitshave operatinglicenses granted by the
NRC that have been extended to 2030 and 2046 The NRC
operating license held by PEF for CR3 currently expires
in December 2016. On March 9, 2009, the NRC docketed,
or accepted for review, PEF's application for a 20-year

npffn‘n‘ of huildir\g 2 plnnf or plcnfc‘ ﬂnring 70(\9, PEC and
PEF filed COL applications to potentially construct new
nuclear plants in North Carolina and Florida. The NRC
estimates that it will take approximately three to four
years to review and process the COL applications. We
have focused on the potential nuclear plant construction
in Florida given the need for more fuel diversity in Flarida
and anticipated federal and state policies to reduce GHG
emissions as well as existing state legisiative policy that
is supportive of nuclear projects.

In 2006, we announced that PEF selected Levy to evaluate
for possible future nuclear expansion. We selected
the Westinghouse Electric AP1000 reactor design as
the technology upon which to base PEF's application
submission. In 2007, PEF completed the purchase of
approximately 5000 acres for levy and associated
transmission needs. On July 30, 2008, PEF filed its COL
application with the NRC for two reactors. PEF also
completed and submitted a Limited Work Authorization
request for Levy concurrent with the COL application.
The FPSCissued the final order granting PEF's petition for
the Determination of Need for Levy on August 12, 2008.
On October 6, 2008, the NRC docketed the Levy nuclear
project application. On February 24, 2009, PEF received
the NRC’s schedule for review and approval of the COL

PEF's initial schedule anticipated performing certain
site work pursuant to the Limited Work Authorization
prior to COL receipt However, in 2009, the NRC Staff
determined that certain schedule-critical work that PEF
had proposed to perform within the scope of the Limited
Wark Autharization will not be authorized until the NRC
issues the COL Consequently, excavation and foundation
preparation work will be shifted until after COL issuance
Thistactoraloneresultedina minimum?28-monthschedule
shiftiater than the originally anticipated timeframe Since
then, requlatory and economic conditions have changed,
resulting in additional schedule shifts. These conditions
include the permitting and licensing process, national
and state economic conditions, recent FPSC DSM
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goals and the resulting impact on ratepayers, and other
FPSC decisions. Uncertainty regarding PEF's access to
capital on reasonable terms, PEF's ability to secure joint
owners and increasing uncertainty surrounding carbon
regulation and its costs could be other factors to affect
the Levy schedule

PEF signed the EPC agreement on December 31, 2008,
with Westinghouse Electric Company LLC and Stone
& Webster, Inc. for two Waestinghouse AP1000 nuclear
units to be constructed at Levy. More than half of the
approximate $7.650 hillion contract price is fixed or firm
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continued feasibility of the Levy project with PEF's
current estimated range of total escalzted cost, including
transmission, of $17 2 billion to $22 5 hillion The filed
estimated cost renge primarily reflects cost escalation
resulting from the schedule shifts. Many factors will
affectthe total cost of the projectand once PEF receives
the COL, it will further refine the project timeline and
budget As previcusly discussed, we continue to evaluate
the Levy project on an ongoing basis

In 2006, we announced that PEC selected a site at Harris
to evaluate for possible future nuclear expansion. We

with agreed upon escalation factors. The EPC agreement
includes various incentives, warranties, performance
guarantees, liguidated damage provisions and parent
guarantees designed to incent the cantractor to perform
efficiently. For termination without cause, the EPC
agreement contains exit provisions with termination
fees, which may be significant, that vary based on the
termination circumstances. We executed an amendment
to the EPC agreement in 2010 due to the schedule shifts
previously discussed. Additionally, in light of the schedule
shifts in the Levy nuclear project, PEF may incur fees
and charges related to the disposition of outstanding
purchase orders onlong lead time equipmentfor the Levy
nuclear project, which could be material. In June 2010,
PEF completed its long lead time equipment disposition
analysis to minimize the impact associated with the
schedule shift. As a result of the analysis, PEF will
continue with selected components of the long lead time
equipment. Work has been suspended on the remaining
long lead time equipment items and PEF has been in
suspension negotiations with the selected equipment
vendors, which we anticipate concluding by the end of
the first quarter of 2011. Inits April 30, 2010 nuclear cost-
recovery filing, PEF included for rate-making purposes
a point estimate of potential Levy disposition fees and
charges of $50 million, subject to true-up. However, the
amount of disposition fees and charges, if any, cannot be
determined until suspension negotiations are completed
We cannot predict the outcome of this matter

The total escalated cost for the two generating units
was estimated in PEF’s petition for the Determination of
Need for Levy to be approximately $14 billion. This total
costestimate included land, plant components, financing
costs, construction, lahor, regulatory fees and the initial
core for the two units An additional $3 billion was
estimated for the necessary transmission equipment and
approximately 200 miles of transmission lines associated
with the project PEFs 2010 nuclear cost-recovery
filing included an updated analysis that demonstrated

selected the Westinghouse Electric AP1000 reactor
design as the technology upon which to base PEC's
application submission. On February 19, 2008, PEC filed its
COL application with the NRC for two additional reactors
at Harris. On April 17, 2008, the NRC docketed the Harris
application. If we receive approval from the NRC and
applicable state agencies, and if the decisions to build are
made, a new plant would not be online until the middle of
the next decade {See “Energy Demand” ahove).

SPENT MUCLEAR FUEL MATTERS

The Nuclear Waste Policy Act of 1982 provides the
framework for development by the federal government of
interim storage and permanent disposal facilities for high-
level radioactive waste materials. The Nuclear Waste
Policy Act of 1982 promotes increased usage of interim
storage of spent nuclear fuel at existing nuclear plants.
We will continue to maximize the use of spent fuel storage
capability within our own facilities for as long as feasible

With certain modifications and additional approvals by
the NRC, including the installation and/or expansion of
on-site dry cask storage facilities at Robinson, Brunswick
and CR3, the Utilities" spent nuclear fuel storage facilities
will be sufficient to provide storage space for spent
fuel generated on their respective systems through the
expiration of the operating licenses, including any license
renewals, for their nuclear generating units. Harris has
sufficient storage capacity through the expiration of its
renewed operating licenses

See Note 220 for discussion of the status of the Utilites’
contracts with the DOE for spent nuclear fuel storage

We are subject to regulation by various federal, state
and local authorities in the areas of air quality, water
guality, control of toxic substances and hazardous
and solid wastes, and other environmental matters



We believe that we are in substantial compliance with
those environmental regulations currently applicable
to our business and operations and believe we have
all necessary permits to conduct such operations
Environmental laws and regulations frequently change
and the ultimate costs of compliance cannot always be
precisely estimated

HAZARDOUS AND SOLID WASTE ¥

The provisions of the Comprehensive Environmental
Response, Compensation and Lliability Act of 1980,
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In 2009, the EPA evaluated information about ash
impoundment dams nationwide and developed a listing
of 44 utility ash impoundment dams considered to have
“high hazard potential,” including two of PEC's ash
impoundment dams A “high hazard potential” rating
is not related to the stability of those ash ponds but to
the potential for harm should the impoundment dam
fail. All of the dams at PEC's coal ash ponds have been
subject to periodic third-party inspection for many years
in accordance with prior applicable requirements. The
EPA rated the 44 "high hazard potential” impoundments,
as well as other impoundments, from “unsatisfactory”

as—amended-{CERCLA).—authorizethe-Environmantal
Protection Agency (EPA) to require the cleanup of
hazardous waste sites. This statute imposes retroactive
joint and several liability. Some states, including North
Carolina, South Carolina and Florida, have similar types
of statutes. We are periodically notified by regulators,
including the EPA and various state agencies, of our
involvement or potential involvement in sites that may
require investigation and/or remediation. There are
presently several sites with respect to which we have
been notified of our potential liability by the EPA, the
state of North Carolina, the state of Florida or potentially
responsible parties (PRP) groups. Various organic
materials associated with the production of manufactured
gas, generally referred to as coal tar, are regulated under
federal and state laws. PEC and PEF are each PRPs at
several manufactured gas plant (MGP) sites. We are
also currently in the process of assessing potential costs
and expaosures at other sites. These costs are eligible for
regulatory recovery through either base rates or cost-
recovery clauses (See Notes 7 and 21). Both PEC and
PEF evaluate potential claims against other PRPs and
insurance carriers and plan to submit claims for cost
recovery where appropriate. The outcome of potential
and pending claims cannot be predicted. Hazardous and
solid waste management matters are discussed in detail
in Note 21A.

We accrue costs to the extent our liability is probable
and the costs can be reasonably estimated. Because the
extent of environmental impact, allocation among PRPs
for all sites, remediation alternatives {which could involve
either minimal or significant efforts), and concurrence of
the regulatory authorities have notyet reached the stage
where a reasonable estimate of the remediation costs
can be made, we cannot determine the total costs that
may be incurred in connection with the remediation of
all sites at this time ltis probable that current estimates
could change and additional losses, which could he
material, may be incurred in the future

to “satisfactory” based on their structural integrity and
associated documentation.

Only dams rated as “unsatisfactory” would be considered
to pose an immediate safety threat. None of the facilities
received an “unsatisfactory” rating from the EPA. In
total, six of PEC’s ash pond dams, including one “high
hazard potential” impoundment, were rated as “poor”
based on the contractinspector’s desire to see additional
documentation and evaluations of vegetation management
and minor erosion control. Inspectors applied the same
criteria to both active and inactive ash ponds, despite the
fact that most of the inactive ash impoundments no longer
hold water and do not pose arisk of breaching and spilling.
PEC has completed several of the EPA's recommendations
for the active ponds and other recommended actions
are under way. Following evaluations and inspections,
engineers have determined that one ash pond dam
requires modifications to comply with current standards
for an extra margin of safety for slope stability. Design and
permitting efforts for that work have been initiated. PEC
is working with the North Carolina Dam Safety program
to evaluate the remaining recommendations. We do not
expect mitigation of these issues to have a material impact
on our results of operations.

As of January 1, 2010, dams at utility fossil-fired power
plants in North Carolina, including dams for ash ponds,
are subject to the North Caroling Dam Safety Act's
applicable provisions, including state inspection Those
provisions are under the purview of the North Carolina
Division of Land Resources. The division has completed
its initial inspections of all of PEC’s dams. No significant
issues were found

The EPA and a number of states are considering additional
requlatory measures that may affect management,
treatment, marketing and disposal of coal combustion
residues, primarily ash, from each of the Utlities’ coal-
fired plants Revised or new laws or regulstions under
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consideration may impose changes in solid waste
classifications or groundwater protection environmental
contrals On June 21, 2010, the EPA proposed two options
for new rules t0 regulate coal combustion residues. The
first option would create a comprehensive program of
federally enforceable requirements for coal combustion
residue management and disposal as hazardous waste.
The other option would have the EPA set performance
standards for coal combustion residues management
facilities and regulate disposal of coal combustion
residues as nonhazardous waste. The EPA did not identify
anreferred option. Under both.options, the EPA may leave
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on certain units However, the outcome of these matters
cannot be predicted

In 2002, the Clean Smokestacks Act was enacted in
North Carolina requiring the state's electric utilities to
reduce the emissions of NOx and S0, from their North
Carclina coal-fired power plants in phases by 2013
PEC currently has approximately 5,000 MW of coal-
fired generation capacity in North Carolina affected
by the Clean Smokestacks Act. PEC’s environmental

in place a regulatory exemption for approved beneficial
uses of coal combustion residuals that are recycled
A final rule is expected in late 2011 or 2012 Compliance
plans and estimated costs to meet the requirements
of new regulations will be determined when any new
regulations are finalized. We are also evaluating the effect
on groundwater quality from past and current gperations,
which may result in operational changes and additional
measures under existing regulations. These issues are
also under evaluation by state agencies. Certain regulated
chemicals have been measured in wells near our ash
ponds at levels above groundwater quality standards.
Additional monitoring and investigation will be conducted
Detailed plans and cost estimates will he determined
if these evaluations reveal that corrective actions are
necessary. We cannot predict the outcome of this matter.

AR QUALITY AND WATER QUALITY

We are, or may ultimately be, subject to various current
and proposed federal, state and local environmental
compliance laws and regulations, which likely would
result in increased capital expenditures and 0&M
expenses. Additionally, Congress may be considering
legislation that would require reductions in air emissions
of NOx, SO,, carbon dioxide (CO,) and mercury. Some
proposals estabiish nationwide caps and emission
rates over an extended period of time. This national
multipoliutant approach to air pollution control could
involve significant capital costs that could be material
to our financial position or results of operations. Control
equipment installed pursuant to the provisions of CAIR,
Clean Air Visibility Rule (CAVR) and mercury regulations,
which are discussed below, may address some of the
issues outlined previously PEC and PEF have been
developing anintegrated compliance strategy to meetthe
requirements of the CAIR, CAVR and mercury regulation
{see discussion of the court decisions that impacted
the CAIR, the delisting determination and the Clean Air
Mercury Rule [CAMR] below} The CAVR reguires the
installaticn of best available retrofit technology (BART)

complianceprojectsunder—the—first-phase—ot-Clean
Smokestacks Act emission reductions have been
placed in service. PEC plans to retire by the end of 2014,
its remaining coal-fired generating facilities in North
Carolina totaling 1,500 MW that do not have scrubbers
and replace the generation capacity with new natural
gas-fueled generating facilities, which should enable the
utility to comply with the final Clean Smokestacks Act SO,
emissions target that begins in 2013. We are continuing
to evaluate various design, technology, generation and
fuel options that could change expenditures required to
maintain compliance with the Clean Smokestacks Act
limits subsequent to 2013

D&M expense increases with the operation of pollution
control equipment due to the cost of reagents, additional
personnel and general maintenance associated with the
pollution control equipment. PEC is allowed to recover
the cost of reagents and certain other costs under its fuel
clause, the North Carolina retail portion of all other 0&M
expense is currently recoverable through base rates. In
2009, the SCPSC issued an order allowing PEC to begin
deferring as a regulatory asset the depreciation expense
that PEC incurs on its environmental compliance control
facilities as well as the incremental 0&M expenses
that PEC incurs in connection with its environmental
compliance control facilities

Clean Alr Interstate Rule

The CAIR, issued by the EPA, reguired the District of
Columbia and 28 states, including North Carolina, South
Carolina and Florida, to reduce NOx and SO, emissions.
The CAIR set emission limits to be met in two phases
beginning in 2009 and 2015, respectively, for NOx and
beginning in 2010 and 2015, respectively, for SO, States
were reguired to adopt rules implementing the CAIR, and
the EPA approved the North Carolina CAIR, the South
Carclina CAIR and the Florida CAIR.



The air quality controls installed to comply with NOx
requirements under certain sections of the Clean Air Act
{CAA) and the Clean Smokestacks Act, as well as PEC’s
plan to replace a portion of its coal-fired generation
with natural gas-fueled generatign, largely address the
CAIR requirements for NOx for our North Carolina units
at PEC PEC and PEF met the 2009 phase | requirements
for NDx and the 2010 phase | requirements of CAIR for
NOx and SO, with a combination of emission reductions
resulting from in-service emission control equipment
and emission allowances. PEF's Crystal River Unit No.
4 (CR4).S0 and NOx emission_control equipment was
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on PEF's compliance with environmental regulations. We
cannot predict the outcome of this matter

PN
LIEEN ;

In 2008, the D C. Court of Appeals vacated the CAMR.
As a result, the EPA subsequently announced that it will
develop a maximum achievable controltechnology (MACT)
standard. The United States District Court for the District
of Columbia has issued an order requiring the EPA to issue
a final MACT standard for power plants by November 16,
2011 In addition, North Carolina adopted a state-specific

placed in szervice in May 2010 and PEF's Crystal River
UnitNo. 5{CR5) S0,and NOx emission control equipment
was placed in service in 2009,

In 2008, the U.S. Court of Appeals for the District of
Columbia Circuit {D.C. Court of Appeals) initially vacated
the CAIR in its entirety and subsequently remanded the
rule without vacating it for the EPA to conduct further
proceedings consistent with the court’s prior opinion, On
August2,2010, the EPA published the proposed Transport
Rule, which is the regulatory program that will replace
the CAIR when finalized. The proposed Transport Rule
contains new emissions trading programs for NOx and
S0, emissions as wellas more stringent overall emissions
targets. The EPA plans to finalize the TransportRule in the
spring of 2011, Due to significant investments in NOx and
S0, emissions controls and fleet modernization projects
completed or under way, we believe both PEC and PEF
are well positioned to comply with the Transport Rule. The
outcome of the EPA’s rulemaking cannot be predicted.
Because of the D.C. Court of Appeals’ decision that
remanded the CAIR, the current implementation of the
CAIR continues to fulfill BART for NOx and SO, for BART-
affected units under the CAVR. Should this determination
change as the Transport Rule is promulgated, CAVR
compliance eventually may require consideration of NOx
and SO, emissions reductions in addition to particulate
matter emissions reductions for BART-eligible units.

Under an agreementwith the FDEP, PEF will retire Crystal
River Units No. 1 and No. 2 coal-fired steam units (CR1
and CRZ) and operate emission controf equipment at CR4
and CR5. CR1 and CR2 will be retired after the second
proposed nuclear unit at Levy completes its first fuel
cycle, which was originally anticipated to be around 2020
As required, PEF has advised the FDEP of developments
that will delay the retirement of CR1 and CR2 beyond
the originally anticipated date as discussed in “Other
Matters - Nuclear — Potential New Construction " We
are currently evaluating the impacts of the Levy schedule

requirement-Fhe-North-Carolime—mrercury=rute=contains
a requirement that all coal-fired units in the state install
mercury controls by December 31, 2017, and requires
compliance plan applications to be submitted in 2013. We
are currently evaluating the impact of these decisions. The
outcome of this matter cannot be predicted.

Clean Air Visibility Bule

The EPA’s rule requires states to identify facilities,
including power plants, built between August 1962 and
August 1977 with the potential to produce emissions
that affect visibility in certain specially protected
areas, including national parks and wilderness areas,
designated as Class | areas. To help restore visibility in
those areas, states must require the identified facilities
to install BART to control their emissions. PEC’'s BART-
gligible units are Asheville Units No. 1 and No. 2, Roxboro
Units No. 1, No. 2 and No. 3, and Sutton Unit No. 3. PEF's
BART-eligible units are Anciote Units No. 1 and No. 2,
CR1 and CRZ. The reductions associated with BART
begin in 2013. As discussed in Note 7B, Sutton Unit No. 3
is one of the coal-fired generating units that PEC plans to
replace with comhined cycle natural gas-fueled electric
generation. As discussed previously, PEF and the FDEP
announced an agreement under which PEF will retire
CR1 and CR2 as coal-fired units.

The CAVR included the EPAs determination that
compliance with the NOx and SO, requirements of the
CAIR could be used by states as a BART substitute to
fulfill BART obligations, but the states could require the
installation of additional air guality controls if they did
not achieve reasonable progress in improving visibility
The D C. Court of Appeals’ decision remanding the CAIR
maintained its implementation such that CAIR satisfies
BART for NOx and SO, Should this determination change
as the Transport Rule is promulgated, CAVR compliance
eventually may require consideration of NOx and SO,
emissions in addition to particulate matter emissions for
BART-eligible units. We are assessing the potential impact
of BART and its implications with respect to our plans
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and estimated costs to comply with the CAVR. The FDEP
finalized a Regional Haze implementation rule that goes
beyond BART by requiring sources significantly impacting
visibility in Class | areas to install additional controls by
December 31, 2017. However, in the spring of 2010 the EPA
indicated that the Reasonable Further Progress portion of
the Regional Haze implementation rule is not approvable
In August 2010, the FDEP amended the rule by removing
the Reasonable Further Progress provision, including the
December 31, 2017, deadline for installation of additonal
controls, and instead will rely on current federal programs
tn achieve improvementinvisibility. The outcome of these
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gquipment availability, or the unexpected acceleration
of compliance dates, among other things, could result
in significant increases in our estimated costs to comply
and acceleration of some projects. The outcome of this
matter cannot be predicted

Costs to comply with environmental laws and regulations
are eligible for regulatory recovery through either base
rates or cost-recovery clauses The outcome of future
petitions for recovery cannot he predicted. Our estimates of

matters cannot be predicted

Compliance Strategy

Both PEC and PEF have been developing an integrated
compliance strategy to meet the requirements of the
CAIR, the CAVR, mercury regulation and related air
quality regulations. The air quality controls installed to
comply with NOx requirements under certain sections of
the CAA and the Clean Smokestacks Act, as well as PEC's
plan to replace a portion of its coal-fired generation with
natural gas-fueled generation, resulted in a reduction of
the costs to meet PEC’s CAIR requirements.

PEC's environmental compliance projects under the first
phase of Clean Smokestacks Act emission reductions
have been placed in Service. PEFs environmental
compliance projects have also been placed in service.

The FPSC approved PEF's petition to develop and
implement an Integrated Clean Air Compliance Plan to
comply with the CAIR, CAMR and CAVR and for recovery
of prudently incurred costs necessary to achieve this
strategy through the ECRC (see discussion previously
regarding the vacating of the CAMR and remanding
of the CAIR and its potential impact on CAVR). PEF's
April 1, 2010 filing with the FPSC for true-up of final 2009
gnvironmental costs included a review of the integrated
Clean Air Compliance Plan, which reconfirmed the
efficacy of the recommended plan and included an
estimated total project cost of approximately $1.1 billion
to be spent through 2016, to plan, design, build and install
poliution control equipment at the Anclote Plant, CR4
and CR5. The majority of the $1.1 billion estimated total
project cost related to CR4 and CR5 projects, which have
been placed in service. Additional costs may be incurred
if pollution controls are required in order to comply with
the requirements of the CAVR, as discussed previously,
or to meet compliance requirements of the final Transport
Rule. Subsequent rule interpretations, increases in
the underlying material, labor and equipment costs,

vapitstexpenditurestocomply withenvironmentatiawsand
regulations are subject to periodic review and revision and
may vary significantly. PEC is continuing to evaluate various
design, technology and new generation options that could
change expenditures required to maintain compliance
with the Clean Smokestacks Act limits subsequent to 2013.
Additional compliance plans for PEC and PEF to meet the
requirements of the Transport Rule will be determined
upon finalization of the rule. As a result of the decision
remanding the CAIR, compliance plans and costs to meet
the requirements of the CAVR are being reassessed and we
cannot predictthe impactthatthe EPA's further proceedings
will have on our compliance with the CAVR requirements.
Compliance plans to meet the requirements of a revised
or new implementing rule for mercury will be determined
upon finalization of the rule. Compliance plans to meet the
requirements of a revised or new implementing rule under
Section 316(h) of the Clean Water Act (Section 316(b)), as
discussed below, will be determined upon finalization of the
rule. The timing and extent of the costs for future projects
will depend upon final compliance strategies. However, we
believe that future costs to comply with new or subsequent
rule interpretations could be significant

North Carolina Attorney General Petition under
Section 126 of the Clean Air Act

In 2004, the North Carolina attorney general filed a
petition with the EPA, under Section 126 of the CAA,
asking the federal government to force fossil fuel-fired
power plants in 13 other states, including South Carolina,
toreduce their NOx and SO, emissions The state of North
Carolina contends these out-of-state emissions interfere
with North Carolina’s ahility to meet National Ambient
Air Quality Standards (NAAQS) for ozone and particulate
matter. In 2006, the EPA issued a final response denying
the petition, and the North Carolina attorney general
filed a petiton in the D.C Court of Appeals seeking a
review of the agency’s denial In 2009, the D C Court of
Appeals remanded the EPA’s denial to the agency for
reconsideration. The outcome of the remand proceeding
cannot be predicted



Environmental groups and 13 states filed a joint petition
with the D.C. Court of Appeals arguing that the EPA’s
particulate matter rule does not adequately restrict
levels of particulate matter, especially with respectto the
annualand secondary standards In 2009, the D C Courtof
Appeals remanded the annual and secondary standards
to the EPA for further review and consideration. The
outcome of this matter cannot be predicted

In 2008, the EPA revised the 8-hour primary and secondary
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On June 22, 2010, the EPA published the final new 1-hour
NAAQS for SO,, which sets the limit 8t 75 parts per billion.
The primary NAAQS ona 24-hour average basis and annual
average will be eliminated under the new rule. The new
1-hour standard is a significantincrease in the stringency
of the standard and increases the risk of nonattainment,
especially near uncontrolled coal-fired facilities. In
addition, for the first time the EPA plans to use air quality
modeling along with monitoring data in determining
whether areas are attaining the new standard, which
is likely to expand the number of nonattainment areas.
Should additional nonattainment areas be designated

stangards for e NAAGSfor-—groumd=tevet-vzomne
Additional nonattainment areas may be designated in
PEC's and PEF's service territories as a result of these
revised standards. A number of states, environmental
groups and industry associations filed petitions against
the revised NAAQS in the D.C. Court of Appeals. The
EPA requested the D.C. Court of Appeals to suspend
proceedings in the case while the EPA evaluates
whether to maintain, modify or otherwise reconsider the
revised NAAQS. In 2009, the EPA announced that it was
reconsidering the level of the ozone NAAQS and it will
stay plans to designate nonattainment areas until after
the reconsideration has been completed

On January 7, 2010, the EPA announced a proposed
revision to the primary ozone NAAQS. In addition, the EPA
proposed a cumulative seasonal secondary standard. The
EPA plans to finalize the revisions by July 29, 2011, and
to designate nonattainment areas by August 2012. The
proposedrevisions are significantly more stringentthan the
current NAACGS. Should additional nonattainment areas be
designated in our service territories, we may be required to
install additional emission controls at some of our facilities.
The outcome of this matter cannot be predicted.

On January 25, 2010, the EPA announced a revision to
the primary NAAQS for nitrogen dioxide. Historically,
the standard for nitrogen dioxide has been an annual
average. The EPA has retained the annual standard
and added a new I-hour NAAQS. In conjunction with
proposing changes to the standard, the EPA is also
requiring an increase in the coverage of the monitoring
network, particularly near roadways where the highest
concentrations are expected to occur due to traffic
emissions. The EPA plans to designate nonattainment
areas by January 2012 Currently, there are no monitors
reporting violation of the new standard in PECs or
PEF's service territories, but the expanded monitoring
network will provide additional data, which could result
in additional nonattainment areas. The outcome of this
matter cannot he predicted

in our service territories, we may be required to install
additional emission controls at some of our facilities. The
autcome of this matter cannot he predicted.

Water Quality
1 General

As a result of the operation of certain pollution control
equipment required to comply with the air quality
issues outlined previously, new sources of wastewater
discharge will be generated at certain affected facilities.
Integration of these new wastewater discharges into the
existing wastewater treatment processes is currently
ongoing and will result in permitting, construction and
treatment requirements imposed on the Utilities now
and into the future. The future costs of complying with
these requirements could he material to our results of
operations or financial position

On September 15, 2009, the EPA concluded after a multi-
year study of power plant wastewater discharges that
current regulations have not kept pace with changes
in the electric power industry since the regulations
were issued in 1982, including addressing impacts to
wastewater discharge from operation of air pollution
control equipment. As a result, the EPA has announced
that it plans to revise the regulations that govern
wastewater discharge, which may result in operational
changes and additional compliance costs in the future.
The outcome of this matter cannot be predicted

2 Section 316(b) of the Clean Water Act

Section 316(b) requires cooling water intake structures
to reflect the best technology available for minimizing
adverse environmental impacts. The EPA promulgated
a rule implementing Section 316(b} in respect to existing
power plants in July 2004

A number of states, environmental groups and others
sought judicial review of the July 2004 rule. In 2007, the



U.S. Court of Appeals for the Second Circuit issued an
opinion and order remanding provisions of the rule to the
EPA, and the EPA suspended the rule pending further
rulemaking, with the exception of the requirement that
permitted facilities must meet any requirements under
Section 316(h) as determined by the permitting autharities
on a case-by-case, best professional judgment basis
Following appeal, in 2009, the U S. Supreme Courtissued
an opinion holding that the EPA, in selecting the "best
technology” pursuant to Section 316(b), does have
the authority to reject technolcgy when its costs are
“wholly disproportionate” to the benefits expected. Also
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and any final legislation, if enacted, cannot be determined
at this ime, however, we anticipate that it could result in
significant cost increases over time for which the Utilities
would seek corresponding rate recovery We are preparing
for a carbon-constrained future and are actively engaged in
helping shape effective policies to address the issue

The state of Florida's 2008 comprehensive energy
fegisiation included a directive that the FDEP develop
rules to establish a cap-and-trade program to regulate
GHG emissions that would be presented to the legislature.
The FDEP has studied GHG policy options and the potential

the U.S. Supreme Court held that EPAs site-specific
variance procedure {contained in the July 2004 rule)
was permissible in that the procedure required testing
to determine whether costs would be “significantly
greater than” the benefits before a variance would be
considered. As a result of these developments, our plans
and associated estimated costs to comply with Section
316{b) will need to be reassessed and determined in
accordance with any revised or new implementing rule
afteritis established by the EPA. Costs of compliance with
a revised or new implementing rule are expected to be
higher, and could be significantly higher, than estimated
costs under the July 2004 rule. Our cost estimates
to comply with the July 2004 rule were $60 million to
$90 million. In December 2010, consent decrees were
entered in two pending federal actions brought by
environmental groups against the EPA requiring the EPA
to issue proposed Section 316(b) rules by March 14, 2011,
andtoissue afinal decision by July 27,2012 The outcome
of this matter cannot be predicted.

OTHER ENVIROMMENTAL MATTERS

Climate Change

Growing state, federal and international attention to global
climate change may resultin the regulation of C0, and other
GHGs. In addition, the Obama administration has begun the
process of regulating GHG emissions through use of the
CAA. In 2007, the U.S. Supreme Court ruled that the EPA
has the authority under the CAA to regulate CO, emissions
from new automobiles. In 2008, the EPA announced that six
GHGs (CQ,, methane, nitrous oxide, hydrofluorocarbons,
perfluorocarbons and sulfur hexafluoride) pose a threat
to public health and welfare under the CAA. A number of
parties have filed petitions for review of this finding in the
DC Court of Appeals. On December 23, 2010, the EPA
announced a schedule for development of & new source
performance standard for new and existing fossil fuel-
fired electric utility units Under the schedule, the EPA will
propose the standard by July 2011 and issue the final rule by
May 2012 The fullimpact of regulation under GHG initiatives

economic impacts, butithas notdeveloped a regulation for
the consideration of the legislature. While state-level study
groups have been active in all three of our junisdictions, we
continue to believe thatthis issue requires a national policy
framework — one that provides certainty and consistency.
Our balanced solution as discussed in “Other Matters —
Energy Demand” is a comprehensive plan to meet the
anticipated demand in the Utilities” service territories
and provides a solid basis for slowing and reducing CG,
emissions by focusing on energy efficiency, alternative
energy and a state-of-the-art power system.

There are ongoing efforts to reach a new international
climate change treaty to succeed the Kyoto Protocol.
The Kyoto Protocol was originally adopted by the United
Nations to address global climate change by reducing
emissions of C0, and other GHGs. Although the treaty
wentinto effectin 2005, the United States has notadopted
it. In 2009, the United Nations Framework Convention on
Climate Change convened the 15" Conference of the
Parties to conductfurther negotiations on GHG emissions
reductions. Atthe conclusion of the conference, anumber
of the parties, including the United States, entered into
a nonbinding accord calling upon the parties to submit
emission reduction targets for 2020 to the United Nations
Framework Convention on Climate Change Secretariatby
the end of January 2010 On January 28, 2010, President
Obama submitted a proposal to reduce the U.S. GHG
emissions in the range of 17 percent below 2005 levels by
2020, subject to future congressional action

Reductions in CO, emissions to the levels specified by the
Kyoto Protocol, potential new international treaties or
federal or state proposals could be materially adverse to
ourfinancial position orresults of operationsifassociated
costs of control or limitation cannot be recovered from
ratepayers. The cost impact of legislation or regulation
to address global climate change would depend on the
specific legislation or regulation enacted and cannot be
determined at this time



In 2009, the EPA issued the final GHG emissions reporting
rule, which establishes a national protocol for the
reporting of annual GHG emissions Facilities that emit
greater than 25,000 metric tons per year of GHGs must
report emissions by March 31 of each year beginning in
2011 for year 2010 emissions Because the rule builds on
current emission-reporting requirements, compliance
with the requirements is not expected to have a material
impact on the Utilities.

On April 1, 2010, the EPA and the National Highway
Transporfation.Safety Administration.jointly announced
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end of 2007, and the synthetic fuels businesses were
ahandoned and reclassified to discontinued operations

The amountofSection 2%tax credits thatwe were allowed
to claimin any calendar vear through December 31, 2005,
was limited by the amount of our reqular federal income
tax liability. Section 29 tax credit amounts allowed but
not utilized are carried forward indefinitely as deferred
alternative minimum tax credits. Legislation enacted
in 2005 redesignated Section 29 tax credits generated
after January 1, 2006, as genera! business credits under
Section 45K of the Code. The redesignation of Section 29

the first regulation of GHG emissions from new vehicies.
The EPA is regulating mobile source GHG emissions
under Section 202 of the CAA, which according to the
EPA also results in stationary sources, such as coal-
fired power plants, being subject to regulation of GHG
emissions under the CAA. On March 29, 2010, the EPA
issued an interpretation that stationary source GHG
emissions will be subject to regulation under the CAA
beginning in January 2011 On May 13, 2010, the EPA
issued the final “tailoring rule,” which establishes the
thresholds forapplicability of the Prevention of Significant
Deterioration program permitting requirements for GHG
emissions from stationary sources such as power plants
and manufacturing facilities. Prevention of significant
deterioration is a construction air pollution permitting
program designed to ensure air quality does not degrade
beyondthe NAAQS levelsorbeyond specifiedincremental
amounts above a prescribed baseline level The tailoring
rule initially raises the permitting applicability threshold
for GHG emissions to 75,000 tons per year, and it requires
that the permitting requirements for GHG emissions
from stationary sources begin on January 2, 2011. These
developments require PEC and PEF to address GHG
emissions in new air quality permits beginning in 2011
The impact of these developments cannot be predicted

Synthetic Fuels Tax Credits

Historically, we had substantial operations associated
with the production of coal-based solid synthetic fuels
as defined under Section 29 of the Internal Revenue
Code (the Code} (Section 29} and as redesignated
effective 2006 as Section 45K of the Code (Section 45K)
as discussed below. The production and sale of these
products qualified for federal income tax credits so
long as certain requirements were satisfied. Qualifying
synthetic fuels facilities entitled their owners to federal
income tax credits based on the barrel of oil equivalent
of the synthetic fuels produced and sold by these plants
The synthetic fuels tax credit program expired at the

tax credits generated after January 1, 2006, as a Section
45K general business credit removed the regular federal
income tax liability limit on synthetic fuels production and
subjects the credits to a one-year carry back period and
a 20-year carry forward period.

Total Section 29/45K credits generated under the
synthetic fuels tax credit program (including those
generated by Florida Progress prior to our acquisition)
were 51891 billion, $1.055 billion of which has been used
through December 31, 2010, to offset regular federal
income tax liability and $836 million is being carried
forward as deferred tax credits that do not expire

See Note 220 for additional discussion related to our
previous synthetic fuels operations

Legal

We are subject to federal, state and local legislation
and court orders. The specific issugs, the status of the
issues, accruals associated with issue resolutions and our
associated exposures are discussed in detail in Note 22D

Mew Accounting Standards

See Note 2 for a discussion of the impact of new
accounting standards.



We are exposed to various risks related to changes in
market conditions. Market risk represents the potential
loss arising from adverse changes in market rates and
prices. We have a risk management committee that
includes senior executives from various business groups
The risk management committee is responsible for
administering risk management policies and monitoring

compliance with those policies by all subsidiaries. Under
gurrisk-policy..we.may use a variety of instruments
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under cur RCA facilities, which are also exposed to
floating interest rates Approximately 7 percent and
9 percent of consclidated debt had variable rates at
December 31, 2010 and 2009, respectively

Based on our variable rate long-term debt balances
at December 31, 2010, a 100 basis point change in
interest rates would result in an annual pre-tax interest
expense change of approximately $9 million We had no
outstanding short-term debt at December 31, 2010

From time to time, we use interest rate derivative

including swaps, options and forward contracts, to
manage exposure to fluctuations in commodity prices
and interest rates. Such instruments contain credit
risk to the extent that the counterparty fails to perform
under the contract. We minimize such risk by performing
credit and financial reviews using a combination of
financial analysis and publicly available credit ratings
of such counterparties (See Note 17). Both PEC and PEF
also have limited counterparty exposure for commodity
hedges (primarily gas and oil hedges) by spreading
concentration risk over a number of counterparties.

The following disclosures ahoutmarketrisk containforward-
looking statements thatinvolve estimates, projections, goals,
forecasts, assumptions, risks and vncertainties that could
cause actual results or outcomes to differ materially from
those expressed in the forward-looking statements. Please
review “Safe Harbor for Forward-Looking Statements” for a
discussion of the factors that may impact any such forward-
looking statements made herein

Certain market risks are inherent in our financial
instruments, which arise from transactions entered into
in the normal course of business. Our primary exposures
are changes in interest rates with respect to our long-
term debt and commercial paper, fluctuations in the
return on marketable securities with respect to our NDT
funds, changes in the market value of CV0s and changes
in energy-related commodity prices

These financial instruments are held for purposes other
than trading The risks discussed below do not include
the price risks associated with nonfinancial instrument
transactions and positions associated with  our
operations, such as purchase and sales commitments
and inventory

As part of our debt portfolio management and daily cash
management, we have variable rate long-term debt and
may have commercial paper and/or loans outstanding

StrHmeEnts o d\jjuoi the-mix-Herween-ficed-and ﬂuating
rate debt in our debt portfolio, to mitigate our exposure
to interest rate fluctuations associated with certain debt
instruments and to hedge interest rates with regard to
future fixed-rate debtissuances.

The notional amounts of interest rate derivatives are not
exchanged and do notrepresent exposure to creditloss.
In the event of default by a counterparty, the exposure in
the transaction is the cost of replacing the agreements at
current market rates

We use a number of models and methods to determine
interest rate risk exposure and fair value of derivative
positions. For reporting purposes, fair values and
exposures of derivative positions are determined as
of the end of the reporting period using the Bloomberg
Financial Markets system.

In accordance with GAAP, interest rate derivatives
that qualify as hedges are separated into one of two
categories. cash flow hedges or fair value hedges. Cash
flow hedges are used to reduce exposure to changes
in cash flow due to fluctuating interest rates. Fair value
hedges are used to reduce exposure to changes in fair
value due to interest rate changes

The following tables provide information, at December 31,
2010 and 2009, about our interest rate risk-sensitive
instruments. The tables present principal cash flows and
weighted-agverage interest rates by expected maturity
dates for the fixed and variable rate long-term debt and
Parent-obligated mandatorily redeemable preferred
securities of trust The tables also include estimates of the
fair value of our interest rate risk-sensitive instruments
based on quoted market prices for these or similar issues.
For interest rate forward contracts, the tables present
notional amounts and weighted-average interest rates by
contractual mandatory termination dates for 20171 to 2015
and thereafter and the related fair value Notional amounts
are used to celculate the settiement amounts under the
interest rate forward contracts. See Note 17 for more
information on interestrate derivatives
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Fair Value
{dollars in miflions} December 31,
December 31, 2010 2011 2012 2013 2014 2015 Thereafter Total 2010
Fixed-rate long-term debt 31,000 S950 S830 $300 $1,000 $7,449 $11,529 $12,826
Average interest rate 6.96% 667% 4.96% 6.05% 5.18% 6.18% 6.11%
Variable-rate long-term debt - - - - - $861 $861 $861
Average interest rate - - - - - 0.53% 053%
Debt to affiliated trust™ - - - - - 5309 $309 $315
Interest rate - - - - - 7.10% 7.10%
Interest rate forward contracts™ $550 $400 3100 - - - $1,050 $(35)
Average pay rate 4.23% 4.37% - - - 4.22%

4.19%

ik i)

Averagereceiverate

ic}

“ Florida Progress Funding Corporation - Junior Subordinated Deferrable Interest Notes
® Notional amount of 10-year forward starting swaps are categorized by mandatory cash settlement date
#) Rate is 3-month London Inter Bank Offered Rate {LIBOR}, which was 0.30% at December 31, 2010

During January 2011, Progress Energy terminated
$300 million notional of forward starting swaps in
conjunction with the issuance of $500 million of 4.40%
Senior Notes.

At December 31, 2010, Progress Energy had $1.050 billion
notional of open forward starting swaps.

Fair Value
{dollars in millions) December 31,
December 31, 2009 2010 201 2012 2013 2014 Thereafter Total 2009
Fixed-rate long-term debt $306 $1,000 8950 $825 S300 §7,864 $11,245 $12,126
Average interest rate 453% 6.96% 6.67% 4.96% 6.05% 6.13% 612%
Variable-rate long-term debt $100 - - - - 5881 5961 $961
Average interest rate 0.73% - - - - 0.45% 048%
Debt to affiliated trust™ - - - - - 3309 $309 3315
Interestrate - - - - - 7.10% 710%
Interest rate forward contracts™ §75 $150 $100 - - - $325 $19
Average pay rate 348% 403% 407% - - - 391%
Average receive rate i el fel - - - el

“ Florida Progress Funding Corporation - Junior Subordinated Deferrable Interest Notes
®Notional amount of 10-year forward starting swaps are categorized by mandatory cash settlementdate.

it Rate is 3-month LIBOR, which was 0.25% at December 31, 2009

At December 31, 2009, Progress Energy had $325 million
notional of open forward starting swaps

Marketabie Seourities Price Risk

The Utilittes maintain trust funds, pursuant to NRC
requirements, to fund certain costs of decommissioning
their nuclear plants. These funds are primarily invested in
stocks, bonds and cash equivalents, which are exposed
to price fluctuations in equity markets and to changes in
interest rates At December 31, 2010 and December 31,
2009, the fair value of these funds was $1571 billion
and $1367 bhillion, respectively. We actively monitor
our portfolio by benchmarking the performance of our
investments against certain indices and by maintaining,

and periodically reviewing, target allocation percentages
for various asset classes. The accounting for nuclear
decommissioning recognizes that the Utilities’ regulated
electric rates provide for recovery of these costs net
of any trust fund earnings, and, therefore, fluctuations
in trust fund marketable security returns do not affect
earnings. See Note 13 for further information on the trust
fund securities.

CVOs are recorded at fair value, and unrealized gains
and losses from changes in fair value are recognized
in earnings. At December 31, 2010 and December 31,
2009, the fair value of CVOs was §15 million. We perform



(w)
[aal

T

sensitivity analysesto estimate ourexposure to the market
risk of the CVOs. The sensitivity znalyses performed on
the CVOs uses quoted prices obtained from brokers or
quote services to measureg the potential l0ss in earnings
from a hypothetical 10 percent adverse change in market
prices over the next 12 months. A hypathetical 10 percent
increase in the December 31, 2010 market price would
resultin a $2 million increase in the fair value of the CVOs
and a corresponding increase in the CVO liahility

-
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We are exposed to the effects of market fluctuations
in the price of natural gas, coal, fuel oil, electricity and
other energy-related products marketed and purchased
as a result of our ownership of energy-related assets
Our exposure to these fluctuations is significantly limited
by the cost-based regulation of the Utilities. Each state
commission allows electric utilities to recover certain of
these costs through various cost-recovery clauses to the
extent the respective commission determines that such
costs are prudent Therefore, while there may be a delay
in the timing hetween when these costs are incurred and
when these costs are recovered from the ratepayers,
changes from year to year have no material impact on
operating results. In addition, most of our long-term
power sales contracts shift substantially all fuel price
risk to the purchaser

Most of our physical commodity contracts are not
derivatives or qualify as normal purchases or sales
Therefore, such contracts are not recorded at fair
value At December 31, 2010, substantially all derivative
commodity instrument positions were subject to retail
regulatory treatment.

See Note 17 for additional information with regard to our
commodity contracts and use of economic and cash flow
derivative financial instruments.
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It is the responsibility of Progress Energy’s management to establish and maintain adequate internal control over
financial reporting, as such term is defined in Rules 133-15(f) and 15d-15{f} of the Securities Exchange Act of 1934,
as amended. Progress Energy’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financisl reporting and the preparation of financial statements for external
purposes in accordance with accounting principles generally accepted in the United States of America Internal
control over financial reporting includes policies and procedures that (1) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of Progress Energy,
{2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with accounting principles generally accepted in the United States of America; (3) provide
reasonahle assurance that receipts and expenditures of Progress Energy are being made only jn accordance with

authorizations of management and directors of Progress Energy; and {4) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of Progress Energy’'s assets that could
have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of comphiance with the policies or procedures may
deteriorate

Management assessed the effectiveness of Progress Energy's internal control over financial reporting at
December 31, 2010. Management based this assessment on criteria for effective internal control over financial
reporting described in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission. Management's assessment included an evaluation of the design of Progress Energy’s
internal control over financial reporting and testing of the operational effectiveness of its internal control over financial
reporting Management reviewed the results of its assessment with the Audit and Corporate Performance Committee
{Audit Committee) of the board of directors.

Based on our assessment, management determined that, at December 31, 2010, Progress Energy maintained effective
internal control over financial reporting.

Deloitte & Touche LLP, anindependent registered public accounting firm, has audited the internal control over financial
reporting of Progress Energy as of December 31, 2010, as stated in their report

ol e

Wiltiam 0. Johnson
Chairman, President and Chief Executive Officer

Mark F Muthern
Senior Vice President and Chief Financial Officer

February 28, 2011
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We have audited the internal control over financial reporting of Progress Energy, Inc and subsidiaries {the "Company”)
as of December 31, 2010, hased on criteria established in /nternal Control — Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission. The Company's management is respansible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting, included in the accompanying Management's Report on Internal Control Over Financial Reporting. Our
responsibility is to exprass an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our apditin 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
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
anunderstanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company’s principal executive and principal financial officers, or persons performing simifar functions, and effected by
the company’s hoard of directors, management, and other personnel to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect
the transactions and dispositions of the assets of the company; (2) provide reasonable assurance thattransactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reascnable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on
the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion
or improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial
reporting to future periods are subject to the risk that the controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate

Inour opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of
December 31,2010, based on the criteria established in Intemal Control — Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Qversight Board {United

States), the consolidated financial statements as of and for the year ended December 31, 2010 of the Company, and our
report dated February 28, 2011, expressed an unqualified opinion on those consolidated financial statements.

Vot~ Teukl. 227

Raleigh, North Caroling
February 28, 2011
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We have audited the accompanying consolidated balance sheets of Progress Energy, Inc and subsidiaries {the
“Company”} as of December 31, 2010 and 2009, and the refated consolidated statements of income, comprehensive
income, changes in total equity, and cash flows for each of the three years in the period ended December 31, 2010
These financial statements are the responsibility of the Company's management Jur 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. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes 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, such consolidated financial statements present fairly, in all material respects, the financial position of
Progress Energy, Inc. and subsidiaries as of December 31,2010 and 2009, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2010, in conformity with accounting principles
generally accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board {United
States), the Company’s internal control over financial reporting as of December 31, 2010, based on the criteria
established in Internal Control — Integrated Framework issued by the Commitiee of Sponsoring Organizations of the
Treadway Commission, and our report dated February 28, 2011, expressed an unqualified opinion on the Company’s
internal control over financial reporting.

Vot~ Tkl <27

Raleigh, North Carolina
February 28, 2011
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{in millions except per share data)

Years ended December 31 2010 2009 2008
Operating revenues $10,190 59,885 85,167
Operating expenses
Fuel used in electric generation 3300 3,752 3,021
Purchased power 1,279 an 1,289
Operation and maintenance 2,027 1,894 1,820
Depreciation, amortization and accretion 920 986 839
Taxes other than on income 580 557 508
Other 30 13 {3)
Total operating expenses 8,136 8,113 7,484
Operating income 2,054 1,772 1,683
Other income {expense)
Interestincome 7 14 24
Allowance for equity funds used during construction 92 124 122
Other, net - 6 {17)
Total other income, net 99 144 129
Interest charges
Interestcharges 779 718 679
Allowance for borrowed funds used during construction (32} (39) {40)
Total interest charges, net 47 679 639
Income from continuing operations before income tax 1,406 1,237 1,173
Income tax expense 539 397 395
tncome from continuing operations 867 840 778
Discontinued operations, net of tax (4} {79} 58
Net income 863 761 836
Net income attributable to noncontrolling interests, net of tax {7} (4) {6)
Net income attributable to controlling interests 3856 $757 $830
Average common shares outstanding - basie 291 219 262
Basic and diluted earnings per common share
Income from continuing operations attributable to controlling interests, net of tax $2.96 $2.99 8285
Discontinued operations attributable to controlling interests, net of tax (0.01) {0.28} 0.22
Netincome attributable to controlling interests $2.95 S271 $3.17
Dividends declared per common share $2.480 $2.480 $2.465
Amounts attributable to controlling interests
Income from continuing operations, net of tax $860 5836 §773
Discontinued operations, net of tax (4} {79) 57
Netincome atiributable to controlling interests $856 S157 S830
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{in mittions} December 31, 2010 December 31, 2009
ASSETS
Utility plant
Utility plantin service $29,708 528,353
Accumulated depreciation (11,567} (11,176}
Utility plant in service, net 18,141 17,177
Other utility plant, net 20 212
Construction work in progress 2,205 1,790
Nuclear fuel, net of amortization 674 554
Total utility plant, net 21,240 19,733
Current assets
Lasheand.cash nr‘miunlpnfc 811 725
Receivables, net 1,033 800
Inventory 1,226 1,325
Regulatory assets 176 142
Derivative collateral posted 164 146
Income taxes receivable 52 145
Prepayments and other current assets 214 248
Total current assets 3,476 3,531
Defeired debits and other assets
Regulatory assets 2,374 2,179
Nuclear decommissioning trust funds 157 1,367
Miscellaneous other property and investments n3 438
Goodwill 3,655 3,655
Other assets and deferred debits 325 333
Total deferred debits and other assets 8,338 1,972
Total assets 533,064 $31,236

CAPITALIZATION AND LIABILITIES
Common stock equity
Common stock without par value, 500 million shares authorized, 293 million and 281 million shares

issued and outstanding, respectively $7,343 $6,873
Unearned ESOP shares (0 and 1 million shares, respectively) - (12)
Accumulated other comprehensive Joss {125) {87)
Retained earnings 2,805 2,675
Total common steck equity 16,023 9,449
Nencontrolling interests 4 6
Total equity 10,027 9,455
Preferred stock of subsidiaries 93 93
Long-term debt, affiliate 273 272
Long-term debt, net 11,864 11,779
Total capitalization 2,257 21,599
Current habilities
Current portion of long-term debt 505 406
Short-term debt - 140
Accounts payable 934 835
Interest accrued 216 206
Dividends declared 184 175
Customer deposits 24 300
Derivative liabilities %59 180
Accrued compensation and other benefits 175 167
Other current liabilities 298 239
Total current liabilities 2,955 2,658
Deferred credits and other liabilities
Noncurrentincome tex liabilities 1,696 1,196
Accumulated deferred investment tax credits 110 117
Regulatory liabilities 2,635 7,510
Assetretirement obligations 1,200 1,170
Accrued pension and other benefits 1,514 1,339
Derivative liabilities 278 240
Other liabilities and deferred credits 409 497
Total deferred credits and other liabilities 7.842 6,979

Commitments and contingencies {(Notes 21 and 22)
Total capitalization and liabilities 333,064 $31,236

Sew Nuies o Consciidyied Financiol Staismenis
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{in mitians)
Years ended December 31 2010 2009 2008
Gperating activities
Netincome $863 S761 5836
Adjusiments to reconcile net income to net cash provided by operating activities
Depreciation, amortization and accretion 1,083 1,135 957
Deferred income taxes and investment tax credits, net 478 220 411
Deferred fuel {credit) cost {2) 290 {333}
Allowance for equity funds used during construction {92 {124) (122)
Fosstgaintersatesotassets 9 2 {75)
Pension, postretirement and other employee benefits 198 136 n
Other adjustments to netincome 40 134 64
Cash {used) provided by changes in operating assets and liabilities
Receivables {200} 26 233
Inventory 98 {99} (237)
Derivative collateral posted (23} 200 {340)
Other assets (1 14 37N
income taxes, net 90 {14} {169)
Accounts payable 125 {26) 77
Accrued pension and other benefits (164) {285} (39)
Other liabilities 35 (98) {79)
Net cash provided by operating activities 2537 2,21 1,218
investing activities
Gross property additions (2,221) {2,295) {2,333}
Nuclear fuel additions {221} {200) (222)
Purchases of available-for-sale securities and other investments {7,009) {2,350} {1,590)
Proceeds from available-for-sale securities and other investiments 6,990 2,314 1,534
Other investing activiies 61 (1) 70
Net cash used by investing activities {2,400} (2,532} {2,541)
Financing activities
Issuance of common stock, net 434 623 132
Dividends paid on common stock {117} (693) (642)
Payments of short-term debt with original maturities greater than S0 days - {629) {176}
Proceeds from issuance of short-term debt with original maturities greater than 90 days - - 629
Net (decrease) increase in short-term debt {140} (381) 496
Proceeds from issuance of long-term debt, net 591 2,218 1,797
Retirement of long-term debt {400} {400) (877}
Cash distributions to noncontrolling interests (6} {6} {85)
Other financing activities {13} 14 (26)
Net cash (used) provided by financing activities (251) 806 1,248
Net {decrease} increase in cash and cash equivalents (114) 545 {75)
Cash and cash equivalents at beginning of year 125 180 255
Cash and cash equivalents at end of year S611 S725 S180
Supplemental disclosures
Cash paid for interest, net of amount capitalized S709 S701 $612
Cash (received} paid for income taxes {56) 87 152

Significant noncash transactions
Accrued property additions 313 252 334
Asset retirement cbligation additions and estimate revisions {36) {384} 14
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Accumulated Other

Common Stock Outstanding  Unearned ESOP Comprehensive Retained Noncortrolling  Total
{in millions except per shars data) Shares  Amount Shares {Loss) Income Earnings Interests  Equity
Balance, December 31, 2007 260 $6,028 $(37) S(33)  S2,438 S84 $8,479
Netincome - - - 830 8 836
Other comprehensive loss - - {82} - - (82)
Issuance of shares 4 132 - - - - 132
Aliocation of ESOP shares 13 12 - - - 25
Stock-based compensation expense 33 - - - - 33
Dividends {2 465 per share) -~ - - (646) - {8486}
Distributions-to-noncontrallinginterests = - = = {85)___ {85}
Contributions from noncontrolling interests - - - - 2 2
Other - - - - il {1
Balance, December 31, 2008 264 6,206 (25) {116} 2,622 6 8693
Netincome'” - - - 757 - 757
Other comprehensive income - - 29 - - 29
Issuance of shares 17 623 - - - - 623
Allocation of ESOP shares 8 13 - - - 21
Stock-based compensation expense 36 - - - - 36
Dividends {$2.480 per share) - - - (704) - (704)
Distributions to noncontrolling interests - - - - {1} (1}
Other - - - - 1 1
Balance, December 31, 2009 28 6,873 (12} (87) 2,675 6  9.455
Cumulative effect of change in
accounting principle {(Note 2) - - - - {2) {2)
Net income® - - - 856 3 859
Other comprehensive loss - - (38) - - {38)
Issuance of shares 12 434 - - - - 434
Allocation of ESOP shares 9 12 - - - 21
Stock-based compensation expense 27 - - - - 27
Dividends ($2.480 per share) - - - {726) - {726)
Distributions to noncontrolling interests - - - - {2} {2}
Other - - - - {1} {1}
Balance, December 31, 2010 293 $7.343 S §(125) 82,805 S4 $10,027

w1 For the year ended December 31, 2010, consclidated netincome of $863 million includes $4 million attributable to preferred shareholders
of subsidiaries, which is not a component of total equity and is excluded from the table above For the year ended December 31, 2009,
consolidated netincome of 8761 million includes $4 million attributable to preferred shareholders of subsidiaries, which is not a component
of total equity and is excluded from the table above

COMSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

{in miffions]
Years ended December 31 2010 2009 2008
Net income $863 8761  S836
Other comprehensive income {loss)
Reclassification adjustments included in netincome
Change in cash flow hedges (net of tax expense of 84, $4 and $2) 6 6 3
Change in unrecognized items for pension and other postretirement benefits (net of tax expense of 82, 83 and 81} 3 4 1
Net unrealized llosses) gains on cash flow hedges (net of tax benefit (expense) of 522, S{10} and $24) (34) 16 (37}
Net unrecognized items for pension and other postretirement benefits {net of tax benefit {expense) of 88, §{1) and 529} {13) 2 149}
Other {net of tax benefit of S-, S- and S1) - 1 -
Other comprehensive {loss} income (38} 29 {8
Comprehensive income 825 790 754
Comprehensive income atiributable to noncontrolling interests, net of tax {7} {4) (B6)
S818  S786  §748

Comprehensive income attributable to controlling interests




In this report, Progress Energy (which includes Progress
Energy, Inc. holding company [the Parent] and its regulated
and nonregulated subsidiaries on a consolidated basis,) is
at times referred to as "we,” "us” or “our " Additionally,
we may collectively refer to our electric utility subsidiaries,
Progress Energy Carolinas (PEC} and Progress Energy
Florida (PEF), as the “Utilities "
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Sheets and in the Consolidated Statements of Income
The results of operations for noncentrolling interests are
reported on a net of tax basis if the underlying subsidiary
is structured as a taxable entity

Unconsolidated investments in companies over which
we do not have control, but have the ability to exercise
influence over operating and financial policies, are
accounted for under the equity method of accounting
These investments are primarily in limited lability
corporations and fimited liability partnerships, and the
earnings from these investments are recorded on a pre-

The Parent is a public utility holding company
headquartered in Raleigh, N.C. As such, we are
subject to regulation by the Federal Energy Regulatory
Commission {FERC).

Our reportable segments are PEC and PEF, both of which
are primarily engaged in the generation, transmission,
distribution and sale of electricity. The Corporate and
Other segment primarily includes amounts applicable
to the activities of the Parent and Progress Energy
Service Company, LLC (PESC) and other miscellaneous
nonregulated businesses (Corporate and Other} that
do not separately meet the quantitative disclosure
requirements as a reportable business segment.

PEC is subject to the regulatory jurisdiction of the North
Carolina Utilities Commission {NCUC), Public Service
Commission of South Carolina {SCPSC), the United States
Nuclear Regulatory Commission {NRC) and the FERC.

PEF is subject to the regulatory jurisdiction of the
Florida Public Service Commission (FPSC), the NRC and
the FERC

See Note 19 for further information about our segments.

3. Basis of Fresentation

These financial statements have been prepared in
accordance with accounting principles generally
accepted in the United States of America [GAAP),
including GAAP for regulated operations. The financial
statements include the activities of the Parent and our
majority-owned and controlied subsidiaries. Significant
intercompany balances and transactions have been
eliminated in consolidation

Noncontrolling interests in subsidiaries along with the
income orloss attributed to these interests are includedin
noncontrolling interests in both the Consclidated Balance

tax basis. Other investments are stated principally at cost.
These equity and cost method investments are included
in miscellaneous other property and investments in the
Consolidated Balance Sheets. See Note 12 for more
information about our investments

Our presentation of operating, investing and financing
cash flows combines the respective cash flows from
our continuing and discontinued operations as permitted
under GAAP.

These notes accompany and form an integral part of
Progress Energy’s consolidated financial statements.

Certain amounts for 2009 and 2008 have heen reclassified
to conform to the 2010 presentation.

£. Consolidation of Yariable Interest Entities

We consolidate all voting interest entities in which we
own a majority voting interest and all variable interest
entities (VIEs) for which we are the primary beneficiary.
We determine whether we are the primary beneficiary of
a VIE through a qualitative analysis that identifies which
variable interest holder has the controliing financial
interest in the VIE. The variable interest holder who has
both of the following has the controlling financial interest
and is the primary heneficiary: (1} the power to direct
the activities of the VIE that most significantly impact
the VIE's economic performance and {2) the obligation
to absorh losses of, or the right to receive benefits from,
the VIE that could potentially be significant to the VIE In
performing our analysis, we consider all relevant facts
and circumstances, including: the design and activities
of the VIE, the terms of the contracts the VIE has entered
into, the nature of the VIE's variable interests issued and
how they were negotiated with or marketed to potential
investors, and which parties participated significantly in
the design or redesign of the entity.



In June 2009, the Financial Accounting Standards Board
{FASB} issued new guidance that made significant
changes to the model for determining who should
consolidate a VIE and addressed how often this
assessment should be performed. The guidance was
effective for us on January 1, 2010 {See Note 2} As a
result of the adoption, we deconsolidated two entities
that qualify for low-income housing tax credits under
Section 42 of the Internal Revenue Code (the Code) and
recognized a $(2) million cumulative effect of change in
accounting principle in 2010
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to the entities. We believe the effect of consolidating
the entities would have an insignificant impact on
our common stock equity, net earnings or cash flows.
However, because we have not received any financial
information from the counterparties, the impact cannot
be determined at this time

I

[ Al P s B % $5 g 1 PN,
0. Significant Accounting Policies
USE OF ESTIMATES AND ASSUMPTIGNS

In preparing consolidated financial statements that
conform to GAAP, management must make esfimates

Progress Energy, through its subsidiary PEC, is the
managing member, and primary beneficiary of, and
consolidates an entity that qualifies for rehabilitation
tax credits under Section 47 of the Code. Our vanable
interests are debt and equity investments in the VIE.
There were no changes to our assessment of the primary
beneficiary for this VIE during 2008 through 2010. No
financial or other support has been provided to the VIE
during the periods presented.

The following table sets forth the carrying amount and
classification of our investment in the partnership
as reflected in the Consolidated Balance Sheets at
December 31:

{in millions} 2010 2009
Miscellaneous other property and investments $12 $17
Other assets and deferred debits 1 1
Accounts payable 5 4

The assets of the VIE are colfateral for, and can only be
used to settle, its obligations. The ¢reditors of the VIE do
not have recourse to our general credit or the general
credit of PEC and there are no other arrangements that
could expose us to losses.

Progress Energy, through its subsidiary PEC, is the
primary beneficiary of two ViEs that were established to
lease buildings to PEC under capital lease agreements
Our maximum exposure to loss from these leases is a
$7.5 million mandatory fixed price purchase option for
one of the buildings. Total lease payments to these
counterparties under the lease agreements were
32 million annually in 2008, 2009 and 2010 We have
requested the necessary information to consolidate
these entities; both entities from which the necessary
financial information was requested declined to provide
the information to us, and, accordingly, we have applied
the information scope exception provided by GAAP

and assumptions that affect the reported amounts of
assets and liahilities, disclosure of contingent assets
and liabilities at the date of the consolidated financial
statements, and amounts of revenues and expenses
reflected during the reporting period. Actual results
could differ from those estimates

REVENUE RECOGNITION

We recognize revenue when it is realized or realizable
and earned when all of the following criteria are met:
persuasive evidence of an arrangement exists; delivery
has occurred or services have been rendered; our price
to the buyer is fixed or determinahble; and collectability
is reasonably assured. We recegnize electric utility
revenues as service is rendered to customers. Operating
revenues include unbilled electric vtility base revenues
earned when service has been delivered but not billed by
the end of the accounting period. Customer prepayments
are recorded as deferred revenue and recognized as
revenues as the services are provided.

FUEL COST DEFERRALS

Fuel expense includes fuel costs and other recoveries
that are deferred through fuel clauses estahlished by
the Utilities” regulators These clauses allow the Utilities
to recover fuel costs, fuel-related costs and portions of
purchased power costs through surcharges on customer
rates. These deferred fuel costs are recognized in
revenues and fuel expenses as they are billable to
customers.

EXCISE TAXES

The Utilities collect from customers certain excise
taxes levied by the state or local government upon the
customers. The Utilities account for sales and use tax on
a net basis and gross receipts tax, franchise taxes and
other excise taxes on a gross basis.



The amount of gross receipts tax, franchise taxes and
other excise taxes included in operating revenues
and taxes other than on income in the Consolidated
Statements of Income for the years ended December 31,
2010, 2009 and 2008 were $345 million, $333 million and
$295 million, respectively

Our subsidiaries provide and receive services, at
cost, to and from the Parent and its subsidiaries, in
accordance with FERC regulations. The costs of the
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Nuclear fuel is classified as a fixed asset and included
in the utility pfant section of the Consolidated Balance
Sheets. Nuclear fuel in the front-end fuel processing
phase is considered work in progress and not smortized
until placed in service

Substantially all depreciation of utility plant other than
nuclear fuel is computed on the straight-line method
hased on the estimated remaining useful lfe of the

proper‘ry ad;usted for estimated salvage {See Note
yoothn ACLIC

services arg ittt omadirectcharge-basts - whemever
possible, and on allocation factors for general costs
that cannot be directly attributed. In the subsidiaries’
financial statements, billings from affiliates are
capitalized or expensed depending on the nature of the
services rendered

UTIL

Utility plant in service is stated at historical cost less
accumulated depreciation. We capitalize all construction-
related directiabor and material costs of units of property
as well as indirect construction costs. Certain costs are
capitalized in accordance with regulatory treatment. The
cost of renewals and betterments is also capitalized
Maintenance and repairs of property (including planned
major maintenance activities), and replacements and
renewals of items determined to be less than units
of property, are charged to maintenance expense as
incurred, with the exception of nuclear outages at PEF
Pursuant to a regulatory order, PEF accrues for nuclear
outage costs in advance of scheduled outages, which
generally occur every two years. Maintenance activities
under long-term service agreements with third parties
are capitalized or expensed as appropriate as if the
Utilities had performed the activities. The cost of units
of property replaced or retired, less salvage, is charged
to accumulated depreciation. Removal or disposal costs
that do notrepresent assetretirement obligations {(AROs)
are charged to a regulatory liability.

ITY PLANT

Allowance for funds used during construction (AFUDC)
represents the estimated costs of capital funds
necessary to finance the construction of new regulated
assets. As prescribed in the requlatory uniform system
of accounts, AFUDC is charged to the cost of the plant
The equity funds portion of AFUDC is credited to other
income, and the borrowed funds portion is credited to
interest charges.

‘H—‘\] l HFSHanT 6 ulcu Fete acttnna uuuhnun?y, OB ey
SCPSC and FPSC can also grant approval to accelerate
or reduce depreciation and amortization rates of utility
assets {See Note 7)

Amartization of nuclear fuel costs is computed primarily
on the units-of-production method. In the Utilities’ retail
jurisdictions, provisions for nuclear decommissioning
costs are approved by the NCUC, the SCPSC and the
FPSC and are based on site-specific estimates that
include the costs for removal of all radioactive and other
structures at the site. In the wholesale jurisdictions,
the provisions for nuclear decommissioning costs are
approved by the FERC.

FEDERAL GRANT

The American Recovery and Reinvestment Act, signed
into faw in February 2009, contains provisions promoting
energy efficiency (EE} and renewable energy. On
April 28, 2010, we accepted a grant from the United
States Department of Energy (DOE) for $200 million in
federal matching infrastructure funds in support of our
smart grid initiatives. PEC and PEF each will receive up
to $100 million over a three-year period as project work
progresses The DOE will provide reimbursement for
50 percent of allowable project costs, as incurred, up to
the DOE's maximum obligation of $200 million. Projects
funded by the grant must be completed by April 2013

In accounting for the federal grant, we have elected to
reduce the costbasis of selectsmart grid projects Asthe
select capital projects are placed into service, this will
reduce depreciation expense over the life of the assets.
Reimbursements by the DOE are deferred as a short-
term or long-term liability on the Consolidated Balance
Sheets based on their expected date of application to
the select projects
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AROs arelegal obligations associated with the retirement
of certaintangiblelong-lived assets. The presentvalues of
retirement costs for which we have a legal obligation are
recorded as liabilities with an equivalent amount added
t0 the asset cost and depreciated over the useful life of
the associated asset. The liahility is then accreted over
time by applying an interest method of allocation to the
liability. Accretion expense is included in depreciation,
amortizationand accretioninthe Consolidated Statements
of Income. AROs have no impact on the incame of the
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regulated ratemaking process thatwould notherecorded
under GAAP for nonregulated entifies. These regulatory
assets and liabilities represent expenses deferred for
future recovery from customers or gbligations to be
refunded to customers and are primarily classified in the
Consolidated Balance Sheets as regulatory assets and
regulatory liahilities {See Note 7A). The regulatory assets
and liabilities are amortized consistent with the treatment
of the related costin the ratemaking process.

MUCLEAR COST DEFERRALS

Htitites=gsthe-effectsare-offset-by-the-establishment
of regulatory assets and regulatory habilities in order to
reflect the ratemaking treatment of the related costs

CASH AND CASH EQUIVALENTS

We consider cash and cash equivalents to include
unrestricted cash on hand, cash in banks and temporary
investments purchased with an original maturity of three
months or less.

RECEIVABLES, NET

Werecordaccountsreceivable atnetrealizablevalue This
value includes an allowance for estimated uncollectible
accounts to reflect any loss anticipated on the accounts
receivable balances. The allowance for uncollectible
accountsreflects our estimate of probable losses inherent
in the accounts receivable, unbilled revenue, and other
receivables balances. We calculate this allowance based
on our history of write-offs, level of past due accounts,
prior rate of recovery experience and relationships with
and economic status of our customers.

INVENTORY

We accountforinventory, including emission allowances,
using the average cost method. We value inventory of
the Utilities at historical cost consistent with ratemaking
treatment. Materialsandsuppliesarechargedtoinventory
when purchased and then expensed or capitalized to
plant, as appropriate, when installed. Materials reserves
are established for excess and obsolete inventory
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The Utilities” operations are subject to GAAP for
regulated operations, which allows a regulated company
to record costs that have been or are expected to he
allowed in the ratemaking process in a period different
from the period in which the costs would be charged to
expense by a nonregulated enterprise Accordingly, the
Utilities record assets and liahilities that result from the

nee nto.for fociaanrend tnooe ) 3 a
PEF-geeoumts-for-cosis-incurreg-in-conneston-with-the

proposed nuclear expansion in Florida in accordance
with FPSC regulations, which establish an alternative
cost-recovery mechanism. PEF is allowed to accelerate
the recovery of prudently incurred siting, preconstruction
costs, AFUDCandincremental operationand maintenance
expenses resulting from the siting, licensing, design and
construction of a nuclear plant through PEF's capacity
cost-recovery clause. Nuclear costs are deemed to
be recovered up to the amount of the FPSC-approved
projections, and the deferral of unrecovered nuclear
costs accrues a carrying charge equal to PEF's approved
AFUDC rate. Unrecovered nuclear costs eligible for
accelerated recovery are deferred and recorded as
regulatory assets in the Consolidated Balance Sheets
and are amortized in the period the costs are collected
from customers.

GUODWILL AND INTANGIBLE ASSETS

Goodwill is subject to at least an annual assessment
for impairment by applying a two-step, fair value-based
test This assessment could resultin periodic impairment
charges Intangible assets are amortized based on the
economic benefit of their respective lives

CHANGE iIN ACCOUNTING POLICY REGARDING
ANNIUAL GOODWILL TESTING DATE

We perform our goodwill impairment tests for the PEC
and PEF reporting units at least annually, and more
often if events or changes in circumstances indicate it
is more likely than not that their carrying values exceed
their fair values. Since the adoption of Accounting
Standards Codification {ASC) 350, Intangibles — Goodwill
and Other, through April 1, 2010, we performed the
annual impairment testing of goodwill using April 1 as
the testing date. Our annual financial and strategic
planning process, including the preparation of long-
term cash flow projections, concludes in the fourth
quarter of each year. Effective in October 2010, we
changed our annual goodwill impairment testing date



from April 1to October 31 to hetter align our impairment
testing procedures with the completion of our financial
and strategic planning process We believe the change
is preferable since these long-term cash flow projections
are a key componentin performing our annualimpairment
tests of goodwill. During 2010, we tested our goodwill for
impairment as of October 31, 2010 and April 1, 2010, and
concluded there was no impairment of the carrying value
of the goodwill. This change did not accelerate, delay,
avoid, or cause a goodwill impairment charge. As it was
impracticable to objectively determine operating and
valuation estimates for.periods prior to October 31, 2010
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GAAP requiresthatanentity recognize all derivatives as
assets or liabilities on the balance sheet and measure
those instruments at fair value, unless the derivatives
meet the GAAP criteria for normal purchases or normal
sales and are designated as such We generally
designate derivative instruments as normal purchases
ornormal sales whenever the criteris are met If normal
purchase or normal sale criteria are not met, we will
generally designate the derivative instruments as cash
flow or fair value hedges if the related hedge criteria

aaadin

we have prospectively applied the change in the annual
impairment testing date from October 31, 2010.

UNAMORTIZED DEBT PREMIUMS, DISCOUNTS
AMND EXPENSES

Long-term debt premiums, discounts and issuance
expenses are amortized over the terms of the debt
issues. Any expenses or call premiums associated with
the reacquisition of debt obligations by the Utilities are
amortized over the applicable lives using the straight-
line method consistent with ratemaking treatment {See
Note 7A).

INCOME TAXES

Deferredincome taxes have been provided for temporary
differences. These occur when the book and tax carrying
amounts of assets and liabilities differ. Investment
tax credits related to regulated operations have been
deferred and are being amortized over the estimated
service life of the related properties. Credits for the
production and sale of synthetic fuels are deferred credits
to the extent they cannot be or have not been utilized
in the annual consolidated federal income tax returns,
and are included in income tax expense {benefit) of
discontinued operations in the Consolidated Statements
of Income. We accrue for uncertain tax positions when it
is determined thatitis more likely than not that the benefit
will not be sustained on audit by the taxing authority,
including resolutions of any related appeals or litigation
processes, based solely on the technical merits of the
associated tax position. If the recognition threshold is
met, the tax benefit recognized is measured atthe largest
amount of the tax henefit that, in our judgment, is greater
than 50 percent likely to be realized. Interest expense on
tax deficiencies and uncertain tax positions is included
in netinterest charges, and tax penalties are included in
other, netin the Consolidated Statements of Income.

Fre=met-We-have-elected—rot-to—ofset=fair-vatue
amounts recognized for derivative instruments and
related collateral assets and liabilities with the same
counterparty under a master netting agreement. Certain
economic derivative instruments receive regulatory
accounting treatment, under which unrealized gains
and losses are recorded as regulatory liabilities and
assets, respectively, until the contracts are seftled.
Cash flows from derivative instruments are generally
included in cash provided by operating activities on the
Consolidated Statements of Cash Flows. See Note 17
for additional information regarding risk management
activities and derivative transactions.

LOSS CONTINGENCIES AND
ENVIRONMENTAL LIABILITIES

We accrue for loss contingencies, such as unfavorable
results of litigation, when it is prohable that a loss
has been incurred and the amount of the loss can be
reasonably estimated. With the exception of legal fees
that are incremental direct costs of an environmental
remediation effort, we do not accrue an estimate of legal
fees when a contingent loss is initially recorded, but
rather when the legal services are actually provided.

As discussed in Neote 21, we accrue environmental
remediation liabilittes when the criteria for loss
contingencies have been met We record accruals for
probable and estimable costs, including legal fees,
related to environmental sites on an undiscounted basis.
Environmental expenditures that relate to an existing
condition caused by past operations and that have
no future economic benefits are expensed. Accruals
for estimated losses from environmental remediation
ohligations generally are recognized no later than
completion of the remedial feasibility study Such
accruals are adjusted as additional information develops
or circumstances change Certain  enviranmental
expenses receive regulatory accounting treatment,
under which the expenses are recorded as regulatory



assets. Recoveries of environmental remediation costs
from other parties are recognized when their receipt
is deemed probable or on actual receipt of recovery
Environmental expenditures that have future economic
benefits are capitalized in accordance with our asset
capitalization policy

We review the recoverability of long-lived tangible and
intangihle assets whenever impairment indicators exist.
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was effective for us on January 1, 2010 See Note 1C
for information regarding our implementation of ASU
2009-17 and its impact on our financial position and
results of gperations

In January 2010, the FASB issued ASU 2010-06, "Fair
Value Measurements and Disclosures {Topic 820}
Improving Disclosures about Fair Value Measurements,”
which amends ASC 820 to clarify certain existing
disclosure requirements and to require a number of

Exampiesof these—ndicators=irctude—current—period
losses, combined with a history of losses or a projection
of continuing losses, or a significant decrease in the
market price of a long-lived asset group. If an impairment
indicator exists for assets to be held and used, then the
asset group is tested for recoverability by comparing the
carrying valuetothe sumofundiscounted expected future
cash flows directly attributable to the asset group. If the
asset group is not recoverable through undiscounted
cash flows or the asset group is to be disposed of, then an
impairmentloss is recognized for the difference between
the carrying value and the fair value of the asset group.

We review our equity investments to evaluate whether
or not a decline in fair value below the carrying value is
an other-than-temporary decline. We consider various
factors, such as the investee's cash pasition, earnings
and revenue outlook, liquidity and management's ability
to raise capital in determining whether the decline is
other-than-temporary If we determine that an other-
than-temporary decline in value exists, the investments
are written down to fair value with a new cost basis
established.

2. NEW ACCOUNTING STANDARDS

A. Consolidations

In June 2009, the FASB issued SFAS No. 167,
"Amendments to FASB Interpretation No. 46(R),
Consolidation of Variable Interest Entities.”
Subsequently, the FASB issued Accounting Standards
Update {ASU) 2009-17, “Consolidations {Topic 810}
Improvements to Financial Reporting by Enterprises
(nvolved with Variable Interest Entities,” which
codified SFAS No 167 inthe ASC This guidance made
significant changes to the model for determining
who should consolidate a VIE, addressed how often
this assessment should be performed, required all
existing arrangements with VIEs to be evaluated, and
was adopted through a cumulative effect of change
in accounting principle adjustment This guidance

addiionaldisclosures, Including amounts and reasons 1ar
significant transfers between the three levels of the fair
value hierarchy, and presentation of certain information
in the reconciliation of recurring Level 3 measurements
on a gross basis. ASU 2010-06 was effective for us on
January 1, 2010, with certain disciosures effective
January 1,2011. The adoption of ASU 2010-06 resulted in
additional disclosure but did not have an impact on our
financial position or results of operations

3. DIVESTITURES

We have completed our business strategy of divesting
nonregulated businesses to reduce our business risk
and focus on core operations of the Utilities. Included in
discontinued operations, netof tax are amountsrelated to
adjustments of our prior sales of diversified businesses.
These adjustments are generally due to guarantees
and indemnifications provided for certain legal, tax
and environmental matters. See Note 22C for further
discussion of our guarantees. The ultimate resolution
of these matters could result in additional adjustments
in future periods. The information below presents the
impacts of the divestitures on netincome attributable to
controlling interests

Susinesses

Prior to 2008, we had substantial operations associated
with the production of coal-based salid synthetic fuels
as defined under Section 29 (Section 29} of the Code
and as redesignated effective 2006 as Section 45K of the
Code {Section 45K and, collectively, Section 29/45K). The
production and sale of these products qualified for federal
income tax credits so long as certain requirements were
satisfied As a result of the expiration of the tax credit
program, all of our synthetic fuels businesses were
abandoned and all operations ceased as of December 31,
2007 The accompanying consolidated statements of
income refiect the abandoned operations of our synthetic
fuels businesses as discontinued operations
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On March 7, 2008, we sold coal terminals and docks
in West Virginia and Kentucky for $71 million in gross
cash proceeds Proceeds from the sale were used for
general corporate purposes. During the year ended
December 31, 2008, we recorded an after-tax gain of
$42 million on the sale of these assets. The accompanying
consolidated financial statements reflect the operations
as discontinued operations

On October 21, 2009, a jury delivered a verdict in a
lawsuit against Progress Energy and a number of our
subsidiaries and affiliates. As _a result, during the year
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2008
Revenuss S2
Loss before income taxes ${13)
Income tax benefit 4
Net loss from discontinued operations {9)
(ain on disposal of discontinued operations,
net of income tax expense of 82 7
Loss from discontinued operations
attributable to controlling interests 8(2)

£, Other Diversifisd Businssses

H R34

ended December 31, 2009, we recorded an after-tax
charge of $74 million to discontinued operations.

Results of coal terminals and docks and synthetic fuels
businesses discontinued operations for the years ended
December 31 were as follows:

{in millfonis) 2010 2009 2008

Revenues S S~ 817

{Loss) earnings before income taxes and

noncontrolling interest S{11) $(125) S8

Income tax benefit, including tax credits 5 47 12
Earnings attributable to noncontrolling interests - - 1)
Net {loss) earnings from discontinued operations

attributable to controlling interests 6} (78) 19
Gain on disposal of discontinued operations,

net of income tax expense of 87 - - 4

{Loss) earnings from discontinued operations
attributable to controlling interests S(6) S(78) SB1

8. Coal Mining Businesses

On March 7, 2008, we sold the remaining operations of
subsidiaries engaged in the coal mining business for
gross cash proceeds of $23 million. Proceeds from the
sale were used for general corporate purposes. As a
result of the sale, during the year ended December 31,
2008, we recorded an after-tax gain of $7 million on the
sale of these assets. During the years ended December31,
2010 and 2009, gains and losses related to post-closing
adjustments and pre-divestiture contingencies were not
material to our results of operations

The accompanying consolidated financial statements
reflect the coal mining businesses as discontinued
operations Results of discontinued operations for the
coal mining businesses for the year ended December 31,
2008 were as follows:

Also inciuded in discontinued operations are amounts
relatedto adjustments of our prior sales of otherdiversified
businesses. During the years ended December 31, 2010,
2009 and 2008, gains and losses related to post-closing
adjustments and pre-divestiture contingencies of other
diversified businesses were not material to our results
of operations.

4, PROPERTY, PLANT AND EQUIPMENT
A, Utility Plant

The balances of electric utility plant in service at
December 31 are listed below, with a range of depreciable
lives (in years) for each

{in millions} Depreciable Lives 2016 2009
Production plant 3-41  S$16,082 S15477
Transmission plant 7-15 3,530 3,273
Distribution plant 13-87 8,715 8,376
General plant and other 5-35 1,421 1,227

Utility plant in service $29,708  $28,353

Generally, electric utility plant at PEC and PEF, other than
nuclearfuel,is pledged as collateral for the firstmortgage
honds of PEC and PEF, respectively {See Note 11)

As discussed in Note 7B, PEC intends to retire no later
than December 31, 2014, all of its coal-fired generating
facilities in North Carolina that do not have scrubbers
These facilities total approximately 1,500 megawatts
(MW) at four sites. During the fourth quarter of 2010,
Progress Energy reclassified, for all periods, the net
carrying value of the four facilities from utility plant in
service, net, to other utility plant, net, on the consohdated
balance sheets, in accordance with ASC 980-360,
Regulated Operations —Property, Plantand Equipment At
December 31,2010 and 2009, the net carrying value of the



four facilities included in other utility plant, net, totaled
$172 million and $165 million, respectively Consistent
with current ratemaking treatment, PEC expects to
include the four facilities’ remaining netcarrying value in
rate base after retirement.

AFUDC represents the estimated costs of capital funds
necessary to finance the construction of new regulated
assets. As prescribed in the regulatory uniform systems
of accounts, AFUDC is charged to the cost of the plant
for certain projects in accordance with the regulatory
nravisions for each jursdiction. The equity funds portion
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Nuclear fuel, net of amortization at December 31, 2010
and 2009, was $674 million and $554 million, respectively
The amount not yet in service at December 31, 2010 and
2009, was $367 million and $308 million, respectively
Amortization of nuclear fuel costs, including disposal
costs associated with obligations to the DOE and
costs associated with obligations to the DOE for the
decommissioning and decontamination of enrichment
facilities, was $132 million, $159 million and $145 million
for the years ended December 31, 2010, 2009 and 2008,
respectively. This amortization expense is included in
fuel used in electric_generation in the Consolidated

of AFUDC is credited to other income, and the borrowed
funds portion is credited to interest charges. Regulatory
authorities consider AFUDC an appropriate charge for
inclusioninthe rates charged to customers by the Utilities
over the service life of the property. The composite
AFUDC rate for PEC’s electric utility plant was 9.2% in
2010, 2009 and 2008. The composite AFUDC rate for PEF's
electric utility plant was 7.4%, effective beginning April
1, 2010, based on its authorized return on equity (ROE)
approved in the base rate case {See Note 7C). Prior to
April 1, 2010, the composite AFUDC rate for PEF's electric
utility plant was 8.8%.

Our depreciation provisions on utility plant, as a percent
of average depreciable property other than nuclear
fuel, were 2.0%, 2.4% and 2.3% in 2010, 2009 and 2008,
respectively. The depreciation provisions related to utility
plant were $635 million, $626 million and $578 million in
2010,2009 and 2008, respectively. In addition to utility plant
depreciation provisions, depreciation, amortization and
accretion expense also includes decommissioning cost
provisions, ARG accretion, costofremoval provisions{See
Note 4C), regulatory approved expenses (See Notes 7
and 21} and Clean Smokestacks Act amortization.

During 2010, PEF updated the depreciation rates which
were approved by the FPSC in the 2009 base rate
case. The rate change was effective January, 1, 2010,
and resulted in a decrease in depreciation expense of
$43 million for 2010. Additionally, in December 2010,
PEF filed the FPSC approved depreciation rates with
the FERC for use in its formula transmission rate for its
Open Access Transmission Tariff {OATT) The FERC filing
requested depreciation rates be applied retroactively to
January 1, 2010 whereby if approved, the depreciation
rate changes will resultin a reduction to the depreciation
expense charged to PEF's OATT customers, beginning
June 1, 2011

Statements of Income

PEF's construction work in progress related to certain
nuclear projects has received regulatory treatment. At
December 31, 2010, PEF had $519 million of accelerated
recovery of construction work in process, of which
§237 million was a component of a nuclear cost-recovery
clause regulatory asset. At December 31, 2009, PEF had
$451 million of accelerated recovery of construction
work in process, of which $274 million was a component
of a nuclear cost-recovery clause regulatory asset and
$22 million was a component of a deferred fuel regulatory
asset. See Note 7C for further discussion of PEF's nuclear
costrecovery.

B. Joint Dwnership of Generating Facilities

PEC and PEF hold ownership interests in certain jointly
owned generating facilities. Each is entitied to shares of
the generating capability and output of each unit equal
to their respective ownership interests. Each also pays
its ownership share of additional construction costs, fuel
inventory purchases and operating expenses, except in
certaininstances where agreements have been executed
to limit certain joint owners’ maximum exposure to the
additional costs Each of the Utilities” share of operating
costs of the jointly owned generating facilities is included
within the corresponding line in the Consolidated
Statements of Income. The co-owner of Intercession
City Unit P11 has exclusive rights to the output of the unit
during the months of June through September. PEF has
thatright for the remainder of the year



PEC’s and PEF's ownership interests in the jointly owned

generating facilites are listed below with related
information at December 31
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{in millions} Company Dwnership Accumulated Construction Work
Subsidiary Facility Interest Plant investment Depreciation in Progress
2010

PEC Mayo 8383% $798 S294 S8
PEC Harris 8383% 3,255 1,604 16
PEC Brunswick 81.67% 1,702 939 38
PEC Roxboro Unit 4 87.06% 706 457 22
PEF Crystal River Unit 3 9178% 901 497 648
PEF Intercession City Unit P11 6667% 23 1 -~
2009

PEC Mayo 83.83% $785 5282 $8
PEC Harris 8383% 3,207 1,651 28
PEC Brunswick 8167% 1,681 981 74
PEC Roxboro Unit 4 87 06% 686 419 15
PEF Crystal River Unit3 9178% 900 472 510
PEF Intercession City Unit P11 66.67% 23 10 -

In the tables above, plant investment and accumulated
depreciation are not reduced by the regulatory
disallowances related to the Shearon Harris Nuclear
Plant {Harris}, which are not applicable to the joint
owner’s ownership interestin Harris.

In the tahles above, construction work in process for
Crystal River Unit 3 Nuclear Plant {CR3} is not reduced by
the accelerated recovery of qualifying projectcosts under
the FPSC nuclear cost-recovery rule (see Note 7C).

C. Asset Retirement Obligations

At December 31, 2010 and 2009, our asset retirement
costs included in utility plant related to nuclear
decommissioning of irradiated plant, net of accumulated
depreciation totaled $30 million and $132 million,
respectively The fair value of funds set aside in the
Utilities’ nuclear decommissioning trust {NDT)} funds
for the nuclear decommissioning liability totaled
$1571 billion and $1367 billion at December 31, 2010
and 2009, respectively (See Notes 12 and 13). Net NDT
unrealized gains are included in regulatory ligbilities
{See Note 7TA).

Qur nuclear decommissioning cost provisions, which
are included in depreciation and amortization expense,
were $31 million each in 2010, 2009 and 2008. As
discussed below, PEF has suspended its accrual for
nuclear decommissioning. Management believes that
nuclear decommissioning costs that have been and
will be recovered through rates by PEC and PEF will be
sufficient to provide for the costs of decommissioning
Expenses recognized for the disposal or removal of
utility assets that do not meet the definition of AROs,
which are included in depreciation, amortization and
accretion expense, were $87 million, $141 million and
$133 million in 2010, 2009 and 2008, respectively

The Utilities recognize removal, nonirradiated
decommissioning and dismantlement of fossil generation
plant costs in regulatory liabilities on the Consolidated
Balance Sheets {See Note 7A). At December 31, such
costs cansisted of:

tin miltions} 2010 2009
Removal costs $1,503 $1,536
Nonirradiated decommissioning costs 233 21
Oismantlement costs 121 19

Non-ARO cost of removal $1,857 S1,666




The NCUC requires that PEC update its cost estimate for
nuclear decommissioning every five years. PEC received
a new site-specific estimate of decommissioning costs
for Robinson Nuclear Plant (Robinson) Unit No 2,
Brunswick Nuclear Plant (Brunswick) Units No 1 and
No 2, and Harris, in December 2009, which was filed with
the NCUC on March 16, 2010 PEC's estimate is based on
prompt dismantlement decommissioning, which reflects
the cost of removal of all radioactive and other structures
currently at the site, with such removal occurring after
operating license expiration. These decommissioning
cost estimates_also include interim spent fuel storage
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with maintaining spent nuclear fuel on site untl such
time that it can be transferred to a DOE facility {See
Note 22D} The estimate, in 2008 dollars, is $751 million
and is subject to change hased on & variety ¢f factors
including, but not limited to, cost escalation, changes
in technoiogy applicable to nuclear decommissioning
and changes in federal, state or local regulations. The
cost estimate excludes the portion attributable to other
co-owners of CR3 See Note 7D for information about
the NRC operating license held by PEF for CR3 Based on
the 2008 estimate, assumed operating license renewal
and updated escalation factors in 2010, PEF decreased

costs associated with maintaining spent nuclear fuel on
site unti such time that it can be transferred to a DOE
facility {See Note 220}. These estimates, in 2009 dollars,
were $687 million for Unit No. 2 at Robinson, $531 million
for Brunswick Unit No. 1, $585 million for Brunswick Unit
No. 2 and $1.126 hillion for Harris. The estimates are
subjectto change based on a variety of factors including,
butnot limited to, cost escalation, changes in technology
applicable to nuclear decommissioning and changes in
federal, state or local regulations. The cost estimates
exclude the portion attributable to North Carolina Eastern
Municipal Power Agency (Power Agency), which
holds an undivided ownership interest in Brunswick
and Harris. See Note 7D for information about the NRC
operating licenses held by PEC. Based on updated cost
estimates, in 2009 PEC reduced its asset retirement cost
net of accumulated depreciation and its ARO liability by
approximately $27 million and $390 million, respectively,
resulting in no asset retirement costs included in utility
plant refated to nuclear decommissioning of irradiated
ptant at December 31, 2009.

The FPSC requires that PEF update its cost estimate for
nuclear decommissioning every five years. PEF received
a new site-specific estimate of decommissioning
costs for CR3 in October 2008, which PEF filed with
the FPSC in 2009 as part of PEF's base rate filing {See
Note 7C}. However, the FPSC deferred review of PEF's
nuclear decommissioning study from the rate case to
be addressed in 2010 in order for FPSC staff to assess
PEF's study in combination with other utilities anticipated
to submit nuclear decommissioning studies in 2010
PEF was not required to prepare a new site-specific
nuclear decommissioning study in 2010, however, PEF
was required to update the 2008 study with the most
currently available escalation rates in 2010, which was
filed with the FPSC in December 2010 PEF's estimate is
based on prompt dismantlement decommissioning and
includes interim spent fuel storage costs associated

its asset retirement cost to zero and its ARO lhability
by approximately $37 million in 2010 Retail accruals
on PEF's reserves for nuclear decommissioning were
previously suspended under the terms of previous base
rate settlement agreements. PEF expects to continue this
suspension based on its 2010 nuclear decommissioning
filing. In addition, the wholesale accrual on PEF's
reserves for nuclear decommissioning was suspended
retroactive to January 2006, following a FERC accounting
order issued in November 2006.

The FPSC requires that PEF update its cost estimate for
fossil plant dismantlement every four years. PEF received
an updated fossil dismantiement study estimate in 2008,
which PEF filed with the FPSC in 2009 as part of PEF's
base rate filing. As a result of the base rate case, the
FPSC approved an annual fossil dismantlement accrual
of $4 million. PEF's reserve for fossil plant dismantlement
was approximately $144 million and $143 million at
December 31, 2010 and 2009, including amounts in the
ARQO liability for ashestos abatement, discussed below

The Utilities have recognized ARO liabilities related to
asbestos abatement costs. The ARO Hhabilities related
to asbestos abatement costs were $53 million and
$54 million at December 31, 2010 and 2009, respectively

Additionally, the Utilities have recognized ARO liabilities
related tolandfilicapping costs. The ARO liabilities related
to landfill capping costs were 36 million and $7 million at
December 31, 2010 and 2009, respectively.

We have identified but not recognized AROs
related to electric transmission and distribution and
telecommunications assets as the result of easements
over property not owned by us. These easements are
generally perpetual and require retirement action only
upon abandonment or cessation of use of the property
for the specified purpose. The ARO is not estimable for
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such easements, as we intend to utilize these properties
indefinitely. In the event we decide to abandon or cease
the use of a particular easement, an ARQ would be
recorded at thattime

The following table presents the changes to the AROs
during the years ended December 31. Revisions to prior
gstimates of the requlated ARO are primarily related to
the updated cost estimates for nuclear decommissioning
and ashestos described above.

H HIH s
[UARLLLL AT

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
an accident and, second, to decontaminate the plant,
before any proceeds can be used for decommissioning,
plant repair or restoration. Each company is responsible
to the extent losses may exceed limits of the coverage
described above At December 31, 2010, PEF has an
outstanding claim with NEIL {See Notes 5 and 7C).

Both of the Utilities are insured against public lizbility for
a nuclear incident up to $12.595 hillion per occurrence

Asset retirement obligations at January 1, 2009 $1,471
Accretion expense 83
Revisions to prior estimates {384)
Asset retirement obligations at December 31, 2009 1,170
Additions 4
Accretion expense 65
Revisions to prior estimates {39)
Assetretirement obligations at December 31, 2010 $1,200

D. insurance

The Utilities are members of Nuclear Electric Insurance
Limited (NEIL), which provides primary and excess
insurance coverage against property damage to
members’ nuclear generating facilities. Under the primary
program, each company is insured for $500 million at each
of its respective nuclear plants. In addition to primary
coverage, NEIL also provides decontamination, premature
decommissioning and excess property insurance with
limits of $1.750 billion on each nuclear plant.

Insurance coverage against incremental costs of
replacement power resulting from prolonged accidental
outages at nuclear generating units is also provided
through membership in NEIL Both PEC and PEF are
insured under this program, following a 12-week
deductible period, for 52 weeks in the amounts ranging
from $3.5 million to $4.5 million per week Additional
weeks of coverage ranging from 71 weeks to 110
weeks are provided at 80 percent of the above weekly
amounts. For the current policy period, the companies
are subject to retrospective premium assessments of up
to approximately $28 million with respect to the primary
coverage, 341 millionwithrespectto the decontamination,
decommissioning and excess property coverage, and
$25 million for the incremental replacement power ¢osts
coverage, inthe eventcovered losses atinsured facilities
exceed premiums, reserves, reinsurance and other NEIL
resources. Pursuant to regulations of the NRC, each

Under the current provisions of the Price Anderson
Act, which limits liahility for accidents at nuclear power
plants, each company, as an owner of nuclear units,
can be assessed for a portion of any third-party liability
claims arising from an accident at any commercial
nuclear power plant in the United States In the event
that public liability claims from each insured nuclear
incident exceed the primary level of coverage provided
by American Nuclear Insurers, each company would be
subjectto pro rata assessments of up to $117.5 million for
each reactor owned for each incident Payment of such
assessments would be made over time as necessary
to limit the payment in any one year to no more than
$17.5 million per reactor owned per incident Both the
maximum assessment per reactor and the maximum
yearly assessment are adjusted for inflation at least
every five years. The next scheduled adjustment is due
on or before August 29, 2013

Under the NEIL policies, if there were multiple terrorism
losses within one year, NEIL would make available one
industry aggregate limit of $3.240 billion for noncertified
acts, along with any amountsitrecoversfromreinsurance,
government indemnity or other sources up to the limits
for each claimant. If terrorism fosses occurred beyond
the one-year period, a new set of limits and resources
would apply

The Utilities self-insure their transmission and distribution
lines againstloss due to storm damage and other natural
disasters. PEF maintains a storm damage reserve and has
a requlatory mechanism to recover the costs of named
storms on an expedited basis {See Note 7C)

For loss or damage to non-nuclear properties, excluding
self-insured transmission and distribution lines, the
Utilities are insured under an all-risk property insurance
program with a total imit of $600 million per loss. The basic
deductibieis $2 5 million perloss, and there is no outage or
replacement power coverage under this program



Income taxesreceivable and interestincome receivables
are not included in receivahles. These amounts are
included in prepayments and other current assets or
shown separately on the Consolidated Balance Sheets.
At December 31 receivables were comprised of
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7. REGULATORY MATTERS

PP P iy Fhee o el 1y
. Begulatory Assets and |

e

As regulated entities, the Utilities are subject to the
provisions of GAAPforrequlated operations. Accordingly,
the Utilities record certain assets and liabilities resulting
from the effects of the ratemaking process that would
net be recorded under GAAP for nonregulated entities.
The Utlities” ability to continue to meet the criteria for
application of GAAP for regulated operations could
be affected in the future by competitive forces and
restructuring inthe electric utiliny industry. [n the event

{in millions} 2010 2009
Trade accounts receivable $651 S581
Unbilled accounts receivable 223 193
Otherreceivatites 75 4
NEIL receivable {See Notes 4 and 7} 119 -
Allowance for doubtful receivables {35) {18)

Total receivables, net $1,033 $S800

6. INVENTORY

At December 31 inventory was comprised of:

{in millions) 2010 2009
Fuel for production $h42 $667
Materials and supplies 676 639
Emission allowances 8 18
Other - 1

Total inventory $1,226 §1,325

Materials and supplies amounts ahove exclude long-term
combustion turbine inventory amounts included in other
assets and deferred debits on the Consolidated Balance
Sheets of $24 million at December 31, 2009, which was
transferred to PEC in 2010 and is included in construction
work in progress on the Cansolidated Balance Sheet at
December 31, 2010.

Emission allowances above exclude long-term emission
allowances included in other assets and deferred debits
on the Consolidated Balance Sheets of $33 million and
$39 million, respectively, at December 31,2010 and 2009

that GAAP for regulated operations no longer applies to
a separable portion of our operations, related regulatory
assets and liabilities would be eliminated unless an
appropriate regulatory recovery mechanism was
provided. Additionally, such an event would require the
Utilities to determine if any impairment to other assets,
including wtility plant, exists and write down impaired
assets to their fair values.

Except for portions of deferred fuel costs and loss on
reacquired debt, all regulatory assets earn a return or
the cash has not yet been expended, in which case the
assets are offset by liabilities that do notincur a carrying
cost. We expect to fully recover our regulatory assets
and refund our regulatory liabilities through customer
rates under current regulatory practice.



Case No. 2011-124

Staff-DR-01-011 b part 2 attachment

(Progress Energy)

Page 68 of 124
NOTES TO CONSCOLIDATED FINAN
At December 31 the bhalances of regulatory assets
(liabilities) were as follows:
{in mitfions} 2010 2009
Deferred fuel costs — current (Notes 78 and 7€) S169 S105
Nuclear deferral (Notes 7€) 7 37
Total current regulatory assets 176 142
Deferred fuel cost - fong-term - 62
Nuclear deferral (Note 7C)# 178 239
Deferred impact of ARD {Note 4C)* 122 93
conTe tages recoverattetroaghrfutore rates™ 302 264
Loss on reacquired debt! n 35
Postretirement benefits (Note 16} 1,106 945
Derivative mark-to-market adjustment {(Note 17A}" 505 436
DSM/ Energy-efficiency deferral {Note 7B} 57 19
Other 73 80
Total long-term regulatory assets 2374 2,178
Environmental (Note 7C) {45} (24)
Deferred energy conservation cost and other current requlatory liabilities (18) (3)
Total current requlatory fiabiiities (58) (27
Non-ARO cost of removal {Nate 4C)*! {1,857} {1,866}
Deferred impact of ARO {Note 4C)® (143} {150)
Net nuclear decommissioning trust unrealized gains {Note 4C}" {4z1) (295)
Storm reserve {Note 7C)* {136} (136}
Other {78} {63}
Total long-term regulatory liabilities {2,635} (2,510}
Net regulatory liabilities S{144) $(218)

The recovery and amortization periods for these regulatory assets and {liabilities) at December 31, 2010, are as follows:
' Recorded and recovered or amortized as approved by the appropriate state utility commission over a period notexceeding five years

i Assetretirementand removal liabilities are recorded over the related property lives, which may range up to 65 years, and wiil be settled and
adjusted following completion of the related activities

“ncome taxes recoverable through future rates are recovered over the related property lives, which may range up to 65 years

W Recovered over either the remaining life of the original issue or, if refinanced, over the life of the new issue, which may range up to
30vyears

= Recovered and amortized over the remaining service period of employees In accordance with a 2009 FPSC order, PEF's 2009 deferred
pension expense of $34 million will be amortized to the extent that annual pension expense is less than the S27 million allowance provided
for in base rates (See Note 16)

" Related to derivative unrealized gains and losses that are recorded as a regulatory liability or asset, respectively, until the contracts are
s‘ettled After contract settlement and consumption of the related fuel, the realized gains or losses are passed through the fuel cost-recovery
clause

“t Recorded and recovered or amortized as approved by the appropriate state utility commission over a period notexceeding 10 years

* Related to unrealized gains and losses on NDT funds thatare recorded as aregulatory assetorliability, respectively, until the funds are used
to decommission a nuclear plant

" Utilized as storm restoration expenses are incurred



PEC's baserates are subject to the regulatory jurisdiction
of the NCUC and SCPSC. tn PEC’s mostrecent rate cases
in 1988, the NCUC and the SCPSC each authorized a2 ROE
of 12.75 percent.

COST RECOVERY FILINGS

OnNovember 17,2010, the NCUC approved three separate
PEC cost-recovery filings, all of which were effective
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facility atits Richmond County generation site to provide
additional generating and transmission capacity to meet
the growing energy demands of southern and eastern
North Carolina PEC projects that the generating facility
and related transmission will be in service by June 2011

On October 22, 2009, the NCUC issued its order granting
PEC a Certificate of Public Convenience and Necessity
to construct an approximately 950-MW combined cycle
natural gas-fueled electric generating facility at a site
in Wayne County, N.C. PEC projects that the generating
facility will be in service by January 2013

nnnnnn 3.
T

for a $170 million decrease in the fuel rate charged to its
North Carolina ratepayers, driven by declining fuel prices,
which reduced residential electric bills by $5.60 per 1,000
kilowatt-hours (kWh) for fuel cost recovery. The NCUC
appraoved PEC's request for a $31 million increase in the
demand-side management {DSM} and EE rate charged
to its North Carolina ratepayers, which increased the
residential electric bills by $1.56 per 1,000 kWh for DSM
and EE costrecovery. The NCUC approved PEC's request
for a $2 million decrease for North Carolina Renewable
Energy and Energy Efficiency Portfolio Standard {NC
REPS), which decreased the residential electric bills by
$0.07 per 1,000 kWh. The net impact of the three filings
results in an average reduction in residential electric
bills of 3.9 percent. At December 31, 2010, PEC’s North
Carolina deferred fuel and DSM / EE balances were
$56 million and $49 million, respectively.

On June 23, 2010, the SCPSC approved PEC’s request
for a $17 million decrease in the fuel rate charged to
its South Carolina ratepayers, driven by declining fuel
prices. The decrease was effective July 1, 2010, and
decreased residential electric bills by $2.73 per 1,000
kWh for fuel cost recovery. PEC also filed with the
SCPSC for anincrease in the DSM and EE rate effective
July 1, 2010, which was approved on a provisional basis
on June 30, 2010, pending review by the South Carolina
Office of Regulatory Staff The net impact of the two
filings resulted in an average reduction in residential
electric bills of 1.7 percent. We cannot predict the
outcome of this matter At December 31, 2010, PEC's
South Carolina deferred fuel and DSM / EE balances
were $15 million and $8 million, respectively

On October 13, 2008, the NCUC issued a Certificate
of Public Convenience and Necessity allowing PEC
to proceed with plans to consfruct an approximately
600-MW combined cycle dual fuel-capable generating

On December 1, 2009, PEC filed with the NCUC a plan to
retire no later than December 31, 2017, all of its coal-fired
generating facilities in North Carolina that do not have
scrubbers. These facilities total approximately 1,500 MW
atfour sites. On September 13,2010, PEC filed its 15-year
Integrated Resource Plan with the NCUC and SCPSC,
which further accelerated the expected retirement
schedule of the four coal-fired generating facilities to no
later than December 31, 2014. The net carrying value of
the four facilities at December 31, 2010, of $172 million
is included in other utility plant, net on the Consolidated
Balance Sheets. Consistent with ratemaking treatment,
PEC will continue to depreciate these plants using the
current depreciation lives and rates on file with the
NCUC and the SCPSC until PEC completes and files a
new depreciation study. The final recovery periods may
change in connection with the regulators’ determination
of the rate recovery of the remaining net carrying value.

On June 9, 2010, the NCUC issued its order granting
PEC a Certificate of Public Convenience and Necessity
to construct an approximately 620-MW combined cycle
natural gas-fueled electric generating facility at a site
in New Hanover County, N.C, to replace the existing
coal-fired generation at this site. PEC projects that the
generating facility will be in service in December 2013

The NCUC and the SCPSC approved proposals to
accelerate costrecovery of PEC's nuclear generating
assets beginning January 1, 2000, through 2009. The
North Carolina aggregate minimum and maximum
amounts of cost recovery were $415 million and
8585 million, respectively, with flexibility in the
amount of annual depreciation recorded, from none
to $150 million per year Accelerated cost recovery of
these assetsresultedinadditionaldepreciationexpense
of $52 million for the year ended December 31, 2008
PEC reached the minimum amount of $415 million of
costrecovery by December 31, 2008, and no additional
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depreciation expense from accelerated costrecovery
was subsequently recorded. As a result of the
SCPSC's approval of a 2008 PEC petition, PEC will not
be required to recognize the remaining $38 million
of accelerated depreciation required to reach the
minimum $115 million of cost recovery for the South
Carolina jurisdiction, but will record depreciation
over the useful lives of the assets No additional
depreciation expense from accelerated costrecovery
for the South Carolina jurisdiction was recorded in
2008 or subsequent to the approval.
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PEF must have reflected on its referenced surveillance
report associated amartization expense reductions of at
least $150 million. The settlement agreement does not
preclude PEF from requesting the FPSC to approve the
recovery of costs (a) that are of a type which traditionally
and historically would be, have been or are presently
recoveredthrough cost-recovery clauses or surcharges;
or {b) thatare incremental costs not currently recovered
in base rates, which the legisiature or FPSC determines
are clause recoverable; or {c} which are recoverable
through base rates under the nuclear cost-recovery
leqislation or the FPSC’s nuclear cost-recovery rule,

;. PEF Retail Bate Matters
BASE RATES

On June 1, 2010, the FPSC approved a settlement
agreement between PEF and the interveners, with
the exception of the Florida Association for Fairness
in Ratemaking, to the 2009 rate case. As part of the
settlement, PEF withdrew its motion for reconsideration
of the rate case order. Among other provisions, under
the terms of the settlement agreement, PEF will maintain
hase rates atcurrent levels through the last billing cycle
0f2012. The settlement agreement also provides that PEF
will have the discretion to reduce amortization expense
{costof removal component) by up to $150 miflionin 2010,
up to $250 millionin 2011, and up to any remaining balance
in the cost of removal reserve in 2012 until the earlier
of {(a) PEF's applicable cost of remaval reserve reaches
zero, or (b) the expiration of the settlfement agreement at
the end of 2012. In the event PEF reduces amortization
expense by less than the annual amounts for 2010 or
2011, PEF may carry forward (i e, increase the annual
cap by) any unused cost of removal reserve amounts in
subsequentyears during the term of the agreement. The
balance of the cost of removal reserve is impacted by
accruals in accordance with PEF's latest depreciation
study, removal costs expended and reductions in
amortization expense as permitted by the settlement
agreement. For the year ended December 31, 2010,
PEF recognized a $60 million reduction in amortization
expense pursuant to the settlement agreement. PEF's
applicable cost of removal reserve of $461 million is
recorded as aregulatoryliability onits December31,2010
Balance Sheet The settlement agreement also provides
PEF with the opportunity to earn @ ROE of up to 115
percent and provides that if PEF's actual retail base rate
garnings fall below a 9.5 percent ROE on an adjusted or
pro forma basis, as reported on a historical 12-month
basis during the term of the agreement, PEF may seek
general, limited or interim base rate relief, or any
comhination thereof Prior to requesting any such relief,

PEF also may, at its discretion, accelerate in whole or
in part the amortization of certain regulatory assets over
the term of the settlement agreement Finally, PEF will
be allowed to recover the costs of named storms on an
expedited basis after depletion of the storm damage
reserve. Specifically, 60 days following the filing of a
cost-recovery petition with the FPSC and based on a
12-month recovery period, PEF can begin recovery,
subject to refund, through a surcharge of up to $4.00
per 1,000 kWh on monthly residential customer bills for
storm costs. In the event the storm costs exceed that
level, any excess additional costs will be deferred and
recovered in a subsequent year or years as determined
by the FPSC. Additionally, the order approving the
settlement agreement allows PEF to use the surcharge
to replenish the storm damage reserve to $136 million,
the level as of June 1, 2010, after storm costs are fully
recovered. At December 31, 2010, PEF's storm damage
reserve was $136 million, the amount permitted by the
settlement agreement

On September 14, 2010, the FPSC approved a reduction
to PEF's AFUDC rate, from 8.848 percent to 7.44 percent.
This new rate is based on PEF's updated autharized ROE
and all adjustments approved on January 11, 2010, in
PEF's base rate case and will be used for all purposes
except for nuclear recoveries with original need pefitions
submitted on or before December 31, 2010, as permitted
by FPSC requliations

FUEL COST RECOVERY

On November 1, 2010, PEF filed a request with the FPSC
to seek approval to decrease the total fuel-costrecovery
by $205 miilion, reducing the residential rate by $6.64 per
1,000 kWh, or 52 percent effective January 1, 2011 This
decrease is due to decreases of $5.14 per 1,000 kWh
for the projected recovery through the Capacity Cost
Recovery Clause {CCRC) and of $150 per 1,000 kWh for
the projected recovery of fuel costs The decreasein the
CCRC is primarily due to the refund of a prior period over-



recovery as a result of higher than expected sales in
2010 and lower anticipated costs associated with PEF's
proposed Levy Units No 1and No. 2 Nuclear Power Plants
{Levy)in 2011 (See “Levy Nuclear”) The decreasein the
projected recovery of fuel costs is due to an expectation
of lower 2011 fuel costs and the continued recovery of
incremental CR3 replacement power costs through
insurance, partially offset by an under-recovery of 2010
fuel costs On November 2, 2010 and November 30, 2010,
the FPSC approved PEF's CCRC residential rate and fuel
rate, respectively. Within the fuel clause, PEF received
approval to collect, subjecttorefund, replacement power
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that certain schedule-critical work that PEF had
proposed to performwithin the scope ofits Limited Work
Authorization request submitted with the combined
license {COL) application will not be authorized until
the NRC issues the COL Consequently, excavation and
foundation preparation work anticipated in the initial
schedule cannot begin until the COL is issued, resulting
in a project shift of at least 20 months. Since then,
regulatory and economic conditions identified in the
2010 nuclear cost-recovery filing have changed such
that major canstruction activities on the Levy project
are being postponed until after the NRC issues the

costs related to the CR3 nuclear plant outage {See "CR3
Qutage”). At December 31, 2010, PEF's under-recovered
deferred fue! balance was $98 million.

On October 25, 2010, the FPSC approved PEF's motion to
establish a separate spin-off docketrelated to the outage
and replacement fuel and power costs associated with
the CR3 extended outage (See "CR3 Outage”}). This
docket will allow the FPSC to evaluate PEFs actions
concerning the concrete delamination and review PEF's
resulting costs associated with the CR3 extended outage.
PEF intends to file a petition within 60 days following
CR3’s return to service; however, the FPSC has not yet
established a case schedule. A hearing is expected later
in 2011. We cannot predict the outcome of this matter.

MUCLEAR COST RECOVERY
Levy Nuclear

In 2008, the FPSC granted PEF's petition for an affirmative
Determination of Need and related orders requesting
costrecovery under Florida’s nuclear cost-recovery rule
for Levy, together with the associated facilities, including
transmission lines and substation facilities. Levy is
needed tomaintainelectric systemreliability and integrity,
provide fuel and generating diversity, and allow PEF to
continue to provide adequate electricity to its customers
at a reasonable cost The proposed Levy units will be
advanced passive light water nuclear reactors, each with
a generating capacity of approximately 1,100 MW. The
petition included projections that Levy Unit No. 1 would
be placed in service by June 2016 and Levy Unit No. 2 by
June 2017 The filed, nonbinding project cost estimate for
Levy Units No 1and No 2 was approximately $14 hbillion
for generating facilities and approximately $3 billion for
associated transmission facilities

In PEF's 2010 nuclear cost-recavery filing {See “"Cost
Recovery”), PEF identified a schedule shift in the Levy
project thatresulted from the NRC's 2009 determination

COL, expected in 2013 if the current licensing schedule
remains on track. Taking into account cost, potential
carbon reguiation, fossil fuel price volatility and the
benefits of fuel diversification, we consider Levy to be
PEF's preferred baseload generation option. Along with
the FPSC’s annual prudence reviews, we will continue
to evaluate the project on an ongoing basis based on
certain criteria, including, but not limited to, public,
regulatory and political support, adequate financial
cost-recovery mechanisms; appropriate levels of joint
owner participation;, customer rate impacts; project
feasibility, including comparison to other generation
options; DSM and EE programs; and availability and
terms of capital financing.

Crystal River Unit No. 3 Nuclear Plant Uprate

In 2007, the FPSC issued an order approving PEF's
Determination of Need petition related to a multi-stage
uprate of CR3 that will increase CR3's gross output by
approximately 180 MW during its next refueling outage
PEF implemented the first-stage design modifications in
2008. PEF will apply for the required hcense amendment
for the third-stage design modification.

Cost Recavery

In 2009, pursuant to the FPSC nuclear cost-recovery
rule, PEF filed a petition to recover $446 million through
the CCRC, which primarily consisted of preconstruction
and carrying costs incurred or anticipated to be incurred
during 2009 and the projected 2010 costs associated with
the Levy and CR3 uprate projects. In an effort to help
mitigate the initial price impact on its customers, as part
of its filing, PEF proposed collecting certain costs over 8
five-year period, with associated carrying costs on the
unrecovered balance. The FPSC approved the alternate
proposal allowing PEF to recover revenue requirements
associated with the nuclear cost-recovery clause through
the CCRC beginning with the first billing cycle of January
2010. The remainder, with minor adjustments, will also be
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recovered through the CCRC In adopting PEF's proposed
rate management plan for 2010, the FPSC permitted PEF to
annually reconsider changes to the recovery of deferred
amounts to afford greater flexibility to manage future
rate impacts The rate management plan included the
2009 reclassification to the nuclear cost-recovery clause
regulatoryassetof§198 million of capacityrevenues andthe
accelerated amortization of $76 million of precanstruction
costs. The cumulative amount of $274 million was
recorded as a nuclear cost-recovery regulatory asset at
December 31, 2009, and is projected to be recovered hy
2014. At December 31, 2010, PEF's nuclear cost-recovery
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PEF maintains insurance coverage against incremental
costs of replacement power resulting from prolonged
accidental outages at CR3 through NEIL as discussed in
Note 4D. PEF also maintains insurance coverage through
an accidental property damage program, which provides
insurance coverage with a $10 million deductible per
claim. PEF notified NEIL of the claim related to the
CR3 delamination event on October 15, 2009 NEIL has
confirmed that the CR3 delamination eventis a covered
accident PEFis continuing to work with NEIL forrecovery
of applicable repair costs and associated replacement
power ¢osts.

regulatory asset was 37 milhon and 37178 milhon, classified
as current and noncurrent, respectively

On October 26, 2010, the FPSC approved PEF's annual
nuclear cost-recovery filing to recover $164 million,
which includes recovery of preconstruction, carrying
and CCRC-recoverable operations and maintenance
{0&M) costs incurred or anticipated to be incurred
during 2011, recovery of $60 million of the 2003 deferral
in 2011, as well as the estimated true-up of 2010 costs
associated with the Levy and CR3 uprate projects. This
resulted in a decrease in the nuclear cost-recovery
charge of $1.46 per 1,000 kWh for residential customers,
beginning with the first January 2011 billing cycle. The
FPSC determined the costs associated with Levy were
prudent and deferred a determination concerning the
prudence of the 2009 CR3 uprate costs until the 2011
nuclear cost-recovery proceeding. The final order was
issued on February 2,2011.

CR3 QUTAGE

In September 2009, CR3 began an outage for normal
refueling and maintenance as well as its uprate project
to increase its generating capability and to replace two
steam generators. During preparations to replace the
steam generators, workers discovered a delamination
within the concrete of the outer wall of the containment
structure, which has resulted in an extension of the
outage. After a comprehensive analysis, we have
determined that the concrete delamination at CR3 was
caused by redistribution of stresses on the containment
wall that occurred when we created an opening to
accommodate the replacement of the unit's steam
generators. We expect to complete repairs in March,
and return the unit to service following successful
completion of post-repair testing and start-up activities
in April 2011 A number of factors affect the return to
service date, including regulatory reviews by the NRC
and other agencies, emergent work, final engineering
designs, testing, weather and other developments.

The following table summarizes the CR3 replacement

power and repair costs and recovery through
December 31, 2010:
Replacement  Repair
{in millions) Power Costs Costs
Spent to date $208 $150
NEIL proceeds received {117} (64)
Insurance receivable at December 31, 2010 (54) (47)
Balance tor recovery $117 $39

PEF considers replacement power and capital costs
not recoverable through insurance to be recoverable
through its fuel cost-recovery clause or base rates.
PEF accrued $171 million of replacement power cost
reimbursements after the deductible period, which
reduced the portion of the deferred fuel regulatory asset
related to the extended CR3 outage to $117 million at
December 31, 2010. Additional replacement power costs
and repair and maintenance costs incurred until CR3 is
returned to service could be material. PEF requested,
and the FPSC approved, the creation of a separate spin-
off docket to review the prudence and costs related to
the CR3 outage (See “Fuel Cost Recovery”).

We cannot predict the outcome of this matter.

DEMAND-SIDE MAMNAGEMENT COST RECOVERY

On December 30, 2009, the FPSC ordered PEF and other
Florida utilities to adopt DSM goals based on enhanced
measures, which will result in significantly higher
conservation goals As subseguently revised by the
FPSC, PEF's aggregate conservation goals over the next
10 years were 1,134 Summer MW, 1,058 Winter MW, and
3,205 gigawatt-hours (GWh). On March 30, 2010, PEF filed
a petition for approval of its proposed DSM plan and to
authorize costrecovery through the Energy Conservation
Cost Recaovery Clause {ECCR) On September 14, 2010,



the FPSC held an agenda conference to approve PEF's
petition for the DSM plan The FPSC ruled that while
PEF's proposed DSM plan met the cumulative, 10-year
DSM goals set by the FPSC, the plan did not meet the
annual BDSM goals On October 4, 2010, the FPSC denied
PEF's petition for the DSM plan, approved PEF's solar pilot
programs, and required PEF to file a revised proposed
DSM plan that meets the annual goals set by the FPSC
PEF filed a revised proposed DSM plan on November 29,
2010 An agenda conference has been scheduled by the
FPSC for April 5, 2011 We cannot predict the outcome of
this matter.
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recovery of the remaining ynamortized amountin g hase
rate proceeding no earlier than 2015 As of December 31,
2010, PEF has not recorded any amortization related to
the deferred pension regulatory asset.

PEC's nuclearunits are currently operating underlicenses
that expire between 2030 and 2046 The NRC operating
license held by PEF for CR3 currently expires in December
2016. On December 18, 2008, PEF filed an application for
a 20-year renewal from the NRC on the operating license

On November 1, 2010, the FPSC approved PEF's request
to increase the ECCR residential rate by $0.29 per 1,000
kvvh, or 0.2 percent of the total residential rate, effective
January 1,2011 The increase in the ECCR is primarily due
{0 an increase in conservation program costs, including
the costs associated with PEF's solar pilot, partially offset
by a refund of a prior period over-recovery as a result of
higher than expected sales in 2010.

JOTHER MATTERS

On November 1, 2010, the FPSC approved PEF's request
to decrease the Environmental Cost Recovery Clause
(ECRC) by $37 million, reducing the residential rate by $1.02
per 1,000 kWh, or 0.8 percent, effective January 1, 2011.
The decrease in the ECRC is primarily due to the 2010
base rate decision, which reduced the clean air project
depreciation and return rates, and the refund of a prior
period over-recovery as a result of higher than expected
salesin2010. AtDecember 31,2010, PEF's over-recovered
deferred ECRC was $45 million.

On March 20, 2009, PEF filed a petition with the FPSC
for expedited approval of the deferral of $53 million in
2009 pension expense. PEF requested that the deferral
of pension expense continue until the recovery of these
costs is provided for in FPSC-approved base rates. On
June 16, 2009, the FPSC approved the deferral of the
retail portion of actual 2009 pension expense. As a result
of the order, PEF deferred pension expense of $34 million
for the year ended December 31, 2009. PEF willnotearn a
carrying charge onthe deferred pensionregulatory asset.
The deferral of pension expense did notresuftinachange
in PEF's 2009 retail rates or prices. In accordance with the
order, subsequent to 2009 PEF will amortize the deferred
pension regulatory assetto the extentthatannual pension
expense is less than the $27 million allowance provided
for in the base rates established in the 2010 base rate
proceeding. In the event such amortization is insufficient
to fully amortize the requlatory asset, PEF can seek

for=CR3~whichwontd-externd~the~operating=tcense
through 2036, if approved. PEF anticipates a decision
from the NRC in 2011

8. GOODWILL

Goodwill is required to be tested for impairment at
least annually and more frequently when indicators
of impairment exist. All of our goodwill is allocated to
our utility reporting units and our goodwill impairment
tests are performed at the utility reporting unit level. At
December 31, 2010 and 2009, our carrying amount of
goodwill was $3.655 billion, with $1.922 hillion assigned
to PEC and $1.733 billion assigned to PEF The amounts
assigned to PEC and PEF are recorded in our Corporate
and Other business segment. As discussed in Note 1D,
during 2010 we changed the annual testing date for
our annual goodwill impairment tests from April 1 to
October31ofeachyear Asaresult,weperformed goodwill
impairment tests as of April 1, 2010 and October 31, 2010,
and concluded there was no impairment of the carrying
value of the goodwill.

g, EQUITY
A, Common Stock

At December 31,2010 and 2009, we had 500 million shares
of common stock authorized under our charter, of which
293 million and 281 million shares were outstanding,
respectively. We periodically issue shares of common
stock through the Progress Energy 401(k) Savings &
Stock Ownership Plan {401(k}), the Progress Energy
Investor Plus Plan (IPP} and other benefit plans.

There are various provisions limiting the use of retained
earnings for the payment of dividends under certain
circumstances. At December 31, 2010, there were no
significant restrictions on the use of retained earnings
{See Note 118 and Note 25)
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The following table presents information for our common
stock issuances for the years ended December 31

Case Neo. 2011-124

Staff-DR-01-011 b part 2 attachment
(Progress Energy)

Page 74 of 124

(95

2016 2009 2008
{in millions) Shares  Net Proceeds Shares  NetProceeds Shares  Net Proceeds
Total issuances 122 $434 175 S623 37 $132
Issuances under an underwritten public offering™ - - 144 523 - -
Issuances through 401k} and/or IPP 11.2 431 75 100 3.1 131

@ The shares issued under an underwritten public offering were issued on January 12, 2009, at a public offering price of $37.50.

B. Stock-Based Dompensation

stock, with the number of shares determined by dividing

EMPLOYEE STOCK OWRNERSHIP PLA

We sponsor the 401(k) for which substantially all full-
time nonbargaining unit employees and certain part-
time nonbargaining unit employees within participating
subsidiaries are eligible. The 401{k), which has a matching
feature, encourages systematic savings by employees
and provides a method of acquiring Progress Energy
common stock and other diverse investments. The 401(k),
asamended in 1989, isan Employee Stock Ownership Plan
{ESOP) that can enter into acquisition loans to acquire
Progress Energy common stock to satisfy 401(k) common
share needs. Qualification as an ESOP did not change the
level of benefits received by employees under the 401(k)
Common stock acquired with the proceeds of an ESOP
loanwas held by the 401(k) Trusteein a suspense account
The common stock was released from the suspense
accountand made available for allocation to participants
as the ESOP loan was repaid. Such allocations are used
to partially meet common stock needs related to matching
and incentive contributions and/or reinvested dividends.
All or a portion of the dividends paid on ESOP suspense
shares and on ESOP shares allocated to participants may
be used to repay ESOP acquisition loans Dividends that
are used torepay such loans, paid directly to participants
or reinvested by participants, are deductible for income
tax purposes. At December 31, 2010, no ESOP suspense
shares were outstanding and the ESOP acquisition loan
was repaid

There were 05 million ESOP suspense shares at
December 31, 2009 with a fair value of $22 million. ESOP
shares allocated to plan participants totaled 13.4 million
and 130 million at December 31, 2010 and 2009,
respectively Our matching compensation cost under
the 401(k) is determined based on matching percentages
as defined in the plan Through December 31, 2010,
such compensation cost was allocated to participants’
accounts in the form of Progress Energy common

compensaton Cost Oy e TOMMOon StOUK Market vdiue
at the time of allocation. In 2010, we met common stock
share needs with open market purchases and with shares
released from the ESOP suspense account. Matching
costs met with shares released from the suspense
account totaled approximately $12 million, $12 million and
$8 million for the years ended December 31, 2010, 2009
and 2008, respectively. At December 31, 2008, we had a
long-term note receivable from the 401{k) Trustee related
to the purchase of common stock from us in 1988. The
halance of the note receivable from the 401(k} Trustee
was included in the determination of unearned ESOP
common stock, which reduces common stock equity.

We also sponsor the Savings Plan for Employees of
Florida Progress Corporation, which is an ESOP plan that
covers bargaining unit employees of PEF.

Total matching cost for both plans was approximately
$43 million, $41 million and $38 million for the years ended
December 31, 2010, 2009 and 2008, respectively.

OTHER STOCK-BASED COMPENSATION PLANS

We have additional compensation plans for our
officers and key employees that are stock-based in
whole or in part. Our long-term coempensation program
currently includes two types of equity-based incentives:
performance shares under the Performance Share
Sub-Plan (PSSP} and restricted stock programs. The
compensation program was established pursuant to our
1997 Equity Incentive Plan {EIP) and was continued under
our 2002 and 2007 EIPs, as amended and restated from
time to time. As authorized by the EIPs, we may grantup
to 20 million shares of Progress Energy common stock
through our long-term compensation program.

In 2008, shares issued under the PSSP used only one
performancemeasure In2009,the PSSPwasredesigned
For 2009 and 2010, shares issued under the revised plan



use total shareholder return and earnings growth as two
equally weighted performance measures The outcome
of the performance measures can resultin anincrease
or decrease from the target number of performance
shares granted. We distribute common stock shares to
participants equivalent to the number of performance
shares that ultimately vest. Through December 31, 2010,
we issued new shares of common stock to satisfy the
requirements of the PSSP program. Also, the fair value
of the stock-settled award is generally established at the
grant date based on the fair value of common stock on
that date, with subsequent adjustments made to reflect
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and $34 million, with a recognized tax benefit of
$13 million, for the years ended December 31, 2009 and
2008, respectively. No compensation costrelated to other
stock-based compensation plans was capitalized

At December 31, 2010, unrecognized compensation cost
related to nonvested other stock-based compensation
plan awards totaled $25 million, which is expected to be
recognized over a weighted-average period of 1 6 years

the status of the performance measure. Compensation
expense for all awards is reduced by estimated
forfeitures. At December 31, 2010, there were an
immaterial number of stock-settled performance target
shares outstanding. The final number of shares issued
will be dependent upon the outcome of the performance
measures discussed above.

Beginning in 2007, we began issuing restricted stock
units {RSUs) rather than the previously issued restricted
stock awards for gur officers, vice presidents, managers
and key employees. RSUs awarded to eligible employees
are generally subject to either three- or five-year cliff
vesting or three- or five-year graded vesting. Through
December 31, 2010, we issued new shares of common
stock to satisfy the requirements of the RSU program.
Compensation expense, based on the fair value of
common stock at the grant date, is recognized over
the applicable vesting period, with corresponding
increases in common stock equity. RSUs are included
as shares outstanding in the basic earnings per share
calculation and are converted to shares upon vesting. At
December 31, 2010, there were an immaterial number of
RSUs outstanding.

The total fair value of RSUs vested during the years
ended December 31, 2010, 2009 and 2008, was
$24 million, $16 million and $9 million, respectively. No
cash was expended to purchase stock to satisfy RSU
plan obligations in 2010, 2009 and 2008. The RSUs vested
during 2010 had a weighted-average grant date fair value
of $43.58

Our Consolidated Statements of Income included total
recognized expense for other stock-based compensation
plans of 827 million for the year ended December 31, 2010,
with a recognized tax benefit of $11 million The total
expense recognized on our Consolidated Statements of
Income for other stock-based compensation plans was
$37 million, with a recognized tax benefit of $14 million,
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the weighted-average number of common shares
outstanding, which includes the effects of unvested
share-based payment awards thatcontain nonforfeitable
rights to dividends or dividend equivalents. Diluted
garnings per share include the effects of the nonvested
portion of performance share awards and the effect of

stock options outstanding.

A reconciliation of the weighted-average number
of common shares outstanding for the years ended
December 31 for basic and dilutive purposes follows:

{in millions/ 2016 2009 2008
Weighted-average common shares —basic 2907 2794 2616

Net effect of dilutive stock-based
compensation plans 8.1 0.1 0.1

Weighted-average shares —fully diluted 2908 2795 2617

There were no adjustments to net income or to income
from continuing operations attributable to controlling
interests between the calculations of basic and fully
diluted earnings percommonshare. Therewere 0.8 million,
1.5 million and 1.6 million stock options outstanding at
December 31, 2010, 2009 and 2008, respectively, which
were not included in the weighted-average number of
shares for computing the fully diluted earnings per share
because they were antidilutive

0. Accumulzied Other Comprahensive Loss
Components of accumulated other comprehensive loss,
net of tax, at December 31 were as follows:

fin mitfions} 2010 2009
Cash flow hedges 3(63) Si35)
Pension and other postretirement benefits {62) {52)

Total accumulated other comprehensive loss S(125) Si87)
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All of our preferred stock was issued by the Uulities
The preferred stock is considered temporary equity due
to certain provisions that could require us to redeem
the preferred stock for cash. In the event dividends
payable on PEC or PEF preferred stock are in default
for an amount equivalent to or exceeding four guarterly
dividend payments, the holders of the preferred stock
are entitled to elect a majority of PEC or PEF's respective
board of directors until all accrued and unpaid dividends
are paid. All classes of preferred stock are entitled to
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any preemptive rights. All classes of preferred stock have
a liquidation preference equal to $100 per share plus any
accumulated unpaid dividends except for PEF's 475%,
$100 par value class, which does not have a liguidation
preference Each holder of PEC's preferred stock is
entitied to one vote. The holders of PEF’s preferred stock
have no right to vote except for certain circumstances
involving dividends payable on preferred stock that are
in default or certain matters affecting the rights and
preferences of the preferred stock

At December 31, 2010 and 2009, preferred stock

cumatative -thvidends-with-preference-to—the—common
stock dividends, are redeemable by vote of the Utilities’
respective board of directors atany time, and do nothave

outstanding consisted of the following:

Shares
{dollars in millions, except share and per share data) Authorized Outstanding Redemption Price Total
PEC
Cumulative, no par value $5 Preferred Stock 300,000 236,997 $110.00 $24
Cumulative, no par value Serial Preferred Stock 20,000,000
$4.20 Serial Preferred 100,000 102.00 10
8544 Serial Preferred 249,850 101.00 25
Cumulative, no par value Preferred Stock A 5,000,000 - - -
No par value Preference Stock 10,000,000 - - -
Total PEC 59
PEF
Cumulative, $100 par value Preferred Stock 4,000,000
400% $100 par value Preferred 39,980 104 .25 4
4.40% $100 par value Preferred 75,000 102.00 8
458% $100 par value Preferred 99,990 101.00 10
4.60% $100 par value Preferred 39,997 103.25 4
4.75% $100 par value Preferred 80,000 102.00 8
Cumulative, no par value Preferred Stock 5,000,000 - - -
S100 par value Preference Stock 1,000,000 - - -
Total PEF 34
Total preferred stock of subsidiaries $93
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At December 31 our long-term debt consisted of the
following {maturities and weighted-average interest
rates at December 31, 2010):
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fin millions) 2010 2009
Parent
Senior unsecured notes, maturing 2011-2039 6.64% $4,200 $4,300
Unamortized premium and discount, net {6) {7
Current portion of long-term debt {205} {100}
Long-term debt, net 3,989 4,193
PEC
First mortgage bonds, maturing 2011-2038 560% 2525 2,525
Poliution control obligations, maturing 2017-2024 0 89% 669 669
Senior unsecured notes, maturing 2012 650% 500 500
Miscellaneous notes 6.00% 5 21
Unamortized premium and discount, net (6} {6}
Current portion of long-term debt - {6}
Long-term debt, net 3,693 3,703
PEF
First mortgage bonds, maturing 2011-2040 582% 4,100 3,800
Pollution controf obligations, maturing 2018-2027 052% 24 241
Medium-term notes, maturing 2028 6.75% 150 150
Unamortized premium and discount, net {9) {8)
Current portion of long-term debt {300) {300}
Long-term debt, net 4,182 3,883
Progress Energy consolidated long-term debt, net $11,864 $11,779
Florida Progress Funding Corporation (See Note 23}
Debt to affiliated trust, maturing 2039 110% $309 $ 309
Unamortized premium and discount, net {36} {37)
Long-term debt, affiliate 8273 S$212

On January 21, 2011, the Parent issued $500 million
of 4.40% Senior Notes due 2021 We expect to use net
proceeds of $495 million, along with available cash on
hand, to retire at maturity the $700 million outstanding
aggregate principal balance of our 7.10% Senior Notes
due March 1,2011. Accordingly, we classified $495 million
of the Parent's $700 million 7.10% Senior Notes due
March 1,2011 as long-term debt at December 31, 2010

On January 15, 2010, the Parent paid at maturity
$100 million of its Series A Floating Rate Notes with a
portion of the proceeds from the $950 million of Senior
Notes issued in November 2009

On March 25, 2010, PEF issued $250 million of 4 55% First
Mortgage Bonds due 2020 and $350 million of 565%
First Mortgage Bonds due 2040 Proceeds were used to
repay the outstanding halance of PEF's notes payable
to affiliated companies, to repay the maturity of PEF's
$300 million 4.50% First Mortgage Bonds due June 1,
2010, and for general corporate purposes.

At December 31, 2010 and 2009, we had committed lines
of credit used to support our commercial paper and
other short-term borrowings At December 31, 2010 and
December 31, 2009, we had no outstanding borrowings
under our revolving credit agreements {RCAs}. We are
required to pay fees to maintain our credit facilities



The following tables summarize our RCAs and available
capacity at December 31
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fin millions} Total Qutstanding Reserved™ Available

2018

Parent Five-year (expiring 5/3/12)" S500 S- $31 $469

PEC Three-year {expiring 10/15/13) 750 - - 750

PEF Three-year {expiring 10/15/13) 750 - - 750
Total credit facilities $2,000 S 83t 51,969

2008

Parert Frresyeartexpiring 5342} 54128 S S $953

PEC Five-year (expiring 6/28/11) 450 - - 450

PEF Rive-year (expiring 3/28/11) 450 - - 450
Total credit facilities 82,030 S~ $177 §1,853

" To the extent amounts are reserved for commercial paper or letters of credit outstanding, they are not available for additional borrowings
At December 31, 2010 and 2009, the Parenthad $31 million and $37 mll[ion, respectively, of letters of creditissued, which were supported by
the RCA Additionally, an December 31, 2009, the Parent had $140 million of outstanding commercial paper supported by the RCA

® Approximately $22 million of the S500 million will expire May 3, 2011

On October 15, 2010, PEC and PEF each entered into
new $750 million, three-year RCAs with a syndication of
22 financial institutions. The RCAs are used to provide
liquidity support for PEC's and PEFs issuances of
commercial paper and other short-term obligations, and
for general corporate purposes. The RCAs will expire on
October 15, 2013. The new 3750 million RCAs replaced
PEC'sand PEF's$450 million RCAs, whichwere setto expire
on June 28, 2011 and March 28, 2011, respectively. Both
$450 million RCAs were terminated effective October 15,
2010. Fees and interest rates under the new RCAs are to
be determined based upon the respective credit ratings
of PEC’s and PEF’s long-term unsecured senior noncredit-
enhanced debt, as rated by Moody's [nvestor Services,
Inc. (Moody's) and Standard and Poor’s Rating Services
(S&P). The RCAs do not include material adverse change
representations for borrowings or financial covenants
for interest coverage. See “Covenants and Default
Provisions” for additional provisions related to the RCAs.

Also on October 15, 2010, the Parent ratably reduced the
size of its $1.130 billion credit facility to $500 million with
the existing group of 15 financial institutions. As a result
of the changes made on October 15, 2010, cur combined
credit commitments total $2.000 billion, supported by
24 financial institutions

The following table summarizes short-term debt
comprised of outstanding commercial paper, and related
weighted-average interest rates at December 31

{in millions)} 2010 2009
Parent % S 0.49% $140
PEC - - - -
PEF - - - -
Total Yo S- 0.49 % $140

Long-term debt maturities during the next five years are
as follows:

{in milfions)

2011 $1,000
2012 950
2013 830
2014 300
2015 1,000




The Parent’s, PEC’s and PEF's credit lines contain various
terms and conditions that could affect the ability to
borrow under these facilities. All of the credit facilities
include a defined maximum total debt to total capital
ratio {leverage}. At December 31, 2010, the maximum
and calculated ratios, pursuant to the terms of the
agreements, were as follows
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Neitherthe Parent’s Articles of Incorporation norany of its
debt obligations contain any restrictions on the payment
of dividends, so long as no shares of preferred stock are
gutstanding. At December 31, 2010, the Parent had no
shares of preferred stock outstanding See Note 25 for
information regarding restrictions on dividends relative
to the Progress Energy and Duke Energy Agreement and
Ptan of Merger

Certain documents restrict the payment of dividends by

Company Maximum Batia Actual Ratig®:
Parent 68% 56%
PEC 65% 42%
PEF 65% 49%

“Indebtedness as defined by the creditagreementincludes certain
letters of creditand guarantees notrecorded on the Consoclidated
Balance Sheets.

CROSS-DEFAULT PROVISIONS

Each of these credit agreements contains cross-default
provisions for defaults of indebtedness in excess of
the following thresholds: $50 million for the Parent and
$35 million each for PEC and PEF Under these provisions,
if the applicable borrower or certain subsidiaries of the
borrower fail to pay various debt obligations in excess
of their respective cross-defauit threshold, the lenders
of that credit facility could accelerate payment of any
outstanding borrowing and terminate their commitments
to the credit facility. The Parent’s cross-default provision
can be triggered by the Parent and its significant
subsidiaries, as defined in the credit agreement PEC's
and PEF's cross-default provisions can he triggered only
by defaults of indebtedness by PEC and its subsidiaries
and PEF, respectively, not by each other or by other
affiliates of PEC and PEF.

Additionally, certain of the Parent’s long-term debt
indentures contain cross-default provisions for defaults
of indebtedness in excess of amounts ranging from
$25 million to $50 million, these provisions apply only to
other obligations of the Parent, primarily commercial
paper issued by the Parent, not its subsidiaries. In the
event that these indenture cross-default provisions are
triggered, the debt holders could accelerate payment
of long-term debt Following payment of the Parent’s
§700 million March 1, 2011 maturity, $4 000 billion in long-
term debt could be subject to acceleration provisions
Certain agreements underlying our indebtedness also
imit our ability to incur additional liens or engage in
certain types of sale and leaseback transactions

the-Parents-subsidiaries-as-outlined-below
PEC’s mortgage indenture provides that as long as any
first mortgage bonds are outstanding, cash dividends
and distributions on its common stock and purchases
of its common stock are restricted to aggregate net
income available for PEC since December 31, 1948, plus
$3 million, less the amount of all preferred stock dividends
and distributions, and aill common stock purchases,
since December 31, 1948. At December 31, 2010, none of
PEC’s cash dividends or distributions on common stock
was restricted

In addition, PEC's Articles of Incorporation provide that
so long as any shares of preferred stock are outstanding,
the aggregate amount of cash dividends or distributions
on common stock since December 31, 1945, including the
amount then proposed to he expended, shall be limited
to 75 percent of the aggregate net income available for
common stock if common stock equity falls below 25
percentoftotal capitalization, and to 50 percentif common
stock equity falls below 20 percent. PEC's Articles of
incorporation also provide that cash dividends on
common stock shall be limited to 75 percent of the current
year's netincome available for dividends if common stock
equity falls below 25 percent of total capitalization, and to
50 percentif common stock equity falls below 20 percent
At December 31, 2010, PEC's comman stock equity was
approximately 58.0 percent of total capitalization. At
December 31, 2010, none of PECs cash dividends or
distributions on common stock was restricted.

PEFs mortgage indenture provides that as long as any
first mortgage bonds are outstanding, it will not pay any
cash dividends upon its common stock, or make any
other distribution to the stockholders, except a payment
or distribution out of net income of PEF subsequent to
December31,1943 AtDecember 31,2010, none of PEFs cash
dividends or distributions on common stock was restricted



In addition, PEF's Articles of Incorporation provide thatso
long as any shares of preferred stock are outstanding, no
cash dividends or distributions on comman stock shall be
paid, if the aggregate amountthereof since April 30, 1944,
including the amount then proposed to be expended,
pius all other charges to retained earnings since April
30, 1944, exceeds all credits to retained earnings since
April 30, 1944, plus all amounts credited to capital surplus
after April 30, 1944, arising from the donation to PEF of
cash or securities or transfers of amounts from retained
earningsto capital surplus. PEF's Articles of Incorporation
also_provide that cash dividends on common stock
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At December 31, 2010 and 2009, we had investments in
various debt and equity securities, cost investments,
company-owned life insurance and investments held in
trust funds as follows

shall be limited to 75 percent of the current year’s net
income available for dividends if common stock equity
falls below 25 percent of total capitalization, and to 50
percent if common stock equity falls below 20 percent.
On December 31, 2010, PEF's common stock equity
was approximately 53.7 percent of total capitalization.
At December 31, 2010, none of PEF's cash dividends or
distributions on common stock was restricted.

C. Collateralized Obligations

PEC’s and PEF's first mortgage bonds are collateralized
by their respective mortgage indentures. Each mortgage
constitutes a first lien on substantially all of the fixed
properties of the respective company, subject to certain
permitted encumbrances and exceptions. Each mortgage
also constitutes a lien on subsequently acquired
property. At December 31, 2010, PEC and PEF had a total
of $3.194 billion and $4.341 billion, respectively, of first
mortgage bonds outstanding, including those related
to pollution control obligations. Each mortgage allows
the issuance of additional mortgage bonds upon the
satisfaction of certain conditions

0. Guarantees of Subsidiary Debt

See Note 18 onrelated party transactions for a discussion
of obligations guaranteed or secured by affiliates

£. Hedging Activities

We use interest rate derivatives to adjust the fixed and
variable rate components of our debt portfolio and to
hedge cash flow risk refated to commercial paper and
fixed-rate debt to be issued in the future. See Note 17
for a discussion of risk management activities and
derivative transactions

{in millions} 20180 2008
Nuclear decommissioning trust {See Notes

AC and 13) $1,571 $1,367
Equity method investments™ 16 8
Costinvestments™ 5 5
Company-owned life insurance' 46 45
Benefitinvestment trusts®’ 175 191

Total $1,813 $1.626

! Investments in unconsolidated companies are accounted for using
the equity method of accounting {See Note 1) and are included in
miscellaneous other property and investments in the Consolidated
Balance Sheets. These investments are primarily in limited liability
corporations and limited partnerships, and the earnings from these
investments are recorded on a pre-tax basis

b Investments stated principally at cost are included in
miscellaneous other property and investments in the
Consolidated Balance Sheets

i lnvestments in company-owned life insurance approximate fair
value due to the nature of the investments and are included in
miscellaneous other property andinvestments in the Consolidated
Balance Sheets

W Benefit investment trusts are included in miscellaneous other
property and investments in the Consolidated Balance Sheets
At December 31, 2010 and 2009, $166 million and $152 million,
respectively, of investments in company-owned life insurance
were held in Progress Energy’s frusts.

8. Impairment of Investments

We evaluate declines in value of investments under the
criteria of GAAP. Declines in fair value to below the cost
basis judged to be other than temporary on available-
for-sale securities are included in long-term regulatory
assets or liahilities on the Consolidated Balance Sheets
for securities held in our nuclear decommissioning trust
funds and in operation and maintenance expense and
other, net on the Consclidated Statements of Income
for securities in our benefit investment trusts, other
available-for-sale securities and eguity and cost method
investments See Note 13foradditionalinformation. There
were no material other-than-termporary impairments in
2010, 2009 or 2008



The carrying amount of our long-term debt, including
current maturities, was $12.642 billion and $12 457 billion
at December 31, 2010 and 2009, respectively The
estimated fair value of this debt, as obtained from
quoted market prices for the same or similar issues, was
$14.0 billion and $13.4 billion at December 31, 2010 and
2009, respectively.
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for as available-for-sale securities at fair value Our
available-for-sale securities include investments in
stocks, bonds and cash equivalents held in trust funds,
pursuant to NRC requirements, to fund certain costs of
decommissioningthe Utilities' nuclearplants{See Note4C)
NDT funds are presented on the Consolidated Balance
Sheets atfair value. In addition to the NDT funds, we hold
other debt investments classified as availabie-for-sale,
which are included in miscellanecus other property
and investments on the Consolidated Balance Sheets at
fair value.

INVESTMENTS

Certain investments in debt and equity securities that
have readily determinable market values are accounted

The following table summarizes our avaiiable-for-sale
securities at December 31:

(in millions} Fair Value Unrealized Losses Unrealized Gains
2010
Common stock equity $1,021 $13 s408
Preferred stock and other equity 28 ~ 1"
Corporate debt 90 - 6
U.S. state and municipal debt 132
U.S. and foreign government debt 264 2 10
Money market funds and other 52 - 1
Total $1,587 $19 S438
2009
Common stock equity $839 322 $301
Preferred stock and other equity 16 - 5
Corporate debt 7 1 5
U.S. state and municipal debt 118 2 3
U.S. and foreign government debt 197 1 8
Money market funds and other 161 - -
Total §1,402 $26 $322

The NDT funds and other available-for-sale debt
investments held in certain benefit trusts are managed
by third-party investment managers who have a right to
sell securities without our authorization. Net unrealized
gains and losses of the NDT funds that would be
recorded in earnings or other comprehensive income by a
nonregulated entity are recorded as regulatory assets and
liabilities pursuant to ratemaking treatment Therefore, the
preceding tables include the unrealized gains and losses
for the NDT funds based on the original cost of the trust
investments. All of the unrealized losses and unrealized
gains for 2010 and 2009 relste to the NDT funds. There
were ng material unrealized losses and unrealized gains
for the other available-for-sale debt securities held in
benefit trusts at December 31, 2010 and 2009

The aggregate fair value of investments that related to
the December 31, 2010 and 2009 unrealized losses was
$195 million and $209 million, respectively.

AtDecember 31, 2010, the fair value of our available-for-sale
debt securities by contractual maturity was

{in miilions)

Due in one year or less S77

Due after one through five years 223

Due after five through 10 years 126

Due after 10years 1"
Total $493




MOTES T0 CONED
£e i

The following table presents selected information about
our sales of available-for-sale securities for the years
ended December 31 Realized gains and losses were
determined on a specific identification basis

{in miffions) 2010 2009 2008
Proceeds $6,747 32,207 $1,318
Realized gains 21 26 79
Realized losses 21 8] 86

Proceeds were primarily related to NDT funds. Losses
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consists of financial instruments such as exchange-
traded derivatives and listed equities

Level 2—The pricing inputs are inputs other than quoted
prices included within Level 1 that are observable
for the asset or liability, either directly or indirectly.
Level 2 includes financial instruments that are valued
using models or other valuation methodologies. These
models are primarily industry-standard models that
consider various assumptions, including gquoted
forward prices for commodities, time value, volatility
factors, and current market and contractual prices
for the underlving instruments, as_well as_other

for investments in the benefit investment rusts were not
material. Other securities are evaluated on an individual
basis to determine if a decline in fair value below the
carrying value is other-than-temporary. At December 31,
2010 and 2009, our other securities had no investments in
a continuous loss position for greater than 12 months

B, Fair Yalue Measurements

GAAP defines fair value as the price that would be
received to sell an asset or paid to transfer a liahility
in an orderly transaction between market participants
at the measurement date {ie., an exit price). Fair
value measurements require the use of market data
or assumptions that market participants would use in
pricing the asset or liability, including assumptions about
risk and the risks inherent in the inputs to the valuation
technique. These inputs can be readily observable,
corrchorated by market data, or generally unobservable
Valuation technigues are required to maximize the use of
observable inputs and minimize the use of unobservable
inputs. A midmarket pricing convention (the midpoint
price between bid and ask prices) is permitted for use as
a practical expedient.

GAAP also establishes a fair value hierarchy that
prioritizes the inputs used to measure fair value, and
requires fairvalue measurementstobe categorized based
on the observabhility of those inputs. The hierarchy gives
the highest priority to unadjusted quoted prices in active
markets for identical assets or liabilities {Level 1 inputs)
and the lowest priority to unobservable inputs (Level 3
inputs) The three levels of the fair value hierarchy are
as follows

Level 1 - The pricing inputs are unadjusted quoted
pricesin active markets foridentical assets orliabilities
as of the reporting date. Active markets are those in
which transactions for the asset or liability occur in
sufficient frequency and volume to provide pricing
information on an ongoing bhasis. Level 1 primarily

relevant economic measures. Substantially all of
these assumptions are observable in the marketplace
throughout the full term of the instrument, can be
derived from observable data or are supported by
observable levels at which transactions are executed
in the marketplace. Instruments in this category
include non-exchange-traded derivatives, such as
over-the-counter forwards, swaps and options; certain
marketable debt securities; and financial instruments
traded in less than active markets.

Level 3 - The pricing inputs include significant inputs
generally less observabie from objective sources.
These inputs may be used with internally developed
methodologies that result in management's best
estimate of fair value. Level 3 instruments may include
longer-term instruments that extend into periods in
which quoted prices or other observable inputs are
not available.

Certain assets and liabilities, including long-lived assets,
were measured at fair value on a nonrecurring hasis.
There were no significant fair value measurement |0sses
recognized for such assets and liabifities in the periods
reported. These fair value measurements fall within
Level 3 of the hierarchy discussed above

The following tables setforth, by level within the fair value
hierarchy, our financial assets and liabilities accounted
for at fair value on a recurring basis as of December 31,
2010 and 2009. Financial assets and liabilities are
¢classified in their entirety based on the lowest level of
input significant to the fair value measurement. Our
assessment of the significance of a particular input to
the fair value measurement requires judgment and may
affect the valuation of fair value assets and liabilities and
their placement within the fair value hierarchy levels
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{in mitlions} Leved 1 level 2 Level 3 Total

2010
Assets

Nuclear decommissioning trust funds

Common stoek equity $1,021 S S 31,021
Preferred stock and other equity 2 6 - 28
Corporate debt - 86 - 86
U.S. state and municipal debt - 132 - 132
U.S. and foreign government debt 79 182 - 261
Money market funds and other i 42 - 43
Total nuclear decommissioning trust funds 1,183 8 = 15T

Derivatives
Commodity forward contracts - 15 - 15
interest rate contracts - 4 - 4

Other marketable securities

Corporate debt - 4 - 4
t1.S. and foreign government debt - 3 - 3
Money market funds and other 18 - - 18
Total assets $1,141 $474 S 81,615
Liabilities
Derivatives
Commaodity forward contracts S 3458 $36 $494
Interest rate contracts - 39 - 39
Contingent value obligatiens derivatives - 15 - 15

Total liabilities 3 $612 $36 $548
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(in millions} Level 1 Level 2 Level 3 Total
2009
Assets
Nuclear decommissioning trust funds
Common stock equity 3839 S- S- 5839
Preferred stock and other equity 16 - - 16
Corporate debt - 71 - I
U S. state and municipal debt - 117 - 117
U S. and foreign government debt 62 128 - 190
Money market funds and other 1 133 134
Total nuclear decommissioning trust funds 918 LE] = 1,367
Derivatives
Commodity forward contracts - 20 - 20
Interestrate contracts - 19 - 19
Other marketable securities
U.S. state and municipal debt - 1 - 1
U.S andforeign government debt - 7 - 7
Money market funds and other 16 i - 43
Total assets 8934 $523 N $1,457
Liabilities
Derivatives
Commodity forward contracts S~ 5386 §39 $425
Contingent value obligations derivatives - 15 - 15
Total fiabilities & 8401 839 $440

The determination of the fair values in the preceding
tables incorporates various factors, including risks of
nonperformance by us or our counterparties. Such risks
considernotonly the creditstanding of the counterparties
involved and the impact of credit enhancements {such as
cash deposits or letters of credit), but also the impact of
our credit risk on our liabilities

Commodity forward contract derivatives and interest
rate contract derivatives reflect positions held by us
and the Utilites. Most over-the-counter commodity
forward contract derivatives and interest rate contract
derivatives are valued using financial models which
utilize observable inputs for similar instruments and are
classified within Level 2. Other derivatives are valued
utilizing inputs that are not observable for substantially
the full term of the contract, or for which the impact of
the unobservable period is significant to the fair value
of the derivative. Such derivatives are classified within
Level 3. See Note 17 for discussion of risk management
activities and derivative transactions

NDT funds reflect the assets of the Utlities’ nuclear
decommissioning trusts. The assets of the trusts are
invested primarily in exchange-traded equity securities
{classified within Level 1) and marketable debt securities,
most of which are valued using Level 1 inputs for similar
instruments and are classified within Level 2

Othermarketable securities primarilyrepresentavailable-
for-sale debt securities used to fund certain employee
benefit costs

We issued Contingent Value Obligations {CVQs) in
connection with the acguisition of Florida Progress
Corporation (Florida Progress}, as discussed in Note 15
The CV0s are derivatives recorded at fair value based
on quoted prices from a less-than-active market and are
classified as Level 2

Transfers in {out} of Levels 1, Z or 3 represent existing
assets or ligbilities previously categorized as a higher
level for which the inputs to the estimate became less



observable or assets and liahilities previously classified
as Level 2 or 3 for which the lowest significant input
became more observable during the period. There were
no significant transfers in {out) of Levels 1 or 2 during
the period other than those reflected in the Level 3
reconciliations Transfers into and out of each level are
measured atthe end of the reporting period

A reconciliation of changes in the fair value of our
commodity derivatives, net classified as Level 3 in the fair
value hierarchy for the years ended December 31 follows:
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We provide deferred income taxes for temporary
differences between hook and tax carrying amounts
of assets and liabilities. Investment tax credits related
to regulated operations have besn deferred and are
heing amortized over the estimated service life of the
related properties. To the extent that the establishment
of deferred income taxes is different from the recovery of
taxes by the Utilities through the ratemaking process, the
differences are deferred pursuant to GAAP for regulated
operations. A regulatory asset or liability has been

{in millians) 2016 2009 2008
Derivatives, net at beginning of period $39 41 S(28)

Total losses {gains}, realized and unrealized
deferred as regulatory assets and

liabilities, net 44 13 102
Transfers {out} in of Level 3, net (47} (15} (35)
Derivatives, net at end of period S36 $39 $41

Substantially all unrealized gains and losses on
derivatives are deferred as regulatory liabilities or assets
consistent with ratemaking treatment. There were no
Level 3 purchases, sales, issuances or settlements
during the period.

recogrized-for-the-impact-ot-tox-expenses-erbenehis
that are recovered or refunded in different periods by the
Utilities pursuantto rate orders. We accrue for uncertain
tax positions when it is determined that it is more likely
than not that the benefit will not be sustained on audit
by the taxing authority based solely on the technical
merits of the associated tax position. If the recognition
threshold is met, the tax henefit recognized is measured
at the largest amount that, in our judgment, IS greater
than 50 percent likely to be realized.

Accumulated deferred income tax assets (liabilities) at
December 31 were:

{in millions} 2010 2009
Deferred income tax assets
ARQ liability $107 $127
Derivative instruments 204 159
Income taxes refundable through future rates n 225
Pension and other postretirement benefits 447 508
Other 394 314
Tax credit carry forwards 839 112
Net operating loss carry forwards 105 66
Valuation allowance {60} {59)
Total deferred income tax assets 2,307 2,118
Deferred income tax liabiliies
Accumulated depreciation and property cost differences {2,439} {1,889)
Income taxes recoverable through future rates (875) {782}
Other (386) {338)
Total deferred income tax liabilities {3,700} {3,009)

Total net deferred income tax hiabilities

${1,393) §(893)
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The above amounts were classified on the Consolidated
Balance Sheets as follows

{in mifliansj 2016 2009

Current deferred income tax assets, included
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Reconciliations of our effective income tax rate to the
statutory federal income tsx rate for the years ended
Decemher 31 follow

2010 2009 2008

in prepayments and other current assets $156 S168 Effective income tax rate 183% 321%  237%

Noncurrent deferred income tax assets, State i t t of federal benefit a3 171 28

included in other assets and deferred debits 34 37 3¢ income faxes, net ot federal benet 83 B o

Investment tax credit amortization 05 ne 10

Noncurrent deferred income tax liabilities, Emblon K hio plan dividend 09 10 1o
included in noncurrentincome tax liabilities (1,683} {1,098) mployee stock ownership plan dividends ’ -

Total net deferred income tax liabilities ${1,393})  S(893) Domestic manufacturing deduction - 08 03

AFUDC equity 14 2.2 25

At December 31, 2010, we had the following tax credit e differences, net (e 18 03

Statutory federal income tax rate 35.0% 350% 350%

and net operating loss carry forwards:
< $836 million of federal alternative minimum tax credits
that do not expire.

e §5 million of state income tax credits that will expire
during 2013,

< $105 million of gross federal net operating loss carry
forwards that will expire during 2030

o $1.6 billion of gross state net operating loss carry
forwards that will expire during the period 2011
through 2030

Valuation allowances have been established due to the
uncertainty of realizing certain future state tax benefits
We had a net increase of $5 million in our valuation
allowances during 2010

We believe itis mare likely thannotthat the results of future
operations will generate sufficient taxable income to allow
for the utilization of the remaining deferred tax assets

Certain substantial changes in ownership of Progress
Energy, including the proposed merger between
Progress Energy and Duke Energy Corporation (Duke
Energy) (See Note 25), can impact the timing of the
utilization of tax credit carry forwards and net operating
foss carry forwards.

Income tax expense applicable to continuing operations
for the years ended December 31 was comprised of:

{in millions) 2016 7009 2008

Current
Federal S{46) 5227 S38
State {13 41 12
Total current income tax expense {benefit) (59) 268 50
Deferred
Federal 542 114 305
State 100 25 48
Total deferred income tax expense 642 139 354
Investment tax credit 7y 10y (12)
Net operating loss carry torward (37) - {6)
Beginning-of-the-year valuation
allowance change - - 9
Total income tax expense $539 8397 8395

We previously recorded a deferred income tax asset for
a state net operating loss carry forward upon the sale
of our nonregulated generating facilities and energy
marketing and trading operations. During 2008, we
recorded an additional deferred income tax asset of
$6 million related to the state net operating loss carry
forward due to a change in estimate based on 2007 tax
return filings During 2008 we also evaluated this state
net operating loss carry forward and recorded a partial
valuation allowance of $9 million.

Total income tax expense applicable to continuing

operations excluded the following

» Taxes related to discontinued operations recorded net
of tax for 2010, 2009 and 2008, which are presented
separately in Notes 3A through 3C



o Taxes related to other comprehensive income
recorded net of tax for 2010, 2009 and 2008, which ars
presented separately in the Consclidated Statements
of Comprehensive Income

e An immaterial amount of current tax benefit, which
was recorded in common stock during 2010, related
to excess tax deductions resulting from vesting of
restricted stock awards, vesting of RSUs, vesting
of stock-settled PSSP awards and exercises of
nonqualified stock options pursuant to the terms of
our EIP. No net current tax benefit was recorded in
common stock during 2009.and.2008
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We include interest expense related to unrecognized tax
benefits in netinterest charges and we include penalties
in other, net on the Consolidated Statements of Income.
During 2010, 2008, and 2008, the net interest expense
related to unrecognized tax benefits was $9 million,
$9 million, and $4 million, respectively, of which a
respective 85 million, §5 million, and $1 million expense
component was deferred as a regulatory asset by PEF,
which is amortized as a charge to interest expense over
a three-year period orless During 2008, PEF charged the
unamortized balance of the regulatory asset to interest
expense. Ouring 2010 and 2009, there were no penalties

At December 31, 2010, 2009, and 2008, our liahility
for unrecognized tax benefits was $176 million,
$160 million, and $104 million, respectively. The amount
of unrecognized tax benefits that, if recognized, would
affect the effective tax rate for income from continuing
operations was $8 million, $9 million, and $8 million,
respectively, at December 31, 2010, 2009, and 2008. The
following table presents the changes to unrecognized
tax benefits during the years ended December 31:

{in millions) 2010 2008 2008

Unrecognized tax benefits at beginning
of period 8160  S104  S93

Gross amounts of increases as a result of
tax positions taken in a prior period 10 11 17

Gross amounts of decreases as a result of
tax positions taken in a prior period [t4] {3) {11}

Gross amounts of increases as a result of
tax positions taken in the current period 14 52 8

Gross amounts of decreases as a result of
tax positions taken in the current period {4) {4} {2)

Amounts of netincreases relating to
settlements with taxing authorities - - 1

Reduction as a result of a lapse of the
applicable statute of limitations - - {2

Unrecognized tax benefits at end of period $176  S160 S104

We file income tax returns in the U.S federal jurisdiction
and various state jurisdictions. Generally our open
federal tax years are from 2004 forward, and our open
state tax years in our major jurisdictions are from 2003 or
2004 forward. The IRS is currently examining our federal
tax returns for years 2004 through 2005 We cannot
predict when the review will be completed Although the
uming for completion of the RS review is uncertain, it
is reasonably possible that unrecognized tax benefits
will decrease by up to approximately $60 million during
the 12-month period ending December 31, 2011, due to0
expected settlements Any potential decrease will not
have a material impact on our results of operations

related to unrecognized tax benefits. During 2008, less
than $1 million was recorded for penalties related to
unrecognized tax benefits. At December 31, 2010, 2009,
and 2008, we had accrued $45 million, $36 million, and
$27 million, respectively, for interest and penalties, which
are included in interest accrued and other liabilities and
deferred credits on the Consolidated Balance Sheets.

15. CONTINGENT VALUE OBLIGATIONS

[n connection with the acquisition of Florida Progress
during 2000, the Parentissued 98.6 million CV0s.Each CVO
represents the right of the holder to receive contingent
payments based on the performance of four coal-based
solid synthetic fuels limited liability companies, three
of which were wholly owned (Earthco), purchased by
subsidiaries of Florida Progress in October 1999. All of
our synthetic fuels businesses were abandoned and all
operations ceased as of December 31, 2007 {See Note
3A}. The payments are based on the net after-tax cash
flows the facilities generated. We make deposits into
a CVO trust for estimated contingent payments due to
CVO holders based on the results of operations and the
utilization of tax credits. The balance of the CVO trust
at December 31, 2010 and 2009 was $11 million and is
included in other assets and deferred debits on the
Consolidated Balance Sheets. Future payments from
the trust to CVO holders will not be made until certain
condimons are satisfied and will include principal and
interest earned during the investment period net of
expenses deducted. Interest earned on the payments
held in trust for 2010 and 2009 was insignificant

The CVOs are derivatives and are recorded at fair value
The unrealized loss/gain recognized due to changes in
fair value is recorded in other, net on the Consolidated
Statements of Income {See Note 20) At December 31,
2010 and 2009, the CVQliability included in other liabilities
and deferred credits on our Consolidated Balance Sheets
was $15 million



18, BENEFIT PLS

(94

4. Postretivement Benelits

We have noncontributory defined benefit retirement
plans that provide pension benefits for substantially
all full-time employees. We also have supplementary
defined henefit pension plans that provide benefits to
higher-level employees. In addition to pension henefits,
we provide contributory other postretirement benefits
(OPEB), including certain health care and life insurance
benefits, for retired employees who meet specified
criteria We nse a measurement date of December 31 for
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Prior service costs and benefits are amortized on 8
straight-line basis over the average remaining service
period of active participants. Actuarial gains and losses
in excess of 10 percent of the greater of the projected
benefit obligation or the market-related value of assets
are amortized over the average remaining service period
of gctive participants

To determine the market-related value of assets, we use
a five-year averaging method for a portion of the pension
assets.and.fair value for the remaining pnrﬁnn We have

our pension and OPEB plans.

historically used the five-year averaging method. When
we acquired Florida Progress in 2000, we retained the
Florida Progress historical use of fair value to determine
market-related value for Florida Progress pension assets.

The table below provides the components of the net
periodic benefit cost for the years ended December 31. A
portion of net periodic benefit cost is capitalized as part
of construction work in progress

Pension Benefits OPEB

{in millions) 2010 2009 2008 2010 2009 2008
Service cost $48 847 S48 $16 s7 8
Interest cost 140 138 128 45 31 34
Expected return on plan assets (157} {133) {170) (4) (4 (6)
Amortization of actuarial loss™ 51 54 8 13 1 1
Other amortization, net™ 6 6 2 5 5 5

Net periodic cost before deferral® S88 $107 $14 s75 $40 842

@ Adjusted to reflect PEF's rate treatment (See Note 16B).

WPEF received permission from the FPSC to defer the retail portion of certain 2009 pension expense. The FPSC order did not change the total
net periodic pension cost, but deferred a portion of the costs to be recovered in future periods. During 2009, PEF deferred $34 million of net

periodic pension costs as a regulatory asset. See Note 7C

The following table provides a summary of amounts
recognized in other comprehensive income and other
comprehensive income reclassification adjustments
for amounts included in net income for 2010, 2009 and
2008 The tables also include comparable items that
affected regulatory assets of PEC and PEF For PEC and
PEF, amounts that would otherwise be recorded in other
comprehensive income are recorded as adjustments to
regulatory assets consistent with the recovery of the
related costs through the ratemaking process
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Pension Benefits

OPEB

2010

{in miflizns)

2009 2008 2010

2009 2008

Other comprehensive income {loss}
Recognized for the year
S{11)

Other, net -

Net actuarial oss) gain

Reclassification adjustments
Net actuarial loss 4
Other, net -

Regulatory asset (increase) decrease

St Sib4)

${10) S4 S(8)

o
1
|

Recognized for the year
Net actuarial {loss) gain {65)
Other, net -
Amortized to income'™
Net actuarial loss 47
Other, net 6

10 {735) {164} 64 {73
{3) {38) - - -

49 7 13 - 1
6 1 5 4 5

“These amounts were amortized as a component of net periodic cost, as reflected in the previous net periodic costtable. Refer to thattable
for information regarding the deferral of a portion of net periodic pension cost.

The following weighted-average actuarial assumptions
were used in the calculation of our net periodic cost:

Pension Benefits OPEB
2010 2009 2008 2010 2008 2008
Discountrate 6.00% 6.30% 6.20% 6.05% 6.20% 6.20%
Rate of increase in future compensation
Bargaining 450% 425% 4725% - - -
Supplementary plans 5.25% 5.25% 525% - - -
Expected long-term rate of return on plan assets 8.75% 8.75% 9 00% 6.60% 6.80% 810%

The expected long-term rates of return on plan assets
were determined by considering long-term projected
returns based on the plans’ target asset allocations
Specifically, return rates were developed for each major
asset class and weighted based on the target asset
allocations. The projected returns were benchmarked
against historical returns for reasonableness. We
decreased our expected long-term rate of return on
pension assets by 0.25% in 2009, primarily due to the
uncertainties resulting from the severe capital market
deterioration in 2008. See the “Assets of Benefit Plans”
section below for additional information regarding our
investment policies and strategies

BENEFIT OBLIGATIONS AND ACCRUED COSTS

GAAP requires us to recognize in our statement of
financial condition the funded status of our pension and
other postretirement benefit plans, measured as the
difference between the fair value of the plan assets and
the benefit obligation as of the end of the fiscal year

Reconciliations of the changes in benefit obligations
and the funded status as of December 31, 2010 and 2009
are presented in the table below, followed by related
supplementary information
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NMOTES TO CONWNSOLIDATED U STATEMENTS
Pension The following table provides a summary of amounts not
Benefits OPEB yet recognized as a component af net periodic cost at
lin mitlions) a0 o5 oo oy December3t
Projected benefit obligation -
atJanuary 1 $2422 S2,734  S543  SG08 Pension
Benefits OPEB
Service cost 48 42 16 1
in millions
Interest cost 140 138 5 3 {in mitlions) 2010 2009 2010 2009
Setlements _ (9) _ _ Recognized in accum'uiated
other comprehensive loss
Benefit payments (129) (1z4) 4 {40} Net actuarial loss {gain) S90 883 s §(5)
a2 — —
Plan amendment 1 3 Other, net 9 10 1 3
Actuarialloss fgainl 127 138 173 (63)
id Recognizedmregutatory
Obligation at December 31 2,609 2,422 733 543 assets, net
Fair value of plan assets at Net actuarial loss 824 806 183 32
, 1,673
December 31 1,891 6 33 55 Other, net 55 5 9 "
Funded status S(718)  S(749)  s(700)  $(488) ;
Total not yet recognized
) as a component of net
All defined benefit pension plans had accumuliated benefit periodic cost® $978 %958 $198 S41

obligations in excess of plan assets, with projected benefit
obligations totaling $2.609 billion and $2.422 billion at
December 31,2010 and 2009, respectively. Those plans had
accumulated benefit obligations totaling $2.563 hillion and
$2 378 biltion at December 31, 2010 and 2009, respectively,
and plan assets of $1891 billion and $1673 billion at
December 31, 2010 and 2009, respectively.

The accrued benefit costs reflected in the Consolidated
Balance Sheets at December 31 were as foliows:

Pension
Benefits OPEB
{in millions} 2010 2009 2010 2009
Current liabilites S{10} S(9) ${22) S
Noncurrent liabilities (708) {740} {678) {488)
Funded status S(718)  S(749)  S{700)  $(488)

= All components are adjusted to reflect PEF's rate treatment (See
Note 16B}

The following table presents the amounts we expect to
recognize as components of net periodic costin 2011

Pension
{in millions) Benefits OPEB
Amortization of actuarial loss®! $58 $12
Amortization of other, net® 7 5

@ Adjusted to reflect PEF's rate treatment (See Note 16B)

The following weighted-average actuarial assumptions
were used in the calculation of our year-end obligations:

Pension
Benefits OPEB
2010 2009 2010 2009
Discount rate 5656% B00% 575% 605%
Rate of increase in future
compensation
Bargaining 450%  450% - -
Supplementary plans 5258% 525% - -
Initial medical cost trend
rate for pre-Medicare Act
benefits - - 850%  850%
Initial medical cost rend rate
for post-Medicare Act
benefits - - 850% 850%
Ultmate medical costtrend
rate - - 580% 500%
Year ultimate medical cost
wrend rate is achieved - - 2017 2016




The rates of increase in future compensation include the
effects of cost of living adjustments and prometions

Our primary defined benefit retirement plan for
nonbargaining employees is a “cash balance” pension
plan. Therefore, we use the traditional unit credit
method for purposes of measuring the benefit obligation
of this plan. Under the traditional unit credit method,
no assumptions are included about future changes in
compensation, and the accumulated benefit obligation
and projected benefit obligation are the same.
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Reconciliations of the fair value of plan assets at
December 31 follow

Pension
Benefits OPEB
{in millions) 2010 2009 2010 2009
Fair value of plan assets
January | 81,673  $1,285 S55 $h2
Actual return on plan assets 208 279 2 9

Benefit payments, including
settlements {129} (133) {44} {40}

Emplover contributions 139 242 20 34

MEDICAL COST TREND RATE SENSITWITY

The medical cost trend rates were assumed to decrease
gradually from the initial rates to the ultimate rates. The
effects of a 1 percent change in the medical cost trend
rate are shown below

{in millions)

1 percent increase in medical cost trend rate
Effect on total of service and interest cost $3
Effect on postretirement benefit obligation 46
1 percent decrease in medical cost trend rate
Effect on total of service and interest cost {2)
Effect on postretirement benefit obligation (31}

ASSETS OF BEMEFIT PLANS

in the plan asset reconciliation table that follows,
our employer contributions for 2010 and 2009 include
contributions directly to pension plan assets of
$129 million and $222 million, respectively. Substantially
all of the remaining employer contributions represent
benefit payments made directly from our assets. The
OPEB benefit payments presented in the plan asset
reconciliation tables that follow represent the cost
after participant contributions. Participant contributions
represent approximately 15 percent of gross benefit
payments The OPEB benefit payments are also reduced
by prescription drug-related federal subsidies received.
In 2010 and 2009, the subsidies totaled $3 million.

Fair value of plan assets at

Oecember 31 81,891 81,673 533 855

Qur primary objectives when setting investment policies
and strategies are to manage the assets of the pension
plantoensurethatsufficientfunds are available atall times
to finance promised henefits and to invest the funds such
that contributions are minimized, within acceptable risk
limits. We periodically perform studies to analyze various
aspects of our pension plans including asset allocations,
expected portfolio return, pension contributions and net
funded status. One of our key investment objectives is to
achieve a rolling 10-year annual return of 6 percent over
the rate of inflation. The current target pension asset
allocations are 40 percent domestic equity, 20 percent
international equity, 25 percent domestic fixed income,
10 percent private equity and timber and 5 percenthedge
funds. Tactical shifts [plus or minus 5 percent) in asset
allocation from the target allocations are made based
on the near-term view of the risk and return tradeoffs of
the asset classes. Domestic equity includes investments
across large, medium and small capitalized domestic
stocks, using investment managers with value, growth
and core-based investment strategies International
equity includes investments in foreign stocks in both
developed and emerging market countries, using a mix of
value and growth based investment strategies. Domestic
fixed income primarily includes domestic investment
grade fixed income investments. A substantial portion
of OPEB plan assets are managed with pension assets
The remaining OPEB plan assets, representing all
PEFs OPEB plan assets, are invested in domestic
governmental securities.



The following table sets forth by level within the fair value
hierarchy of our pension plan assets atDecember 31,2010
and 2009. See Note 13 for detailed information regarding

the fair value hierarchy.

{in miftions)

Pension Benefit Plan Assets

Level1 Level2 Level3 Total

2010
Assets

Cash and cash equivalents

S~ $94 S~ S94
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At December 31, 2010, our other postretirement henefit
plan assets had a fair value of $33 million, which consisted
of US state and municipal assets classified as Level 2 in
the fair value hierarchy as of December 31, 2010

The following table sets forth the fair value hierarchy of
our other postretirement plan assets at December 31,
2009 See Note 13 for detailed information regarding the
fair value hierarchy

Other Postretirement Benefit

International equity securities 49 - - 40 Plan Assets
Demestic equity securities 286 - - 286 {in mitlions) Level 1 Level2 Level3  Total
Private equity securities - - 147 147 Assets
Corporate bonds - 216 - 216 Cash and cash equivalents S S1 $- 81
U S. state and municipal debt ~ 19 - 19 Domestic equity securities 4 - - 4
11.S. and foreign government debt 144 30 - 114 Corporate bonds - 1 - 1
Commingled funds - 847 - 847 U S. state and municipal debt - 32 - kY]
Hedge funds ~ 51 2 53 U.S. and foreign government debt - 2 - 2
Timber investments - - 1 T Commingled funds - 13 - 13
Interest rate swaps and other Hedge funds - 1 - 1
investments - 4 - 4 Interest rate swaps and other
Fair value of plan assets 3470 S$1,261  S160 S1,8M investments - ! - !
Fair value of plan assets $4 851 5 855

2009
Assets

Cash and cash equivalents

81 596 S 897

A reconciliation of changes in the fair value of our
pension plan assets classified as Level 3 in the fair value
hierarchy for the years ended December 31 follows:

Domestic equity securities 263 1 ~ 264
Private equity securities ~ - 122 122
Corporate bonds - 87 - 67
U.S state and municipal debt ~ 4 - 4
U.S. and foreign government debt 25 95 -~ 120
Mortgage backed securities - 22 - 22
Commingled funds -~ 888 - 888
Hedge funds - 47 2 49
Timber investments - - 14 14
Interest rate swaps and other

investments - 56 - 56

Total assets §289 S1,276  S138 81,703

Liahilities
Foreign currency contracts

Interest rate swaps and other
investments

$5 S- S S5

- 25 - 25

Total liahilites

5 25 - 30

Fair value of plan assets

S284  S1,251  S138 S1,673

Private
Equity Hedge Timber

{in millions] Securities Funds Investments Total
2010
Balance at January 1 $122 S2 S14  $138
Net realized and

unrealized gains

{losses})™ 7 - {2} 5
Purchases, sales and

distributions, net 18 - (1 17
Balance at December 31 S147 2 S11 S160
2009
Balance at January 1 S111 S2 S18 8131
Netrealized and

unrealized {losses)* (10} - 4y (14)
Purchases, sales and

distributions, net 21 - - il
Balance at December 31 $122 S2 S14 §i38
 Substantially all amounts relate to investments held at

December 31



The determination of the fair values of pension and
postretirement plan assets incorporates various factors
required under GAAP The assets of the plan include
exchange traded securities (classified within Level 1) and
othermarketable debtand equity securities, mostof which
are valued using Level 1 inputs for similar instruments,
and are classified within Level Z investments.

Most over-the-counter investments are valued using
observable inputs for similar instruments or prices from
similar transactions and are classified as Level 2. Over-
the-counter investments where significant unobservable
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CONTRIBYT

In 2011, we expect to meke contributions of $300 million-
$400 million directly to pension plan assets and $1 million
of discretionary contributions directly to the OPEB plan
assets. The expected benefit payments for the pension
benefit plan for 2011 through 2015 and in total for 2016
through 2020, in millions, are approximately $168, §176,
$178, £189, 8193 and $1,016, respectively The expected
benefit payments for the OPEB ptan for 2011 through
2015 and in total for 2016 through 2020, in millions, are
approximately$45,548,851, 853,856 and 8306, respectively

Tho avp\anfnri hanafit pg\,:manfq includa henefitnavmente
i Y

inputs are used, such as financial pricing models, are
classified as Level 3 investments

Investments in private equity are valued using observable
inputs, when available, and also include comparable
market transactions, income and cost basis valuation
technigues. The market approach includes using
comparable market transactions or values. The income
approach generally consists of the net present value of
estimated future cash flows, adjusted as appropriate for
liquidity, credit, market and/or other risk factors. Private
equity investments are classified as Level 3 investments.

Investments in commingled funds are not publically
traded, but the underlying assets held in these funds are
traded in active markets and the prices for these assets
are readily observable. Holdings in commingled funds
are classified as Level 2 investments.

Hedge funds are based primarily on the net asset values
and other financial information provided by management
of the private investment funds. Hedge funds are
classified as Level 2 if the plan is able to redeem the
investment with the investee at net asset value as of the
measurement date, or at a later date within a reasonable
period of time. Hedge funds are classified as Level 3if the
investment cannot be redeemed at net asset value or it
cannot be determined when the fund will be redeemed.

Investments in timber are valued primarily on valuations
prepared by independent property appraisers. These
appraisals are based on cash flow analysis, current
market capitalization rates, recent comparable sales
transactions, actual sales negotiations and bona fide
purchase offers. Inputs include the species, age, volume
and condition of timber stands growing on the land,
the location, productivity, capacity and accessibility of
the timber tracts; current and expected log prices, and
current local prices for comparable investments Timber
investments are classified as Level 3 investments

directly from plan assets and henefit payments directly
from our assets. The henefit payment amounts reflectour
net cost after any participant contributions and do not
reflectreductions for expected prescription drug-related
federal subsidies. The expected federal subsidies for
2011 through 2015 and in total for 2016 through 2020,
in millions, are approximately $4, $5, $5, $6, $6 and $43,
respectively.

The Patient Protection and Affordable Care Act {PPACA)
and the related Health Care and Education Reconciliation
Act, which made various amendments to the PPACA,
were enacted in March 2010. The PPACA contains a
provision that changes the tax treatment related to a
federal subsidy available to sponsors of retiree health
benefit plans that provide a prescription drug benefit that
is at least actuarially equivalent to the benefits under
Medicare Part D. The subsidy is known as the Retiree
Drug Subsidy. Employers are not currently taxed on the
Retiree Drug Subsidy payments they receive. However,
as a result of the PPACA as amended, Retiree Drug
Subsidy payments will effectively become taxable in tax
years beginning after December 31,2012, by requiring the
amount of the subsidy received to be offset against the
employer’s deduction for health care expenses. Under
GAAP, changes in tax law are accounted for in the period
of enactment Accaordingly, an additional tax expense of
$22 million has been recognized during the year ended
December 31, 2010

During 2000, we completed our acquisition of Florida
Progress Florida Progress’ pension and OPEB liahilities,
assets and net periodic costs are reflected in the above
information as appropriate Certain of Florida Progress’
nonbargaining unit benefit plans were merged with our
benefit plans effective January 1, 2002
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PEF continues to recover gualified plan pension costs
and OPEB costs in rates as if the acquisition had not
occurred The information presented in Note 16A is
adjusted as appropriate to reflect PEF's rate treatment

We are sxposed to various risks related to changes
in market conditions. We have a risk management
committee that includes senior executives from various
business groups. The risk management committee is
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ligbilittes and requlatory assets, respectively, on the
Consolidated Balance Sheets until the contracts are
settied {See Note 7A) After settlement of the derivatives
and the fuel is consumed, any realized gains or losses
are passed through the fuel cost-recovery clause

Certain hedge agreements may resultin the receipt of, or
posting of, derivative collateral with our counterparties,
depending on the daily derivative position. Fluctuations
in commodity prices that lead to our return of collateral
received and/or our posting of collateral with our
counterparties negatively impact our liguidity We

responsible for administering risk management policies
and monitoring compliance with those policies by
all subsidiaries. Under our risk policy, we may use a
variety of instruments, including swaps, options and
forward contracts, to manage exposure to fluctuations
in commodity prices and interestrates. Such instruments
contain credit risk if the counterparty fails to perform
under the contract We minimize such risk by performing
credit and financial reviews using a combination of
financiat analysis and publicly available credit ratings
of such counterparties Potential nonperformance by
counterparties is not expected to have a material effect
on our financial position or results of operations.

See Note 13B for information about the fair value of
derivatives

A. Commodity Derivatives
GENERAL

Most of our physical commodity contracts are not
derivatives or qualify as normal purchases or sales
Therefore, such contracts are notrecorded atfair value.

ECONCMIC DERIVATIVES

Derivative products, primarily natural gas and oil
contracts, may be entered into from time to time for
economic hedging purposes. While management
believes the economic hedges mitigate exposures to
fluctuations in commodity prices, these instruments are
not designated as hedges for accounting purposes and
are monitored consistent with trading positions

The Utilities have financial derivative instruments with
settlementdates through 2015 related to their exposure to
price fluctuations on fuel oil and natural gas purchases
The majority of our financial hedge agreements will settle
in 2011 and 2012 Substantially all of these instruments
receive regulatory accounting treatment Related
unrealized gains and losses are recorded in regulatory

manage open positions with strict policies that limit our
exposure to market risk and require daily reporting to
management of potential financial exposures.

Certain counterparties have posted or held cash
collateral in support of these instruments. Progress
Energy had a cash collateral assetincluded in derivative
collateral posted of $164 million and $146 million on the
Consolidated Balance Sheets at December 31, 2010
and 2009, respectively. At December 31, 2010, Progress
Energy had 259.9 million MMBtu notional of natural
gas and 20.2 million gallons notional of oil related to
outstanding commodity derivative swaps and options
that were entered into to hedge forecasted natural gas
and oil purchases

8. Interest Rate Derivatives - Fair Yalue or
{ash Flow Hedges

We use cash flow hedging strategies to reduce exposure
to changes in cash flow due to fluctuating interest rates
We use fair value hedging strategies to reduce exposure
to changes in fair value due to interestrate changes. OQur
cash flow hedging strategies are primarily accomplished
through the use of forward starting swaps and our fair
value hedging strategies are primarily accomplished
through the use of fixed-to-floating swaps. The notional
amounts of interest rate derivatives are not exchanged
and do notrepresent exposure to creditloss. Inthe event
of default by the counterparty, the exposure in these
transactions is the cost of replacing the agreements at
current market rates
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At December 31, 2010, all open interest rate hedges will
reach their mandatory termination dates within three
years. At December 31, 2010, including amounts related
to terminated hedges, we had $63 million of after-tax
losses recorded in accumulated other comprehensive
income related to forward starting swaps. {tis expected



that in the next twelve months losses of $7 million, net
of tax, primarily related to terminated hedges, will be
reclassified to interest expense. The actual amounts
that will he reciassified t0 earnings may vary from the
expected amounts as a result of changes in the timing
of debt issuances at the Parent and the Utilities and
changes in market value of currently open forward
starting swaps

At December 31, 2009, including amounts related to
terminated hedges, we had $35 million of after-tax losses
recorded in accumulated other comprehensive income

Case No. 2011-124

Staff-DR-01-011 b part 2 attachment

(Progress Energy)

Page 95 of 124
Pragress Energy Annual Report 2010

In addition, certain of our commodity derivative
instruments contain provisions that require our debt to
maintain an investment grade creditrating from Moody's,
S&P and Fitch. If our debt were to fall below investment
grade,wewould beinviolationofthese provisions, and the
counterparties to the commodity derivative instruments
could request immediate payment or demand immediate
and ongoing full overnight collateralization on commodity
derivative instruments in net fiability positions.

The aggregate fair value of all commodity derivative
instruments with credit risk-related contingent features

related to forward starting swaps

At December 31, 2008, including amounts related to
terminated hedges, we had $56 million of after-tax losses
recorded in accumulated other comprehensive income
related to forward starting swaps

At December 31, 2010, we had $1.050 billion notional
of open forward starting swaps. During January 2011,
Progress Energy terminated $300 million notional of
forward starting swaps in conjunction with the issuance
of debt (See Note 11A)

At December 31, 2009, we had $325 million notional of
open forward starting swaps.

FAIR VALUE HEDGES

For interest rate fair value hedges, the change in the fair
value of the hedging derivative is recorded in netinterest
charges and is offset by the change in the fair value of
the hedged item. At December 31,2010 and 2009, we did
not have any outstanding positions in such contracts.

. Contingent Fealures

Certain of our commodity derivative instruments contain
provisions defining fair value thresholds requiring the
posting of collateral for hedges in a liability position
greater than such threshold amounts. The thresholds are
tiered and based onthe individual company’s creditrating
with Moody’s, S&P and Fitch Ratings (Fitch) Higher credit
ratings have a higher threshold requiring a lower amount
of the outstanding liability position to be covered by
posted caollateral. Conversely, lower creditratingsrequire
a higher amount of the outstanding liability position to be
covered by posted collateral If our credit ratings were to
be downgraded, we may have to post additional collateral
on certain hedges in liability positions.

that are in a net liability position at December 31, 2010,
is $446 million, for which we have posted collateral
of $164 million in the normal course of business If the
credit risk-related contingent features underlying these
agreements were triggered at December 31, 2010,
we would have been required to post an additional
$282 million of collateral with its counterparties
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The following table presents the fair value of derivative instruments at December 31

Instrument/ Balance sheet location 2010 2009

{in millions) Asset Liability Asset Liability

Derivatives designated as hedging instruments

Interestrate derivatives

Prepayments and other current assets $1 $h
Other assets and deferred debits 3 14
Derivative liabilities, current $32 S
Derivative liabilites, long-term 7 -
Total derivatives designated as hedging instruments 4 38 18 -

Derivatives not designated as hedging instruments

Commodity derivatives®™

Prepayments and other current assets 1" 11

Other assets and deferred debits 4 9

Derivative liabilities, current 226 189

Derivative liabilities, long-term 268 236
CVOs®

Other liabilities and deferred credits 15 15

Fair value of derivatives not designated as hedging instruments 15 509 20 440

Fair value loss transition adjustment®

Derivative liabilities, current 1 i
Derivative liabilities, long-term 3 4
Total derivatives not designated as hedging instruments 15 513 20 445
Total derivatives $19 3652 $39 $445

= Substantially all of these contracts receive regulatory treatment
b The Parentissued 98.6 million CVOs in connection with the acquisition of Florida Progress during 2000 {See Note 15},

‘! In 2003, PEC recorded a $38 million pre-tax (823 million after-tax) fair value loss transition adjustment pursuant to the adoption of new
accounting guidance for derivatives. The related liability is being amortized to earnings over the term of the related contracts

The following tables present the effect of derivative
instruments on the Consolidated Statements of
Comprehensive Income and the Cansolidated Statements
of Income for the years ended December 31-

Derivatives Designated as Hedging Instruments

Amount of Gain or

Amount of Gain or {Loss), Net of Tax Amount of Pre-tax
{Loss}Recognized in Reclassified from Gain or {Loss)

OCI, Net of Tax Accumulated 0CI Recognized in Income

Instrument on Derivatives™ into Income® on Derivatives®
{in milliens} 2010 2009 2008 2010 2009 2008 2010 2009 2008
Commodity cash flow derivatives S St S(2) S S~ S S- S S
Interestrate derivatives*"® (34) 15 {35) {6} {6} {3) 3 (3) 1
Total $(38) 318 S(37) S{6) 36 S $3 Si3) $1

# Effective portion

' Related to ineffective portion and amoaunt excluded from effectiveness testing

“* Amounts in accumulated OC! related to terminated hedges are reclassified to earnings as the interest expense is recorded The effective
portion of the hedges will be amortized to interest expense over the term of the related debt

“t Amounts recorded in the Consolidated Statements of Income are classified in interestcharges.
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Derivatives Not Designated as Hedging Instruments

Instrument Reslized Gain or {Loss}* Unrealized Gain or {Loss)*
{1 mithians) 2010 2009 2008 2018 2009 2008
Commodity derivatives™ $(324)  Si659) S174 ${398)  S(387)  S(653)

w After settlement of the derivatives and the fuel is consumed, gains or losses are passed through the fuel cost-recovery clause
' Amaunts are recorded in requlatary liabilities and assets, respectively, on the Consolidated Balance Sheets until derivatives are settled

Amount of Gain or (Loss) Recognized

Instrument in Income on Derivatives

{in millions)} 2010 2009 2008

Comimodity derivatives™ S St S(3)

Fair value loss transition adjustment™ 1 2 $3

CvOsit - 19 -
Total $1 522 S

@t Amounts recorded in the Consolidated Statements of Income are classified in other, net

18. RELATED PARTY TRANSACTIONS

As a part of normal business, we enter into various
agreements providing financial or performance
assurances to third parties. These agreements are
entered into primarily to support or enhance the
creditworthiness otherwise attributed to a subsidiary on
a stand-alone basis, thereby facilitating the extension
of sufficient credit to accomplish the subsidiaries’
intended commercial purposes. Our guarantees may
include performance obligations under power supply
agreements, fransmission agreements, gas agreements,
fuel procurement agreements, trading operations and
cash management Our guarantees also include standby
letters of credit and surety bonds. At December 31,
2010, the Parent had issued $473 million of guarantees
for future financial or performance assurance on
behalf of its subsidiaries. This includes $300 miliion of
guarantees of certain payments of two wholly owned
indirect subsidiaries {See Note 23). We do not believe
conditions are likely for significant performance under
the guarantees of performance issued by or on behalf of
affiliates. To the extent liabilities are incurred as a result
ofthe activities covered by the guarantees, suchliabilies
are included on the Consolidated Balance Sheets

Dur subsidiaries provide and receive services, at cost, to
and from the Parent and its subsidiaries, in accordance
with agreements approved by the SEC pursuant to
Section 13(b) of the Public Utility Holding Company Act
0f 1935 The repeal of the Public Utility Holding Company

Act of 1935 effective February 8, 2006, and subsequent
regulation by the FERC did not change our current
intercompany services. Services include purchasing,
human resources, accounting, legal, transmission
and delivery support, engineering materials, contract
support, loaned employees payroll costs, construction
management and other centralized administrative,
management and support services. The costs of the
services are billed on a direct-charge basis, whenever
possible, and on allocation factors for general costs that
cannot be directly attributed. Billings from affiliates are
capitalized or expensed depending on the nature of the
services rendered

19. FINANCIAL INFORMATION BY BUSINESS
SEGMENT

Our reportable segments are PEC and PEF, both of which
are primarily engaged in the generation, transmission,
distribution and sale of electricity in portions of North
Carolina and South Carolina and in portions of Florida,
respectively. These electric operations also distribute
and sell electricity to other utilities, primarily on the east
coast of the United States

In addition to the reportable operating segments, the
Corporate and Other segment includes the operations
of the Parent and PESC and other miscellaneous
nonregulated businesses that do not separately meet
the quantitative thresholds for disclosure as separate
reportable business segments
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Products and services are sold between the various
reportable segments. All intersegment transactions are
atcost
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In the following tables, capital and investment
expenditures include property additions, acquisitions of
nuclear fuel and other capital investments

Corporate

(in millions} PEC PEF and Other Eliminations Total
Atand for the year ended December 31, 2010
Revenues

Unaffiliated $4.922 35,252 S16 S- $10,190

Intersegment - 2 248 {250) -

Total revenues 4,922 5,254 264 {250} 10,190
Depreciation, amortization and accretion L4 1% 15 = 320
luterest income 3 1 3 (28) 7
Total interest charges, net 186 258 331 (28) 147
Income tax expense (benefit}*! 342 67 (87) - 522
Ongoing Earnings (loss) 618 462 {191) - 889
Total assets 14,899 14,056 21,110 (17.011) 33,054
Capital and investment expenditures 1,382 991 33 (24) 2,382
At and for the year ended December 31, 2009
Revenues

Unaffiliated 54,627 $5,249 $9 3 59,885

Intersegment - 2 234 (236) -

Total revenues 4,627 5,251 243 (236) 9,885
Depreciation, amortization and accretion 470 502 14 - 986
Interest income 5 4 38 {33) 14
Total interest charges, net 195 231 286 (33) 879
Income tax expense (benefit)® 295 209 (88) - 416
Ongoing Earnings {loss) 540 460 {154) - 846
Total assets 13,502 13,100 20,538 {15,904) 31,236
Capital and investment expenditures 962 1,532 21 {12} 2,503
At and for the year ended December 31, 2008
Revenues

Unaffiliated $4,429 34,730 s8 S 89,167

Intersegment - 1 361 (362} -~

Total revenues 4,429 4,731 369 (362) 9,167
Depreciation, amortization and accretion 518 306 15 - 839
Interest income 12 ] 38 {35) 24
Total interest charges, net 207 208 259 {35) 639
Income tax expense {benefit)* 298 181 (87} - 392
Ongoing Earnings {loss) 531 383 138} - 776
Total assets 13,165 12,41 17,483 {13,246} 28,873
Capital and investment expenditures 939 1.601 33 (13} 2,560

= Income tax expense [benefit) excludes the tax impact of Ongoing Farnings adjustments



Management uses the non-GAAP financial measure
“Ongoing Earnings” as a performance measure to
evaluate the results of our segments and operations
Ongoing Earnings is computed as GAAP net income
attributable to controlling interests after excluding
discontinued operations and the effects of certain
identified gains and charges, which are considered
Ongoing Earnings adjustments. Some of the excluded
gains and charges have occurred in more than one
reporting period but are not considered representative of
fundamental core earnings. Management has identified
the following Ongoing Farnings adjustments: CV0
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Uther income and expense includes interest income;
AFUDC equity, which represents the estimated equity
costs of capital funds necessary to finance the
caonstruction of new regulated assets; and other, net. The
components of other, net as shown on the accompanying
Consolidated Statements of Income are presented below.
Nonregulated energy and delivery services include
power protection services and mass market programs
such as surge protection, appliance services and area
light sales, and delivery, transmission and substation

mark-to-market adjustments because we are unable
to predict changes in their fair value and the impact
from changes in the tax treatment of the Medicare Part
D subsidy because GAAP requires that the impact of
the tax law change be accounted for in the period of
enactmentrather than the affected tax year. Additionally,
management has determined that impairments, charges
{and subsequent adjustments, if any) recognized for
the retirement of generating units prior to the end of
their estimated useful lives, cumulative prior period
adjustments, net valuation allowances and operating
results of discontinued operations are notrepresentative
of our ongoing operations and should be excluded in
computing Ongoing Earnings.

Reconciliations of consolidated Ongoing Earnings to net
income attributable to controlling interests for the years
ended December 31 follow

{in millions} 2010 2009 2008
Ongoing Earnings S889  S846  S776
CV0 mark-to-market {(Note 15} - 19 -
Impairment, net of tax benefit of $4 and $1 {6) {2) -

Plant retirement adjustment, net of tax
benefitof 1 and S11 n

Change in tax treatment of the Medicare
Part D subsidy {Note 16}

Cumulative prior period adjustment
related to certain employee life
insurance benefits, net of tax benefit of 87 - {10) -

{22) - -

Valuation allowance and related net
operating loss carry forward - - (3)

Continuing income attributable to
noncontrolling interests, net of tax 7 4 5

Income from continuing operations 867 840 778
Discontinued operations, net of tax (4} {79) 58

Netincome attributable to noncontrolling
interests, net of tax 7 {4) {6)

Netincome attributable to
controlling interests 8856 &757  S830

J £ e N T
work-forotherotiitres

{in millions) 2010 2009 2008
Nonregulated energy and delivery

services income, net S10 §17 $17
CVOs unrealized gain, net (Note 15) - 19 -
Investment gains {losses), net 9 (9) {13}
Donations (23} {20} {25)
Other, net 4 {1 4

Other, net S $6  3(17)

21 ENVIRONMENTAL MATTERS

We are subject to regulation by various federal, state
and local authorities in the areas of air quality, water
quality, control of toxic substances and hazardous
and solid wastes, and other environmental matters.
We believe that we are in substantial compliance with
those environmental regulations currently applicable
to our business and operations and bhelieve we have
all necessary permits to conduct such operations
Environmental faws and requlations frequently change
and the ultimate costs of compliance cannot always be
precisely estimated.

A, Harardous and Solid Waste

The provisions of the Comprehensive Environmental
Response, Compensation and Liability Act of 1980,
as amended (CERCLA}, authorize the United States
Environmental Protection Agency (EPA) 1o require the
cleanup of hazardous waste sites. This statute imposes
retroactive joint and several liabilites. Some states,
including North Caroling, South Carolina and Florida, have
similar types of statutes We are periodically notified by
requlators, including the EPA and various state agencies,
of our involvement or potential involvement in sites that
may require investigation and/or remediation. There are
presently several sites with respect to which we have
been notfied of our potential liahility by the EPA, the



state of North Caroling, the state of Florida, or potentially
responsible party {PRP} groups as described below in
greater detail Various organic materials associated with
the production of manufactured gas, generally referred
to as coal tar, are regulated under federal and state laws
PEC and PEF are each PRPs at several manufactured gas
plant {MGP) sites. We are also currently in the process of
assessing potential costs and exposures at other sites
These costs are eligible for regulatory recovery through
gither base rates or cost-recovery clauses {See Note 7}
Bath PEC and PEF evaluate potential claims against other
PRPs and insurance carriers and plan to submit claims
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We measure our liability for environmental sites based
on available evidence, including our experience in
investigating and remediating environmentally impaired
sites. Theprocessofteninvolvesassessingand developing
cost-sharing arrangements with other PRPs. For all sites,
as assessments are developed and analyzed, we will
accrue costs for the sites in 0&M on the Consolidated
Income Statements to the extent our lability is probable
and the costs can be reasonably estimated. Because the
extent of environmental impact, allocation among PRPs
for all sites, remediation alternatives {which could involve
gither minimal or significant efforts), and concurrence of

for cost recovery where appropriate. The outcome of
potential and pending claims cannot be predicted. A
discussion of sites by legal entity follows

The EPA and a number of states are considering additional
regulatory measures that may affect management,
treatment, marketing and disposal of coal combustion
residues, primarily ash, from each of the Utilities” coal-
fired plants. Revised or new laws or regulations under
consideration may impose changes in solid waste
classifications or groundwater protection environmental
controls. On Junme 21, 2010, the EPA proposed two
options for new rules to regulate coal combustion
residues. The first option would create a comprehensive
program of federally enforceable requirements for coal
combustion residues management and disposal as
hazardous waste. The other option would have the EPA
set performance standards for coal combustion residues
management facilities and requlate disposal of coal
combustion residues as nonhazardous waste. The EPA
did not identify a preferred option. Under both options,
the EPA may leave in place a regulatory exemption for
approved beneficial uses of coal combustion residues
that are recycled A final rule is expected in late 2011
or 2012 Compliance plans and estimated costs to meet
the requirements of new regulations will be determined
when any new regulations are finalized. We are also
evaluating the effect on groundwater quality from past
and current operations, which may result in operational
changes and additional measures under existing
reqgulations. These issues are also under evaluation by
state agencies. Certain regulated chemicals have been
measured in wells near our ash ponds at levels above
groundwater quality standards Additional monitoring
and investigation will be conducted Detailed plans and
cost estimates will be determined if these evaluations
reveal that corrective actions are necessary We cannot
predict the outcome of this matter

the regulatory authorities have notyet reached the stage
where a reasonable estimate of the remediation costs
can be made, we cannot determine the total costs that
may be incurred in connection with the remediation of ali
sites atthis ime. [t is probable that current estimates will
change and additional losses, which could be material,
may be incurred in the future

The following tables contain information about accruals
for probable and estimable costs related to various
environmental sites, whichwere included in other current
liabilities and other liabilities and deferred credits on the
Consolidated Balange Shests:

Remediation
of Distribution
MGP and and Substation

{in millions} Other Sites  Transformers  Total

Balance, December 31, 2009 $22 $20 $42

Amount accrued for
environmental loss

contingencies'™ 8 13 21
Expenditures for environmental

loss contingencies!® (10} {18) {28)
Balance, December 31, 2010% $26 $15 $35
Balance, December 31, 2008 $31 §22 853

Amount accrued for
environmental loss

contingencies™’ 3 13 16
Expenditures for environmental

loss contingencies™ {12} {15} {27}
Balance, December 31, 2009 S22 S20 S42

“ Amounts accrued and expenditures are for the years ended
December 31 For the year ended December 31, 2008, we accrued
S8millionfortheremediation of MGP and other sites and $17 million
for the remediation of distribution and substation transformers
Far the year ended December 31, 2008, we spent S8 million for
the remediation of MGP and other sites and S28 million for the
remediation of distribution and substation transformers

" Expected to be paid outover one to 15 years



In addition to the Utilities” sites discussed under "PEC”
and “PEF” below, we incurred indemnity obligations
related to certain pre-closing liabiliies of divested
subsidiaries, including certain environmental matters
[See discussion under Guarantees in Note 22C)

PEC hasrecorded a minimum estimated total remediation
cost for all of its remaining MGP sites based upon its
historical experience with remediation of several of its
MGP sites The maximum amount of the range for all the

pepinad o4 Loavnarinnen
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as reimbursement to the EPA of approximately $1 million
for the EPA's past expenditures in addressing conditions
at the site. In 2008, PEC and several of the other
participating PRPs at the Ward site submitted a letter
containing & good faith response to the EPA's special
notice letter. Another group of PRPs separately submitted
a good faith response, which the EPA advised would be
used to negotiate implementation of the required actions.
The other PRPs’ good faith response was subsequently
withdrawn.  Discussions among representatives  of
certain PRPs, including PEC, and the EPA are ongoing.
Although a loss is considered probable, an agreement

sHtescannothe-determined-atthisime-Actusal EXperenee
may differ from current estimates, and itis prohable that
estimates will continue to change in the future

In 2004, the EPA advised PEC that it had been identified
as a PRP atthe Ward Transformer site located in Raleigh,
N.C. (Ward) site. The EPA offered PEC and a number
of other PRPs the opportunity to negotiate the removal
action forthe Ward site and reimbursementto the EPA for
the EPA's past expenditures in addressing conditions at
the Ward site. Subsequently, PEC and other PRPs signed
a settlement agreement, which requires the participating
PRPs to remediate the Ward site. At December 31,
2010 and December 31, 2009, PEC's recorded liability
for the site was approximately $5 million and $4 million,
respectively. In 2008 and 2009, PEC filed civil actions
against PRPs seeking contribution for and recovery
of costs incurred in remediating the Ward site, as well
as a declaratory judgment that defendants are jointly
and severally liable for response costs at the site. PEC
has settled with a number of the PRPs and is in active
settlement negotiations with others. On March 24, 2010,
the federal district court in which this matter is pending
denied motions to dismiss filed by anumber of defendants,
but granted several other motions filed by state agencies
and successor entities. The court also set a trial date for
May 7, 2012. On June 15, 2010, the court entered a case
management order and discovery is proceeding. The
outcome of these matters cannot be predicted.

In 2008, the EPA issued a Record of Decision for the
operable unit for stream segments downstream from the
Ward site {Ward OU1} and advised 61 partigs, including
PEC, of their identification as PRPs for Ward QU1 and for
the operable unit for further investigation at the Ward
facility and certain adjacent areas (Ward OU2}). The
EPA's estimate for the selected remedy for Ward OU1 is
approximately $6 million. The EPA offered PEC and the
other PRPs the opportunity to negotiate implementation
of a response action for Ward QUT and a remedial
investigation and feasibility study for Ward OUZ2, as well

among the PRPs for these matters has not been reached;
consequently, itis not possible at this time to reasonably
estimate the total amount of PEC’s obligation, if any, for
Ward 0U1T and Ward OUZ.

PEF

The accruals for PEF's MGP and other sites relate to
two former MGP sites and other sites associated with
PEF that have required, or are anticipated to require,
investigation and/or remediation. The maximum amount
of the range for all the sites cannot be determined at
this time. Actual experience may differ from current
estimates, and it is probable that estimates will continue
to change in the future.

PEF has received approval from the FPSC for recovery
through the ECRC of the majority of costs associated
with the remediation of distribution and substation
transformers. Under agreements with the Florida
Department of Environmental Protection (FDEP), PEF
has reviewed all distribution transformer sites and all
substation sites for mineral oil-impacted soil caused by
equipment integrity issues. Shouid additional distribution
transformer sites be identified outside of this population,
the distribution 0&M costswill notberecoverable through
the ECRC. At December 31, 2010 and December 31, 2008,
PEF has recorded a regulatory asset for the probable
recovery of costs through the ECRC related to the sites
included under the agreement with the FDEP

- Air and Water Quality

(o]

At December 31, 2010 and 2009, we were subject to
various current federal, state and local environmental
compliance laws and regulations governing air and
water quality, resulting in capital expenditures and
increased UO&M expenses. These compliance laws
and regulations included the Clean Air Interstate Rule
{CAIR), the Clean Air Visibility Rule {CAVR), the North
Carolina Clean Smokestacks Act, enacted in June 2002



>
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{Clean Smokestacks Act} and mercury regulation PEC’s
environmental compliance projects under the first phase
of Clean Smokestacks Act emission reductons have
been placed in service PEF's CAIR projects have been
placed in service

In 2008, the US. Court of Appeals for the District of
Columbia (D.C. Court of Appeals) initially vacated the
CAIR in its entirety and subseguently remanded the
rule without vacating it for the EPA to conduct further
proceedings consistent with the court’s prior opinion On
August2,2010, the EPA published the proposed Transport

-
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To date, expenditures at PEF for CAIR reguiation primarily
relate to environmental compliance projects at Crystal
River Units No 4 and No. 5 {CR4 and CR5). The CR4
project was placed in service in May 2010 and the CR5
project was placed in service in December 2009 Under
an agreement with the FOEP, PEF will retire Crystal River
Units No. 1 and No. 2 {CR1 and CR2) as coal-fired units
and operate emission control equipment at CR4 and CRS
CR1 and CRZ will be retired after the second proposed
nuclear unit at Levy completes its first fuel cycle,
which was originally anticipated to be around 2020. As
discussed in Note 7C, PEF identified in its 2010 nuclear

Rule, which is the regulatory program that will replace
the CAIR when finalized. The proposed Transport Rule
contains new emissions trading programs for nitrogen
oxides [NOx) and sulfur dioxide (S0,) emissions as well as
more stringent overall emissions targets. The EPA plans
to finalize the Transport Rule in the spring of 2011. Due to
significantinvestmentsinNOx and SO, emissions controls
and fleet modernization projects completed or under
way, we believe both PEC and PEF are well positioned
to comply with the Transport Rule. The outcome of the
EPA's rulemaking cannot be predicted. Because of the
D.C. Court of Appeals’ decision that remanded the CAIR,
the current implementation of the CAIR continues to
fulfill best available retrofit technology (BART) for NOx
and SO, for BART-affected units under the CAVR. Should
this determination change as the Transport Rule is
promulgated, CAVR compliance eventually may require
consideration of NOx and SO, emissions in addition to
particulate matter emissions for BART-eligible units.

In 2008, the D.C. Court of Appeals vacated the Clean Air
Mercury Bule {CAMR). As a result, the EPA subsequently
announced that it will develop a maximum achievable
control technology {(MACT) standard. The United States
District Court for the District of Columbia has issued an
order reguiring the EPA to issue a final MACT standard
for power plants by November 16,2011, In addition, North
Carolina adopted a state-specific requirement The
North Carolina mercury rule contains a requirement that
all coal-fired units in the state install mercury controls
by December 31, 2017, and requires compliance plan
applications to be submitted in 2013. We are currently
gvaluating the impact of these decisions. The gutcome of
this matter cannot be predicted

cost-recovery filing regulatory and economic conditions
causing schedule shifts such that major construction
activities are being postponed until after the NRC issues
the Levy COL. As required, PEF has advised the FDEP of
these developments that will delay the retirement of CR1
and CR2 beyond the originally anticipated date We are
currently evaluating the impacts of the Levy schedule on
PEF's compliance with environmental regulations. We
cannot predict the outcome of this matter.

The EPA is continuing to record allowance allocations
under the CAIR NOx trading program, in some cases
for years beyond the estimated 2011 finalization of the
Transport Rule. The EPA's continued recording of CAIR
NOx allowance allocations does not guarantee that
allowances will continue to be usable for compliance
after a replacement rule is finalized or that they will
continue to have value in the future SO, emission
allowances will be utilized to comply with existing Clean
Air Act requirements. PEF's CAIR expenses, including
NOx allowance inventory expense, are recoverahle
through the ECRC. At December 31, 2010 and 2009, PEC
had approximately $8 million and $13 million, respectively,
in S0, emission allowances and an immaterial amount
of NOx emission allowances. At December 31, 2010
and 2008, PEF had approximately $5 million and
§7 million, respectively, in SO, emission allowances and
approximately $28 million and $36 million, respectively, in
NOx emission allowances.



In most cases, our purchase obligation contracts contain
provisions for price adjustments, minimum purchase
levels and other financial commitments. The commitment
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amounts presented helow are estimates and therefore
will likely differ from actual purchase amounts
At December 31, 2010, the following table reflects
contractual cash obligations and other commercial
commitments in the respective periods in which they
are due

fin millions) 2011 2012 2013 2014 2015 Thereafter Total
Fuel® 82,407 $2,365 S$1,985 S$1,441 S1,224 $6,719  S16,141
Purchased power 475 457 440 382 389 3,461 5,604
Construction obligations™ 507 230 122 51 55 14 979
Other purchase obligations 122 12 66 4 89 697 1,067

Total 83,511 $3,124 82,613 $1,915 81,737 510,891 823,791

@} PEF signed an engineering, procurement and construction (EPC) agreement on December 31, 2008, with Westinghouse Electric Company
LLC and Stone & Webster, Inc. for two approximately 1,100-MW Westinghouse AP1000 nuclear units pianned for construction at Levy.
Due to uncertainty regarding the ultimate magnitude and timing of obligations under the EPC agreement and the Levy nuclear fabrication
contract, the table includes only the obligations related to the selected components of long lead time equipment as discussed under “Fuel

and Purchased Power” and “Construction Obligations”

FUEL AND PURCHASED POWER

Through our subsidiaries, we have entered into various
fong-term contracts for coal, oil, gas and nuclear fuel
as well as transportation agreements for the related
fuel. Our purchases under these commitments werg
$2.890 billion, $2.921 billion and $3.078 billion for 2010,
2009 and 2008, respectively. Essentially all fuel and
certain purchased power costs incurred by PEC and PEF
are eligible for recovery through their respective cost-
recovery clauses.

In December 2008, PEF entered into a nuclear fuel
fabrication contract for the planned Llevy nuclear
units. The construction schedule and startup dates
were subseqguently revised. (See discussion following
under “Construction Obligations.”} This approximately
$400 milion contract (for fuel plus related core
components), which is excluded from the previpus table,
is for the period from 2019 through 2033, and contains exit
provisions with termination fees that vary based on the
circumstance

Both PEC and PEF have ongoing purchased power
contracts, including renewable energy contracts, with
certain co-generators, primarily qualified facilities
{QFs), with expiration dates ranging from 2011 to 2030
These purchased power contracts generally provide for
capacity and energy payments or bundled capacity and
energy payments.

PEC executed two long-term tolling agreements for the
purchase of all of the power generated from Broad River
LLC's Broad River facility One agreement provides for the

purchase of approximately 500 MW of capacity through
May 2021 with average minimum annual payments of
approximately $24 million, primarily representing capital-
related capacity costs. The second agreement provides
for the additional purchase of approximately 335 MW
of capacity through February 2022 with average annual
payments of approximately $24 million representing
capital-related capacity costs. Total purchases for both
capacity and energy under the Broad River LLC's Broad
River facility agreements amounted to $115 million,
$46 million and $44 million in 2010, 2009 and 2008,
respectively

In 2007, PEC executed long-term agreements for the
purchase of power from Southern Power Company. The
agreements provide for firm unit capacity and energy
purchases of 305 MW (68 percent of net output) for 2010,
310 MW (30 percent of netoutput) for 20171 and 150 MW (33
percent of net output} annually thereafter through 2019
Estimated payments for capacity under the agreements
are approximately $25 million for 2011 and $12 million
annually thereafter through 2019. Total purchases for
both capacity and energy under the agreements were
$92 million in 2010

PEC has various pay-for-performance contracts with
QFs, including renewable energy, for approximately 31
MW of firm capacity expiring at various times through
2030 In most cases, these contracts account for 100
percent of the net generating capacity of each of the
facilities Payments for both capacity and energy are
contingent upon the OFs’ ability to generate Payments
made under these contracts were 38 million, $24 million
and 885 million in 2010, 2009 and 2008, respectively



PEF has firm contracts for approximately 657 MW
of purchased power with other utilities, including a
contract with Southern Company for approximately
424 MW (25 percent of net output} of purchased power
annually, which started in 2010 and extends into 2016
A contract with Southern Company for approximately
414 MW {12 percent of net output) of purchased power
ended in 2010 Total purchases, for both energy and
capacity, under agreements with other utilities amounted
to $189 miflion, $149 million and $178 mitlion for 2010, 2009
and 2008, respectively. Minimum purchases under these
contracts, representing capital-related capacity costs,
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PEC has entered into conditional agreements for firm
pipeling transportation capacity to support PEC’s gas
supply needs. Certain agreements are for the period from
May 2011 through May 2033 The estimated total cost to
PEC associated with these agreements is approximately
$2.042 billion, approximately $426 million of which will
be classified as a capital lease. Due to the conditions
of the capital lease agreement, the capital lease will
not be recorded on the Consolidated Balance Sheets
until approximately 2012. The transactions are subject
to several conditions precedent, including various state
requlatory approvals, the completion and commencement

are approximately 364 million, $53 million, $46 million,
$65 million and $65 million for 2011 through 2015,
respectively, and $24 million payable thereafter.

PEF has ongoing purchased power contracts with certain
QFs for 682 MW of firm capacity with expiration dates
ranging from 2011 to 2025. Energy payments are based on
the actual power taken under these contracts. Capacity
payments are subjectto the OFs meeting certain contract
performance obligations. In most cases, these contracts
account for 100 percent of the net generating capacity
of each of the faciliies. All ongoing commitments
have been approved by the FPSC. Total capacity
and energy payments made under these contracts
amounted to $469 million, $435 million and $440 million
for 2010, 2009 and 2008, respectively. Minimum expected
future capacity payments under these contracts are
$300 million, $313 million, $309 million, $238 million and
$244 million for 2011 through 2015, respectively, and
$3.006 billion payable thereafter The FPSC allows the
capacity payments to be recovered through a capacity
cost-recovery clause, which is similar to, and works in
conjunction with, energy payments recovered through
the fuel cost-recovery clause

in 2009, PEC executed a long-term coal transportation
agreement by combining, amending and restating
previous agreements with Norfolk Southern Railroad. This
agreement will support PEC's coal supply needs through
June 2020 Expected future transportation payments
under this agreement are $223 million, $235 million,
$224 million, $213 million and $218 million for 2011 through
2015, respectively, with approximately $1.322 billion
payable thereafter Coal transporiation expenses under
these agreements were approximately $231 million
and $283 million for 2010 and 2009, respectively. PEC's
state utility commissions allow fuel-related costs to be
recovered through fuel cost-recovery clauses

of operation of necessary related interstate and
intrastate natural gas pipeline system expansions and
other contractual provisions. Due to the conditions of
these agreements, the estimated costs associated with
these agreements are not currently included in fuel
commitments or in capital lease assets or obligations.

In April 2008, {and as amended in February 2008}, PEF
entered into a conditional contract with a pipeline entity
for firm pipeline transportation capacity to support
PEF's gas supply needs for the period from April 2011
through March 2036 The total cost to PEF associated
with this agreement is estimated to be approximately
$890 million. In addition to this contract, PEF has entered
into additional gas transportation arrangements for the
period from 2011 through 2036 The total current notional
cost of these additional agreements is estimated to be
approximately $281 million. All of these contracts are
subjectto conditions precedent, including the completion
and commencement of operation of necessary related
interstate natural gas pipeline system expansions. Due to
the conditions of these agreements, the estmated costs
associated with these agreements are not currently
included in fuel commitments.

CONSTRUCTION OBLIGATIONS

We have purchase obligations related to various capital
construction projects. Qur total payments under these
contracts were $703 million, $818 million and $1.018 billion
for 2010, 2009 and 2008, respectively

PEC has purchase obligations related to various capital
projects including new generation and transmission
obligations. Total payments under PEC’s construction-
related contracts were 8555 million, $199 million and
$140 million for 2010, 2009 and 2008, respectively
Payments for 2010 primarily refate to construction of
generating facilities at our sites in Richmond County,
N C, Wayne County, N.C, and New Hanover County,
N.C, as discussed in Note 7B



PEF made payments of $63 million, $243 million and
$117 milhon for 2010, 2009 and 2008, respectively, toward
fong lead equipment and engineering related to the Levy
EPC. Additionally, PEF has other construction obligations
related to various capital projects including new
generation, transmission and environmental compliance
Total payments under PEF's other construction-related
contracts were $84 miltion, $376 million and §761 million
for 2010, 2009 and 2008, respectively

The future construction obligations presented in the
previous table for Progress Eneray excludes the EPC
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have total remaining estimated payments and associated
gscalations of approximately $1.250 billion included in
the previously discussed $8.608 billion. PEF has been in
suspension negotiations with the selected equipment
vendors, which we anticipate concluding by the end of
the first quarter of 2011 In its April 30, 2010 nuciear cost-
recovery filing, PEF included for rate-making purposes
a point estimate of potential Levy disposition fees and
charges of $50 million, subject to true-up. However, the
amount of disposition fees and charges, if any, cannot be
determined until suspension negotiations are completed.
We cannot predict the outcome of this matter.

agreement. The EPC agreement includes provisions
for termination. For termination without cause, the EPC
agreement contains exit provisions with termination
fees, which may be significant, that vary based on the
termination circumstances. As discussed in Note 7C in
PEF's 2010 nuclear cost-recovery filing, PEF identified a
schedule shift in the Levy project that resulted from the
NRC's 2009 determination that certain schedule-critical
work that PEF had proposed to perform within the scope
of its Limited Work Authorization request submitted with
the COL application will not be authorized until the NRC
issues the COL. Consequently, excavation and foundation
preparationwork anticipated intheinitial schedule cannot
begin until the COL is issued, resulting in a project shift of
atleast 20 months. Since then, regulatory and economic
conditions identified in the 2010 nuclear cost-recovery
filing have changed such that major construction
activities on the Levy project are being postponed
until after the NRC issues the COL, expected in 2013 if
the current licensing schedule remains on track. We
executed anamendmenttothe EPC agreementin2010due
to the schedule shifts. Prior to the amendment, estimated
payments and associated escalations were $8.608 billion
for the multi-year contract and did not assume any joint
ownership Because we have executed an amendment to
the EPC agreement and anticipate negotiating additional
amendments upon receipt of the COL, we cannot
currently predict the timing of when those obligations will
be satisfied or the magnitude of any change. Additionally,
in light of the schedule shifts in the Levy nuclear project,
PEF may incur fees and charges related to the disposition
of outstanding purchase orders on long lead time
equipment for the Levy nuclear project, which could be
material. In June 2010, PEF completed its long lead time
gquipment disposition analysis to minimize the impact
associated with the schedule shift. As a result of the
analysis, PEF will continue with selected components of
the long lead time equipment Work has been suspended
on the remaining long lead time equipment items, which

OTHER PURCHASE OBLIGATIONS

We have various other contractual obligations primarily
related to PESCservicecontractsforoperationalservices,
PEC service agreements related to its Richmond County,
N.C., Wayne County, N.C., and New Hanover County,
N.C., generating facilities, and PEF service agreements
related to the Hines Energy Complex and the Barfow
Plant. Our payments under these agreements were
$124 million, $56 million and $110 million for 2010, 2009
and 2008, respectively.

PEC has various other purchase obligations, including
ohligations for parts and equipment, limestone supply
and fleet vehictes. Total purchases under these contracts
were $55 million, $14 million and $18 million for 2010, 2009
and 2008, respectively.

On October 1, 2010, PEC entered into long-term service
agreements for its Richmond County, N.C, Wayne
County, N.C,, and New Hanover County, N.C., generating
facilities, covering projected maintenance events for
each facility through 2033, 2028 and 2029, respectively.
The total cost to PEC associated with these agreements
is estimated to be approximately $379 million over the
term of the agreements. Expected future payments under
these agreements are $6 million, $7 million, $11 million,
§16 million and $36 million for 2011 through 2015,
respectively, with approximately $303 million payable
thereafter. Total purchases under these agreements
were not material for 2010,

Among PEF's other purchase obligations, PEF has long-
term service agreements for the Hines Energy Complex
and the Bartow Plant, emission obligations and fleet
vehicles. Total payments under these contracts were
$35 millian, $22 million and $58 million for 2010, 2009
and 2008, respectively Future obligations are primarily
comprised of the long-term service agreements



B amaem
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We lease office buildings, computer equipment, vehicles,
railcars and other property and equipment with various
terms and expiration dates. Some rental payments for
transportation equipment include minimum rentals plus
contingent rentals based on mileage. These contingent
rentals are not significant Our rent expense under
operating leases totaled $39 million, $37 million and
$38 million for 2010, 2009 and 2008, respectively. Qur
purchased power expense under agreements classified
as operating leases was approximately $61 million,
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In 2003, we entered into an operating lease for a
building for which minimum annual rental payments are
approximately $7 million The lease term expires July
2035 and provides for no rental payments during the last
15 years of the lease, during which period $53 million
of rental expense will be recorded in the Consolidated
Statements of Income

In 2008, PEC entered into a 336-MW {100 percent of net
output} tolling purchased power agreement, which is
classified as an operating fease. The agreement calls
for an approximately $18 million initial minimum payment

ST mitfonand 8 572 mmittort=ir201-~2008-and~2008:
respectively.

Assets recorded under capital leases, including plant
related to purchased power agreements, at December 31
consisted of:

{in millions] 20106 2008
Buildings $67  $267
Less: Accumulated amortization (46) {37)

Total 21 8230

Consistent with the ratemaking treatment for capital
leases, capital lease expenses are charged to the same
accounts that would be used if the leases were operating
leases. Thus, our capital lease expense is generally
included in O&M or purchased power expense. Cur
capital lease expense totaled $25 million, $26 million and
$26 million for 2010, 2009 and 2008, respectively

At December 31, 2010, minimum annua! payments,
excluding executory costs such as property taxes,
insurance and  maintenance, under long-term
noncancelable operating and capital leases were:

{in millions) Capital Operating
2011 $28 837
2012 28 55
2013 36 80
2014 26 78
2015 25 17
Thereafter 227 866
Minimum annual payments 370 1,193
Less amount representing imputed interest (149}

Total 221 $1,193

with minimum annual payments from 2013 through
2032 escalating at a rate of 2.5 percent, for a total of
approximately $460 miltion

In 2009, PEC entered into a 240-MW (100 percent of net
output) tolling purchased power agreement, which is
classified as an operating lease. The agreement calls for
minimum annual payments of approximately $10 million
from July 2012 through September 2017, for a total of
approximately $52 million.

In 2007, PEF entered into a 632-MW (100 percent of net
output) tolling purchased power agreement, which
is classified as an operating lease. The agreement
calls for minimum annual payments of approximately
$28 million from June 2012 through May 2027, for & total
of approximately $420 million.

In 2005, PEF entered into an agreementfor a capital lease
for a building completed during 2006. The lease term
expires March 2047 and provides for minimum annual
payments from 2007 through 2026 and no payments from
2027 through 2047. The minimum annual payments are
approximately $5 million, for a total of approximately
$103 million. During the last 20 years of the leases,
approximately $51 mitlion of rental expense will te
recorded in the Consolidated Statements of Income

In 2006, PEF extended the terms of a 517-MW (100
percent of net output) tolling agreement for purchased
power, which is classified as a capital lease of the
related plant, for an additional 10 vears. The agreement
calls for minimum annual payments of approximately
$21 million from April 2007 through April 2024, for a total
of approximately $348 million

The Utifities are lessars of electric poles, streetlights and
other facilities. PEC’s minimum rentals receivable under
noncancelable leases were $11 million for 20171 and none



thereafter. PEC’s rents received are contingent upon
usage and totaled 833 million, $34 million, $33 million for
2010, 2009 and 2008, respectively PEF's rents received
are based on a fixed minimum rental where price varies
by type of equipment or contingent usage and totaled
885 million, $84 million and $81 million for 2010, 2009 and
2008, respectively PEFs minimum rentals receivable
under noncancelable leases are not material for 2011
and thereafter
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We are subject to federal, state and local regulations
regarding environmental matters {See Note 21)

[ ld:
o

Pursuant to the Nuclear Waste Policy Act of 1982, the
Utilities entered into contracts with the DOE under which
the DOE agreed to begin taking spent nuclear fuel by no
later than January 31, 1998 All similarly situated utilities

ASg part of Tormal husiness, we—enter-into-varous
agreements providing future financial or performance
assurances to third parties. Such agreements include
guarantees, standby letters of credit and surety bonds.
At December 31, 2010, we do not believe conditions
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 in the accompanying Consolidated
Balance Sheets.

At December 31, 2010, we have issued guarantees and
indemnifications of and for certain asset performance,
legal, tax and environmental matters to third parties,
including indemnifications made in connection with
sales of businesses. At December 31, 2010, our estimated
maximum exposure for guarantees and indemnifications
for which a maximum exposure is determinable was
$307 million. Related to the sales of businesses, the
latest specified notice period extends untif 2013 for the
majority of legal, tax and environmental matters provided
for in the indemnification provisions. Indemnifications
for the performance of assets extend to 2016. For certain
matters for which we receive timely notice, ourindemnity
obligations may extend beyond the notice period. Certain
indemnificationshavenolimitations as to time ormaximum
potential future payments. At December 31, 2010 and
2009, we had recorded liabilities related to guarantees
and indemnifications to third parties of approximately
$31 million and $34 million, respectively During the year
ended December 31, 2010, our accruals and expenditures
related to guarantees and indemnifications were not
material. As current estimates change, additional losses
related to guarantees and indemnifications to third
parties, which could be material, may be recorded in the
future

In addition, the Parent has issued $300 miflion in
guarantees for certain payments of two wholly owned
indirect subisidiaries {See Note 23]

Wwere ruqnirori tQ cign the.same standard contract

The DOE failed to begin taking spent nuclear fuel by
January 31, 1998. In January 2004, the Utilities filed a
complaint in the United States Court of Federal Claims
against the DOE, claiming that the DOE breached the
Standard Contract for Disposal of Spent Nuclear Fuel
by failing to accept spent nuclear fuel from our various
facilities on or before January 31, 1998. Approximately 60
cases involving the government's actions in connection
with spentnuclear fuel are currently pending in the Court
of Federal Claims. The Utilities have asserted nearly
$91 millionindamagesincurred between January 31, 1998,
and December 31, 2005, the time period set by the court
for damages in this case. The Utilities may file subsequent
damage claims as they incur additional costs.

In 2008, the Utilities received a ruling from the United
States Court of Federal Claims awarding $83 million in the
claim against the DOE for failure to abide by a contract
for federal disposition of spent nuclear fuel Arequestfor
reconsideration filed by the United States Department of
Justice resuited in an immaterial reduction of the award.
Substantially all of the award relates to costs incurred
by PEC. On August 15, 2008, the Department of Justice
appealed the United States Court of Federal Claims ruling
to the D.C. Court of Appeals. On July 21, 2009, the D.C.
Court of Appeals vacated and remanded the calculation
of damages back to the Trial Court but affirmed the portion
of damages awarded that were directed to overhead
costs and other indirect expenses. The Department of
Justice requested a rehearing en banc but the D.C. Court
of Appeals denied the motion on November 3, 2009. In the
event that the Utilities recover damages in this matter,
such recovery will primarily offset capital assets and
therefore is not expected to have a material impact on
the Utilities” results of operations. However, the Utilities
cannot predict the outcome of this matter



On October 21,2009, & jury delivered a verdictin a lawsuit
against Progress Energy and a number of our subsidiaries
and affiliates arising out of an AssetPurchase Agreement
dated as of October 19, 1999, and amended as of August
23,2000 (the Asset Purchase Agreement) by and among
U S Global, LLC {Global); Earthco, certain affiliates of
Earthco, EFC Synfuel LLC {which was owned indirectly
by Progress Energy, Inc.} and certain of its affihates,
including Solid Energy LLC, Solid Fuel LLC; Ceredo Synfuel
LLC, Gulf Coast Synfuel LLC {renamed Sandy River Synfuel

pdbyg
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On May 15, 2003, Glchal moved to dismiss the North
Carolina Global Case forlack of personal jurisdiction over
Global In the alternative, Global requested thatthe court
decline to exercise its discretion to hear the Progress
Affihates’ declaratory judgment action. On August 7,
2003, the Wake County Superior Court denied Glohal's
motion to dismiss, but stayed the North Carolina Global
Case, pending the outcome of the Florida Global Case
The Progress Affiliates appealed the superior court’s
order staying the case By order dated September 7,
2004, the North Caroling Court of Appeals dismissed the
Progress Affiliates’ appeal. Based upon the verdictin the

d
STy
an amendment to the Asset Purchase Agreement. In a
case filed in the Circuit Court for Broward County, Fla., in
March 2003 {the Florida Global Case), Globalrequested an
unspecified amount of compensatory damages, as well
as declaratory relief. Global asserted (1) that pursuant
to the Asset Purchase Agreement, it was entitled to an
interestin two synthetic fuels facilities previously owned
by the Progress Affiliates and an option to purchase
additionalinterests in the two synthetic fuelsfacilities and
{2) that it was entitled to damages because the Progress
Affiliates prohibited it from procuring purchasers for the
synthetic fuels facilities. As a result of the expiration of
the Section 29 tax credit program on December 31, 2007,
all of our synthetic fuels businesses were abandoned
and we reclassified our synthetic fuels businesses as
discontinued operations.

e m & bapobn s 1) AfEiliat
LT ITOeCuv ey, e T rogresSARaess-as amend

The jury awarded Global $78 million. On October 23, 2009,
Global filed a motion to assess prejudgment interest on
the award. On November 20, 2009, the court granted the
motion and assessed $55 million in prejudgment interest
and entered judgmentin favor of Global in a total amount
of $133 million. During the year ended December 31,
2009, we recorded an after-tax charge of $74 million to
discontinued operations. In December 2009, we made a
$154 million payment, which represents payment of the
total judgment and a required premium equivalent to two
years of interest, to the Broward County Clerk of Court
bond account On December 17, 2010, we filed our initial
appellate brief We cannot predict the outcome of this
matter

In a second suit filed in the Superior Court for Wake
County, N C, Progress Synfuel Haldings, Inc et al v US
Global, 110 {the North Carolina Global Case), the Progress
Affilistes seek declaratory relief consistent with our
interpretation of the Asset Purchase Agreement Global
was served with the North Caroling Global Case on
Aprit 17,2003

Florida Global Case, we anticipate dismissal of the North
Carolina Global Case.

NOTICE OF VIGLATION

On April 29, 2009, the EPA issued a notice of violation and
opportunity to show cause with respectto a 16,000-gallon
oil spill at one of PEC's substations in 2007. The notice
of violation did not include specified sanctions sought.
Subsequently, the EPA notified PEC that the agency was
seeking monetary sanctions that are de minimus to our
results of operations or financial condition. PEC has
entered into consent agreements with the EPA resolving
all issues and requiring de minimus payment of penalties
and performance.

FLORIDA NUCLEAR COST RECOVERY

On February 8, 2010, a lawsuit was filed against PEF in
state circuit court in Sumter County, Fla., alleging that the
Florida nuclear cost-recovery statute (Section 366.93,
Florida Statutes) violates the Florida Constitution, and
seeking a refund of all monies collected by PEF pursuant
to that statute with interest The complaint also requests
that the court grant class action status to the plaintiffs
OnApril6,2010, PEFfiled a motion to dismiss the complaint
The trial judge issued an order on May 3, 2010, dismissing
the complaint The plaintiffs filed an amended complaint
on June 1,2010. PEF believes the lawsuit is without merit
and filed a motion to dismiss the amended complaint on
July 12, 2010. On October 1, 2010, the plaintiffs filed an
appeal of the trial court’s order dismissing the complaint
Initial and reply briefs have been filed by the appellants
and PEF The appellants filed their response brief on
January 25, 2011 We cannot predict the outcome of
this matter.



We areinvolvedinvariouslitigationmatters inthe ordinary
course of business, some of which invelve substantial
amounts. Where appropriate, we have made accruals
and disclosures to provide for such matters. In the
opinion of management, the final disposition of pending
litigation would not have a material adverse effect on our
consolidated results of operations or financial position

Case No. 2011-124
Staff-DR-01-011 b part 2 attachment
(Progress Energy)
Page 109 of 124
Progress Energy Annual Report 2010

The Subordinated Notes may beredeemed atthe option of
Funding Corp. at par value plus accrued interest through
the redemption date The proceeds of any redemption
of the Subordinated Notes will be used by the Trust to
redeem proportional amounts of the Preferred Securities
and common securities in accordance with their terms
Upon liquidation or dissolution of Funding Corp., holders
of the Preferred Securities would be entitied to the
liguidation preference of $25 per share plus all accrued
and unpaid dividends thereon to the date of payment
The annual interest expense related to the Subordinated
Notes is reflected in the Consolidated Statements of

Presented below are the Condensed Consolidating
Statements of income, Balance Sheets and Cash Flows
as required by Rule 3-10 of Regulation S-X. In September
2005, we issued our guarantee of certain payments of
two wholly owned indirect subsidiaries, FPC Capital | {the
Trust) and Florida Progress Funding Corporation {(Funding
Corp.). Our guarantees are in addition to the previously
issued guarantees of our wholly owned subsidiary,
Florida Progress.

The Trust, a finance subsidiary, was established in 1999
for the sole purpose of issuing $300 million of 7.10%
Cumulative Quarterly Income Preferred Securities
due 2039, Series A (Preferred Securities) and using
the proceeds thereof to purchase from Funding Corp.
$300 million of 7.10% Junior Subordinated Deferrable
Interest Notes due 2039 {Subordinated Notes) The
Trust has no other operations and its sole assets are
the Subordinated Notes and Notes Guarantee (as
discussed below). Funding Corp. is a wholly owned
subsidiary of Florida Progress and was formed for the
sole purpose of providing financing to Florida Progress
and its subsidiaries. Funding Corp. does not engage in
business activities other than such financing and has
no independent operations. Since 1999, Forida Progress
has fully and unconditionally guaranteed the obligations
of Funding Corp under the Subordinated Notes. In
addition, Florida Progress guaranteed the payment of all
distributions related to the Preferred Securities required
to he made by the Trust, but only to the extent that the
Trust has funds available for such distributions {the
Preferred Securities Guarantee). The two guarantees
considered together constitute a full and unconditional
guarantee by Florida Progress of the Trust’s obligations
under the Preferred Securities. The Preferred Securities
and the Preferred Securities Guarantee are listed on the
New York Stock Exchange

fncome

We have guaranteed the payment of all distributions
related tothe Trust's Preferred Securities. At December 31,
2010, the Trust had outstanding 12 million shares of
the Preferred Securities with a liquidation value of
$300 million. Qur guarantees are joint and several, full and
unconditional, and are in addition to the joint and several,
full and unconditional guarantees previously issued to
the Trust and Funding Corp. by Florida Progress. Our
subsidiaries have provisions restricting the payment of
dividends to the Parent in certain limited circumstances,
and as disclosed in Note 118, there were no restrictions
on PEC's or PEF's retained earnings.

The Trustis a variable-interest entity of which we are not
the primary beneficiary. Separate financial statements
and other disclosures concerning the Trust have notbeen
presented because we believe that such information is
not material to investors.

Inthese condensed consoclidating statements, the Parent
columnincludesthe financial results of the parent holding
company only The Subsidiary Guarantor columnincludes
the consclidated financial results of Florida Progress
only, which 1s primarily comprised of its wholly owned
subsidiary PEF The Non-Guarantor Subsidiaries column
includes the consolidated financial results of all non-
guarantorsubsidiaries,whichis primarily comprised ofour
wholly owned subsidiary PEC The Other columnincludes
elimination entries for all intercompany transactions and
other consolidation adjustments. Al applicable corporate
expenses have been allocated appropriately among the
guarantor and non-guarantor subsidiaries The financial
information may not necessarily be indicative of results
of operations or financial position had the subsidiary
guarantor or other non-guarantor subsidiaries operated
as independent entities
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P A

OUIDATING STATEMENT OF INCOME

Year ended December 31, 2010 Subsidiary Non-Guarantor Progress
{1 mitfitans) Parent Guarantor Subsidiaries Other Energy, Inc.
Operating revenues
Operating revenues S §5,268 34,922 S~ $10,190
Affiliate revenues - - 248 (248} -
Total operating revenues - 5,268 5170 {248) 10,190
Operating expenses
Fuel used in electric generation - 1,614 1,686 - 3,300
Purchased power - 977 302 - 1,279
Uperation and maintenance 7 912 1345 {237 Fntras
Depreciation, amortization and accretion - 426 494 - 920
Taxes other than on income - 362 225 {7 580
Other - 17 13 - 30
Total operating expenses 7 4,308 4,085 (244) 8,136
Gperating {loss) income (7N 960 1,105 {4) 2,054
Other income (expense)
Interestincome 7 2 5 7 7
Allowance for equity funds used during construction - 28 64 - 92
Other, net (1) 1 {3) 3 -
Total other income, net 6 3 66 {4) 99
Interest charges
Interest charges 282 293 2n {7 779
Allowance for borrowed funds used during construction - {13) (19) - (32}
Total interest charges, net 282 280 192 N 147
{Loss) income from continuing operations before
income tax and equity in earnings of consolidated subsidiaries (283) 711 979 (1) 1,406
Income tax (benefit) expense (111} 267 378 5 539
Equity in earnings of consclidated subsidiaries 1,027 - - {1,027} -
Income from continuing operations 855 444 601 (1,033} 867
Discontinued operations, net of tax 1 m (4) - (4}
Net income 856 443 597 (1,033) 863
Net {income} loss attributable to noncontreiling interests, net of tax - {4) 1 {4) {7)
Net income attributable to controlling interests §856 $439 $598 $(1,037) 5856
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CONDEMSED COMSOLIDATING STATEMENT OF INCOME
Year ended December 31, 2009 Subsidiary Non-Guarantor Progress
tin mittisns Parent Guarantor Subsidiaries Other Energy, Inc.
Operating revenues
Operating revenues S 85,259 S4,626 S— 59,885
Affiliate revenues - - 235 {235) -
Total operating revenues - 5,259 4,861 (235) 9,885
Operating expenses
Fuel used in electric generation - 2,072 1,680 - 3,752
Purchased power - 682 229 - 911
Bperatiorramdmaintenance 2 838 1:269 {222} 1,894
Depreciation, amortization and accretion - 502 484 - 986
Taxes other than onincome - 347 216 {6) 557
Other - 13 - - 13
Total operating expenses 8 4,455 3,878 (228) 8,113
Operating (loss) income (8) 804 983 {7) 1,772
Other income {expense)
Interestincome 10 5 g (10} 14
Allowance for equity funds used during construction - 91 KX - 124
Other, net 18 8 (22} 4 6
Total other income, net 28 102 20 (6) 144
Intesest charges
Interest charges 233 280 215 (10) 718
Allowance for borrowed funds used during construction - (27) {12} - (39)
Total interest charges, net 233 253 203 {10) 679
{Loss} income from continsing operations before
income tax and equity in earnings of conselidated subsidiaries (213} 653 800 (3} 1,237
Income tax (benefit) expense {93) 200 286 4 397
Equity in earnings of consolidated subsidiaries 875 - - {875) -
Income from continuing operations 155 453 514 (882) 840
Discontinued operations, net of tax 2 {43) (38) - (79}
Netincome 157 410 476 (882} 761
Net {income) loss attributable to noncontrolling interests, net of tax - {3) i {3) {4)
Net income attributable to controlling interests S757 S407 S$478 8(885) 8757
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Year ended December 31, 2008 Subsidiary Nen-Guarantor Progress
(i s/ Parent Guarantor Subsidiaries Other Energy, Inc.
Operating revenues
Operating revenues S 54,738 S4,429 S~ $9,167
Affiliate revenues - - 361 {361) -
Total operating revenues - 4,738 4,790 (361} 9,167
Operating expenses
Fuel used in electric generation - 1,675 1,346 - 3,021
Purchased power - 953 346 - 1,299
Uperation and maintenance 3 813 346 {342} 826
Depreciation, amortization and accretion - 306 533 - 839
Taxes other than on income - 309 207 (8) 508
Other - 1 (4} - (3)
Total operating expenses 3 4,057 3,774 {350) 1,484
Operating ({loss) income {3) 681 1,016 {1 1,683
Other income (expense)
Interestincome " 9 16 {12 24
Aliowance for equity funds used during construction - 95 21 - 122
Other, net - {18) {4) 5 (17}
Total other income, et 11 86 39 {7 129
Interest charges
Interest charges 201 263 221 (12) 679
Allowance for borrowed funds used during construction - (28) {12 - (40)
Total interest charges, net 201 235 215 {12} 639
{Loss) income from continuing operations before
income tax and equity in earnings of consolidated
subsidiaries {193) 532 840 {6) 1,173
Income tax (benefit) expense {85) 172 306 2 395
Equity in earnings of censolidated subsidiaries 941 - - (941) -
Income from continuing operations 833 360 534 {949) 778
Discontinued operations, net of tax {3} 61 - - 58
Net income 830 421 534 (949) 836
Net income attributable to noncontrolling interests, net of tax - {6) - - {6)
Net income attributable to controlling interests 5830 5415 $534 $(949) 8830
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COMDEMSED CONSOLIDATING BALANCE SHEET
December 31, 2010 Subsidiary Nen-Guarantor Progress
fin miflions} Parent Guaranter Subsidiaries Gther Energy, Inc.
ASSETS
Utility plant, net 5 810,189 $10,961 390 $21,240
Current assets
Cash and cash equivalents 110 270 231 - 611
Receivables, net - 497 536 - 1,033
Notes receivable from affiliated companies 14 48 115 (177) -
Regulatory assets - 105 71 - 176
Derivatve colfateratpostetd = 4G Z4 164
Income taxes receivable 14 1 90 {53) 52
Prepayments and other current assets 6 750 894 (220) 1,440
Total current assets 154 1,811 1,961 (450) 3,476
Deferred debits and other assets
Investment in consolidated subsidiaries 14,316 - - {14,316} -
Regulatory assets - 1,387 937 - 2374
Goodwill - - - 3,855 3,655
Nuclear decommissioning trust funds - 554 1,017 - 1,571
Other assets and deferred debits 75 238 894 {469} 738
Total deferred debits and other assets 14,391 2,179 2,898 {11,130) 8,338
Total assets $14,545 814,179 $15,820  §(11,490) 833,054
CAPITALIZATION AND LIABILITIES
Equity
Common stock equity $10,023 $4,957 85686  8(10,643) $10,023
Noncontrolling interests - 4 - - 4
Total equity 10,023 4,961 5,686 (10,643) 10,027
Preferred stock of subsidiaries - 34 59 - 93
Long-term debt, affiliate - 309 - (36) 273
Long-term debt, net 3,989 4,182 3,693 - 11,864
Total capitalization 14,012 9,486 9,438 {10,679) 22,251
Current fiabilities
Current portion of long-term debt 205 300 - - 505
Notes payable to affiliated companies - 175 3 (178) -
Derivative liabilities 18 188 53 - 259
Other current liabilities 278 1,002 1,184 {273) 2191
Total current liabilities 501 1,665 1,240 {451} 2,955
Deferred credits and other liabilities
Noncurrent income tax liabilities 3 528 1,608 (443) 1,696
Regulatory liabilities - 1,084 1,461 a0 2,635
Other liabiliies and deferred credits 79 1,416 2,073 {7) 3,51
Total deferred credits and other liabilities 32 3,028 5,142 {360} 7,842

Total capitalization and liabilities $14,545 S14,179 S15820  S{11,490) S33,054
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December 31, 2009 Subsidiary  Non-Guarantor Progress
{in miftionsj Parent Guarantor Subsidiaries Other Energy, Inc.
ASSETS
Utility plant, net S §9,733 39,886 Sii4 519,733
Current assets
Cash and cash equivalents 606 72 a7 - 725
Receivables, net - 358 447 - 800
Notes receivable from affiliated companies 30 46 303 (379} -
Regulatory assets - 54 88 - 142
Berivativecoltateratposted 139 1 148
Income taxes receivable 5 97 50 7 145
Prepayments and other current assets 14 800 935 (176} 1,573
Total current assets 655 1,566 1,872 {562) 3,531
Deferred debits and other assets
Investmentin consolidated subsidiaries 13,348 - - {13,348) -
Regulatory assets - 1,307 873 {1} 2,178
Goodwill - - - 3,855 3,655
Nuclear decommissioning trust funds - 496 871 - 1,367
Other assets and deferred debits 166 202 923 (520} m
Total deferred debits and other assets 13,514 2,005 2,667 (10,214) 1972
Total assets 514,169 $13,304 $14,425  §(10,662) $31,236
CAPITALIZATION AND LIABILITIES
Equity
Common stock equity §9,449 $4,530 $5,085 $(9,675) $9,449
Noncontrolling interests - 3 3 - 6
Total equity 9,449 4,593 5,088 (9,675) 9,455
Preferred stock of subsidiaries - 34 59 - 93
Long-term debt, affiliate - 309 115 {152} 272
Long-term debt, net 4,193 3,883 3,703 - 1,779
Total capitalization 13,642 8,819 8,965 (9,827) 21,599
Current liabilities
Current portion of long-term debt 100 300 6 - 406
Short-term debt 140 - - - 140
Notes payable to affiliated companies - 376 3 (379) -
Derivative liabilities - 161 29 - 190
Other currentliabilives 261 941 802 (182) 1,922
Total current liabilities 501 1,778 940 {561} 2,658
Deferred credits and other liabilities
Noncurrentincome tax liabilities - 320 1,258 {382} 1,196
Regulatory liabilities - 1,103 1,283 114 2,510
Other liabilities and deferred credits 26 1,284 1,969 {6} 3,273
Total deferred credits and other liabilities 76 2,707 4,520 (2741 6,979
Total capitalization and liabilities S14,189 $13,304 S14,425  S(10.662} $31,236
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Year ended December 31, 2010 Subsidiary  Nen-Guarantor Progress
{in mitfions} Parent Guaranter Subsidiaries Other Energy, Inc.
Net cash provided by operating activities $16 $1,181 $1,562 $(222) $2,537
Investing activities
Gross property additions - (1,014} (1,231} 74 (2,771}
Nuclear fuel additions - (38) (183) - (2213
Furchases of available-for-sale securities and

other investments - {6,391} {618) - {7.009)
Proceeds from available-for-sale securities and

other investments - 6,395 595 - 6,990
Changes in advances to affiliated companies 15 2) 188 {201) -
Return of investment in consolidated subsidiaries 54 - - (54} -
Contributions to consolidated subsidiaries (171} - - i -
Other investing activities 113 60 3 (115) 61
Net cash provided {used) by investing activities 1 {990) (1,246) {175) {2,400}
Financing activities
Issuance of common stock, net 434 - - - 434
Dividends paid on common stock {7 - - - {717)
Dividends paid to parent - {102) (100} 202 -
Dividends paid to parentin excess of retained earnings - - {54} 54 -
Net decrease in short-term debt (140) - - - {140)
Proceeds from issuance of long-term debt, net - 591 - - 591
Retirement of long-term debt {100} (300} - - (400)
Cash distributions to noncontrolling interest - {3} - {3) {6)
Changes in advances from affiliated companies - {201) - 201 -
Contributions from parent - 33 152 {185) -
Other financing activities - (11) {130) 128 {13)
Net cash (used) provided by financing activities {523) 7 {132) 397 (251)
Net {decrease)} increase in cash and cash equivalents {496) 198 184 - (114)
Cash and cash equivalents at beginning of year 606 12 47 - 725

Cash and cash equivalents at end of year sNo $270 §231 5 $611
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TEMENTS
ED COMSCLIDATIR

Year ended December 31, 2009 Subsidiary  Non-Guarantor Progress
{in millions} Parent Guarantor Subsidiaries Other Energy, Inc.
Net cash provided by operating activities S108 $1,078 $1,282 5(198) S2,211
Investing activities
Gross property additions - {1,449} (858) 12 {2,295)
Nuclear fuel additions - {78) (122 - (200}
Proceeds from sales of assets to affiliated companies - - 11 {11) -
Purchases of available-for-sale securities and other investments - (1,548) {802) - {2,350}
Proceeds from available-for-sale securities and other investments - 1,558 756 - 2,314
Changas T advances o afitaedTompanies 4 % 2 H8
Return of investmentin consolidated subsidiaries 12 - - {12} -
Contributions to consolidated subsidiaries {688) - - 688 -
Other investing activities - - {1 - {n
et cash used by investing activities 672) {1,519} {1,188) 847 (2,532)
Financing activities
Issuance of common stock, net 623 - - - 623
Dividends paid on common stock (693) - - - {693}
Dividends paid to parent - {1) (200) 201 -
Dividends paid to parentin excess of retained earnings - -~ {12) 12 -
Payments of short-term debt with original maturities greater than

90 days {629} - - - (629)
Net decrease in short-term debt 100 (371) {110} - {381}
Proceeds from issuance of long-term debt, net 1,683 - 595 - 2,278
Retirement of long-term debt - - {400) - {400)
Cash distributions to noncontrolling interests - {3) - {3) (B)
Changes in advances from affiliated companies - 170 - (170) -
Contributions from parent - 653 49 {702} -
Other financing activities {2} (9) 12 13 14
Net cash provided {used} by financing activities 1,082 439 (66} (649} 806
MNet increase {decrease) in cash and cash equivalents 518 {1} 28 - 545
Cash and cash equivalents at beginning of year 88 3 19 - 180
Cash and cash equivalents atend of year 5606 S72 S47 S $725
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COMDENSED CO T
Year ended December 31, 2058 Subsidiary  Non-Guarantor Progress
{in mitiions) Parent Guarantor Subsidiaries  Other Energy, Inc.
Net cash (used) provided by operating activities S{90) S221 S1,114 St273 S1,218
Investing activities
Gross property additions - (1,553} {794} 14 {2,333)
Nuclear fuel additions - {43} {179) - {222)
Proceeds from sales of assets to affiliated companies - 12 - {12} -
Purchases of available-for-sale securities and other investments {7) {783) {800) - {1,590)
Proceeds from available-for-sale securities and other investments - 788 146 - 1,534
Chargesinradvancesto-sfitiatet-compantes 122 105 8 (236}
Return of investment in consolidated subsidiaries 20 10 - {30) -
Contributions to consolidated subsidiaries {101} - - 101 -
Other investing activities - 57 13 - 70
Net cash provided (used) by investing activities 35 {1,407) {1,008} {183} {2,541)
Financing activities
Issuance of common stock, net 132 - - - 132
Dividends paid on common stock (642) - - - (642)
Dividends paid to parent - (33) - 3 -
Dividends paid to parentin excess of retained earnings - - {20) 20 -
Payments of short-term debt with original maturities greater than

90 days {176} - - - (176)
Proceeds from issuance of short-term debt with original maturities

greater than 90 days 629 - - - 629
Net increase in short-term debt 15 n 110 - 496
Proceeds from issuance of long-term debt, net - 1,475 3 - 1,797
Retirement of long-term debt - {577} {300) - (877)
Cash distributions to noncontrolling interests - {85) {10} 10 {85)
Changes in advances from affiliated companies - {21) {215} 236 -
Contributions from parent - 85 29 (114} -
Other financing activities - 1 {32) b {26)
Net cash {used) provided by financing activities {42) 1,216 {116) 190 1,248
Net{decrease) increase in cash and cash equivalents (97} 30 (8} - (75)
Cash and cash equivalents at beginning of year 185 43 21 - 255

Cash and cash equivalents atend of year 588 §73 $19 S 5180
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Summarized quarterly financial data was as follows:

{in millions except per share data) First Second Third Fourth
2010
Operating revenues 82,535 S2,372 $2,962 82,321
Operating income 494 448 753 367
Income from continuing operations 191 181 365 130
Net income 190 180 365 128
Net income attributable to controlling interests 190 ) 180 361 125
Common stock data

Basie and diluted earnings per common share

Income from continuing operations attributable to

controlling interests, net of tax 0.67 0.62 1.23 043

Net income attributable to controlling interests 0.67 0.62 123 042
Dividends declared per common share 0.620 0.620 0.620 0.620
Market price per share

High 4135 4069 44.82 4561

Low 37.04 3713 38.96 43.08
2009
Operating revenues $2,442 $2,312 $2,824 82,307
Operating income 393 379 676 324
Income from continuing operations 183 175 350 132
Net income 183 174 248 156
Netincome attributable to controlling interests 182 174 247 154
Common stock data

Basic and diluted earnings per common share

Income from continuing operations atiributable to

controlling interests, net of tax 0.66 062 1.24 0.46

Netincome attributable to controlling interests 0.66 062 0.88 055
Dividends declared per common share 0620 0620 0620 0620
Market price per share

High 40.85 38.20 40.05 42.20

Low 31.35 3350 3597 3667

In the opinion of management, all adjustments necessary
to fairly present amounts shown for interim periods have
been made Results of operations for an interim period
may not give a true indication of results for the year
Typically, weather conditions in our service territories
directly influence the demand for electricity and affect
the price of energy commadities necessary to provide
electricity to our customers As a result, our overall
operating results may fluctuate substantially on a
seasonal basis

In the third quarter of 2009, we recognized $102 million
of expense from discontinued operations attributable to
controlling interests, net of tax, primarily related to a jury
delivering a verdictin a lawsuit against Progress Energy
and a number of our subsidiaries and affiliates previously
engaged in coal-based solid synthetic fuels operations,
In the fourth quarter of 2009, we recognized $25 million of
garnings from discontinued operations primarily related
to the tax benefits associated with the payment of the
judgment. See Note 220 for additional information.



During the fourth quarter of 2009, we recorded a
cumulative prior period adjustment related to certain
employee life insurance benefits The impact of this
adjustment decreased total other income, net, by
%17 million and decreased net income attributable to
controlling interests by $10 million The prior period
adjustment is not material to 2009 or previcusly issued
financial statements
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Consummation of the Merger is subject to customary
conditions, including, among others things, approval
of the shareholders of each company, expiration or
termination of the applicable Hart-Scott-Rodino Act
waiting period, and receipt of approvals, to the extent
required, from the FERC, the Federal Communications
Commission, the NRC, the NCUC, the Kentucky Public
Service Commission, the SCPSC, the FPSC, the Indiana
Utility Regulatory Commission, and the Ohio Public
Utilities Commission.

The Merger Agreement includes certain restrictions,

On January 8, 2011, Duke Energy and Progress Energy
entered into an Agreement and Plan of Merger (the
Merger Agreement). Pursuant to the Merger Agreement,
Progress Energy will be acquired by Duke Energy in a
stock-for-stock transaction (the Merger) and continue as
a wholly owned subsidiary of Duke Energy

Under the terms of the Merger Agreement, each share
of Progress Energy common stock will be cancelled
and converted into the right to receive 2.6125 shares of
Duke Energy common stock. Each outstanding option
to acquire, and each outstanding equity award relating
to, one share of Progress Energy common stock will be
converted into an option to acquire, or an equity award
relating to, 2 6125 shares of Duke Energy common stock.
The Merger Agreement contemplates a reverse stock
split of Duke Energy stock, effective immediately prior to
the Merger. The board of directors of Duke Energy has
approved a reverse stock split, at a ratio of 1-for-2 or
1-for-3, to be determined by the board of directors of Duke
Energy after consultation with Progress Energy, which is
subject to approval by the shareholders of Duke Energy
and would be effective prior to the Merger. Accordingly,
the 2.6125 exchange ratio for Progress Energy common
shares, options and equity awards will be adjusted based
on Duke Energy’s reverse stock split.

The combined company, to be called Duke Energy, will
have an 18-member board of directors. The board will be
comprised of, subject to their ability and willingness to
serve, all 11 current directors of Duke Energy and seven
current directors of Progress Energy At the time of the
Merger, William D Johnson, Chairman, President and
CEOQ of Progress Energy, will be President and CEO of
Duke Energy and James E. Rogers, Chairman, President
and CEQ of Duke Energy, will be the Executive Chairman
of the board of directors of Duke Energy, subject te therr
ability and willingness to serve.

limitations and prohibitions as to actions we may or
may not take in the period prior to consummation of the
Merger Among other restrictions, the Merger Agreement
limits our total capital spending, limits the extent to
which we can obtain financing through long-term debt
and equity, and we may not, without the prior approval
of Duke Energy, increase our quarterly common stock
dividend of $0.62 per share.

Certain substantial changes in ownership of Progress
Energy, including the Merger, can impactthe timing of the
utilization of tax credit carry forwards and net operating
loss carry forwards (See Note 14).

The Merger Agreement contains certain termination
rights for both companies and under specified
circumstances we may be required to pay Duke Energy
$400 million and Duke Energy may be required to pay us
$675 million. In addition, under specified circumstances
gach party may be required to reimburse the other party
for up to $30 million of merger-refated expenses.

Progress Energy shareholders have filed class action
lawsuits in the state and federal courts in North Carolina
against Progress Energy and each of the members of
Progress Energy’s board of directors The lawsuits seek to
prohibit the Merger and, in some cases, seek damages in
the event that the Merger is completed. Progress Energy
intends to vigorously defend against these claims We
cannot predict the outcome of this matter
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Years ended December 31

(in miftrons. except per share datal 2010 2009 2008 2007 2006
Operating results
Operating revenues $10,190 55,885 59,167 S$9,153 S8,724
Income from continuing operations 867 840 778 702 567
Netincome 853 761 836 496 620
Netincome attributable to controliing interests 856 757 830 504 571

Per share data - basic and diluted earnings

Income from continuing operations attributable

to controlling interests, net of tax $2.96 52.99 3295 $2.70 $52.19
Net income attributable to controlling interests 295 27 31 1.96 2.21
Assets $33,054 831,236 $29,873 §26,338 525,832
Capitalization and debt
Common stock equity $10,0623 $9,449 58,687 $8,395 $8,259
Noncontolling interests 4 6 ] 84 10
Preferred stock of subsidiaries 93 93 93 93 93
Long-term debt, net™ 12,137 12,051 10,659 8,737 8,835
Current portion of long-term debt 505 406 - 877 324
Short-term debt - 140 1,050 201 -
Capital lease obligations 21 231 239 247 12
Total capitalization and debt $22,983 $22,376 $20,734 $18,634 $17,593
Other financial data
Return on average common stock equity {percent) 8.70 813 959 597 7.05
Ratio of earnings to fixed charges 212 2.65 266 262 2.35
Number of common shareholders of record 51,975 53,922 55,919 58,991 64,899
Book value per common share $34.05 $33.53 83297 53241 33253
Dividends declared per common share $2.48 $2.48 $2.47 $245 5243
Energy supply (millions of kilowatt-hoursj
Generated
Steam 44,971 40,420 48,771 51,163 48,770
Nuclear 21,624 29412 30,565 30,336 30,602
Combustion turbines/combined cycle 27,856 21,254 15,557 13,319 11,857
Hydro 608 651 479 415 594
Purchased 13473 11,996 14,956 14,994 14,664
Total energy supply {Company share} 108,532 103,733 108,278 110,227 106,487
Jointly owned share™ 5,228 5,500 5,780 5,351 5,224
Total system energy supply 113,760 109,233 114,058 115,578 IR WAN

“ Includes fong-term debt to affiliated trust of S273 million at December 31, 2010, S272 million at December 31, 2009 and 2008, and 8271 million
at December 31, 2007 and 2006 {See Note 23}.

* Amounts represent joint owners’ share of the energy supplied from the six generating facilities that are jointly owned



Progress Energy’s management uses Ongoing Earnings
per share to evaluate the operations of the company
and to establish goals for management and employees
Management believes this non-GAAP measure is
appropriate for understanding the business and assessing
our potential future performance, because excludeditems
are limited to those that we believe are notrepresentative
of our fundamental core earnings. Ongoing karnings as
presented here may not be comparable to similarly titled
measures used by other companies

Reconciling adjustments from Ongoing Earnings to
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The company recognized charges for tie impact of
PEC's decision to retire certain coal-fired generating
units, with resulting reduced emissions for compliance
with the Clean Smokestacks Act’s 2013 emission targets
Since the coal-fired generating units will be retired
prior to their estimated useful lives, management does
not consider this charge to be representative of the
company's fundamental core earnings

Change in the Tax Treatment of the Medicare

GAAP earnings for the years ended December 31 were
as follows:

2010 2009 2008

Ongoing Earnings per share $306 S$303 S296
CVO mark-to-market - 007 -
Impairment {0.02) (001) -
Plant retirement charge - {006) -

Change in the tax treatment of the

Medicare Part D subsidy (0.08) - -
Cumulative prior period adjustment - {004) -

Valuation allowance and related net
operating loss carry forward - - {oon

Discontinued operations {0.01) (028) 0.22
Reported GAAP earnings per share $295 S271 8317
Shares outstanding {millions} 291 279 262

CV0 Mark-to-Market

In connection with the acquisition of Florida Progress
Corporation, Progress Energy issued 986 million
CVOs. Each CVO represents the right of the holder to
receive contingent payments based on net after-tax
cash flows above certain levels of four synthetic fuels
facilities purchased by subsidiaries of Florida Progress
Corporation in October 1999. The CVO liability is valued at
fair value, and unrealized gains and losses from changes
in fair value are recognized in earnings. Progress Energy
is unable to predict the changes in the fair value of the
CV0s, and managementdoes notconsider this adjustment
to be representative of the company’s fundamental core
earnings

The company has recorded impairments of certain
miscellaneous  investments and other assets
Management does not consider this adjustment to be
representative of the company’s fundamental core
garnings

Part D Subsigy

The federal Patient Protection and Affordable Care Act
(PPACA} and the related Health Care and Education
Reconciliation Act, which made various amendments
to the PPACA, were enacted in March 2010. Under prior
faw, employers could claim a deduction for the entire
cost of providing retiree prescription drug coverage even
though a portion of the cost was offset by the retiree drug
subsidy received. As a result of the PPACA, as amended,
retiree drug subsidy payments will effectively become
taxable in tax years beginning after December 31, 2012,
by requiring the amount of the subsidy received to be
offset against the employer’s deduction. Under GAAP,
changes in tax law are accounted for in the period of
enactment. Management does not consider this change
in tax treatment to be representative of the company’s
fundamental core earnings.

Cumulative Prior Period Adjustment

The company recorded a cumulative prior period
adjustment charge related to certain employee life
insurance benefits. Management does not consider
this adjustment to be representative of the company’s
fundamental core earnings. The prior period adjustment
was not material to 2009 or previously issued financial
statements
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Progress Energy previously recorded a deferred tax
asset for a state net operating loss carry forward upon
the sale of nonregulated generating facilities and energy
marketing and trading operations. In 2008, the company
recorded an additional deferred tax asset related to
the state net operating loss carry forward due to a
change in gstimate based on 2007 tax return filings. The
company also evaluated the total state net operating loss
carry forward and partially impaired it by recording a



valuation allowance, which more than offset the change
in estimate. Management does not believe this net
valuation allowance is representative of the company’s
fundamental core earnings

The company has reduced its business risk by exiting
nonregulated businesses to focus onthe core operations
of the utilities. The discontinued operations of these
nonregulated businesses decreased earnings per share
by 8001 for the guarter and increased earnings per
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Share by SUUY TOr the Same penod fast year. 1ne prior
year impact was due primarily to adjustments related
to a litigation judgment against our former Synthetic
Fuels businesses. Due to the disposition of these
assets, management does not consider this activity to
he representative of the company’s fundamental core
earnings
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2005 2006 2007 2008 2009 2010
Measurement Period (Fiscal Year Covered) 2005 2008 2007 2008 2009 2010
Progress Energy, Inc $100 $118 $123 $107 S117 $132
Comparable Business Model Utilities 100 121 128 108 123 140
S&P Electric Index 100 123 152 113 116 120
S&P 500 Index 100 116 122 71 97 12

*$100 invested on 12/31/2005in Stock or Index. Including reinvestment of dividends. Fiscal year ended December 31

Over the past decade, as dereguiation has occurred
in several geographic areas of the United States, the
investor community has separated the utility industry
into a number of subsectors. The two main themes of
separation are 1) the aspect of the value chain in which
the company participates” generation, transmission and/
or delivery, and 2} the proportion of its business governed
by rate-of-return regulation as opposed to competitive
markets. Thus, the industry nowhas subsectorsidentified
frequently as competitive merchant, regulated delivery,
regulated integrated, and unrequlated Integrated
{typically state-requlated delivery and unrequlated
generation). Each of these subsectors typically differs in
financial valuation characteristics and risk

Frogress Energy generally is identified as being in the
requlated integrated subsector. This means Progress
Energy and its peer companies are primarily rate-of-

return regulated, operate in the full range of the value
chain, and typically have requirements to serve all
customers under state utility regulations. The companies
similar to us from a business model perspective that are
generally categorized in our subsector are American
Electric Pawer, DPL, Duke Energy, Consolidated Edison,
Great Plains Energy, Alliant Energy, NV Energy, PG&E,
Pinnacle West, Portland General Electric, SCANA,
Southern Company, Wisconsin Energy, Westar Energy
and Xcel Energy

It should be noted that, although the business models of
several ofthese companiesmaynothavebeencomparable
to ours five years ago, their business models and ours are
now similar due to industry evolution. The Company is
providing this alternative market capitalization weighted
index to show an additional comparison of Progress
Energy’s total return performance.



Progress Energy’s 2011 annual meeting of shareholders
will be held May 11,2011, at 10a m atthe Progress Energy
Center for the Performing Arts in Raleigh, N.C. A formal
notice of the meeting will be mailed to shareholders in
fate March

Progress Energy, Inc
¢/o Computershare Trust Company
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Progress Energy offers the Progress Energy Investor Plus
Plan, g direct stock-purchase and dividend-reinvestment
plan, and direct deposit of cash dividends to bank
accounts for the convenience of shareholders. For
information on these programs, contact Computershare
or the company

Dividend-reinvestment statements and tax documents
can be electronically delivered to shareholders To take
advantage of electronic delivery of documents, go to

260 Dn\lmll Cirapt

Canton, MA 02021
Toll-free phone number: 1.866.290.4388

Sharehoider Information and Inguiries

Obtain information on your account 24 hours a day,
seven days a week by calling our stock transfer agent’s
shareholder information line. This automated system
features Progress Energy’s common stock closing price,
dividend information and stock transfer information. Call
toll-free 1.866.290.4388.

Other questions concerning stock ownership may
be directed to Progress Energy’s Shareholder
Relations by calling 919.546.3014 or by writing to the
following address

Progress Energy, Inc
Shareholder Relations
410 S. Wilmington Street
Raleigh, NC 27601-1849

Stock Listings

Progress Energy's common stock is listed and traded
under the symbol PGN on the New York Stock Exchange
{NYSE) in addition to regional stock exchanges across
the United States
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Securitiss Anslystinguiries

Securities  analysts,  portfolioc  managers  and
representatives  of financial institutions  seeking
information about Progress Energy should contact Robert
F Drennan, Jr, vice president, Investor Relations, at the
corporate headquarters address or call 919.546.7474.

Additional information

Progress Energy files periodic reports with the Securities
and Exchange Commission that contain additional
information about the company. Copies are available
to shareholders free of charge through the Investors
section of our website at www.progress-energy.com or
upon written request to the company’s treasurer at the
corporate headquarters address.

This annual report is submitted for shareholders’
information and is available for delivery to shareholdersin
connection with our 2011 annual meeting of shareholders.
Itis not intended for use in connection with any sale or
purchase of, or any offer or solicitation of offers to buy or
sell, securities

This report contains forward-looking statements relating
to Progress Energy's business. Our business is subject
to numerous risks and uncertainties, which could cause
actual results to differ materially from those expressed
orimplied by these forward-looking statements We refer
you to our Annual Report on Form 10-K for a discussion of
such risks and uncertainties


http://ww.progress-energy.com




Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-012

REQUEST:

Refertopage 6, mesH=20-of the-Fohnson Festrmony:
a. Provide the document containing Progress’s Code of Ethics.

b Explain whether Duke Energy currently has a similar code of ethics for its
employees and directors. If yes, provide the Duke Energy code of ethics.

RESPONSE:
a. Please see Attachment STAFF-DR-01-12

b. Yes, Duke Energy has a code of ethics. Please see attachments Staff DR-01-
12(b)(1) and (b)(2) (Duke)

PERSON RESPONSIBLE: William D Johnson (a)
James E Rogers (b)
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Juke Energy Empioyees:

The Duke Energy Vision Statement addresses our mission, values and
employee commitment to Duke Energy. One of our core values is integrity -~ We
do the right thing. We honor our coinmitments. We admit when we're wrong.

Our Code of Business Ethics (CoBE) establishes standards of business conduct
designed to help each of us conduct business with integrity. A lot of carefui
thought and consideration went into producing it, consistent with our company
Vision Statement. Some sections may be more relevant to certain business
areas than others. Regardless, all employees are responsible for being familiar
with our CoBE so that you understand what you need to do when faced with an
ethical dilemma.

You are encouraged to bring work-related concerns, including suspected
violations, first to your supervisor. If you are uncomfortable in doing so, you are
free to talk to another member of management, a Human Resources
representative or someone in the Ethics and Compliance office. Additionally, the
EthicsLine is a third-party resource you can use, and you can do so
anonymously. The important thing is that you talk to someone.

Ethical behavior underpins our company values and helps ensure our long-term
success. | urge you to use this CoBE as a guide. By doing so, you will have
taken an important step in helping our company achieve its mission of making
people's lives better by providing gas and electric services in a sustainable way
while doing the right thing.

Jim Rogers
President and Chief Executive Officer



Duke Energy’s Code of Business Ethics descrnibes
ethical risks for emplayees, provides guidance to help
recogrize and deal with ethical issues and explains
how ta report unethical conduct end help foster a
culture of :ntegnly and pass.on for doing the right thing

This Code applies to Duke Energy. its subsidiaries and
its affliztes Contractors suppliers and vendors are
expected fo support effective compliance programs
within their own organizations and adhera o the
Supplier Code of Cenduct.
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Ouke Energy employees may be asked perodically to
cerhify compliance with this Code

Duke Energy’s vision sets farth the vatues and
behaviors that apply to a wide variety of situations:
while this Code is a statement of our pnnc:ples and
expectations that guide our ethicad business conduct
Put another way our mission and values pont us in the
nght direction. and the Code gu:des our actions in
specific situations. When the Code does not provide
enough detail the compeny’s policies and procedures
provide additional iformation

Becausa we want our customers, invesiors, supphers
and other stakeholders io understand our commitment
to manage our business with ntegrity. this Code
appears on the Duke Energy Web site

Some sections and topics may be mare relevant to
certain functions or departments than to others
However, since one instance of a person faifing to act
with integrity can damage the company's hard-eamed
reputation and compromise the public s trust_ every
Duke Energy employee is respons:ble for being familiar
with the sntire Code The Code has been adopted by
the company's board of directors and represents a
commitment to promote an organizational cutiure that
encourages ethical conduct and compliance with the
taw. A separate Code of Business Conduct and Ethics
applies to Duke Energy's board of directors

Al Duke Energy employees should be aware that

. This Code cannot anticipate every possible
situation or cover every topic in detail. If a
situstion 's unclear, employees should ask for
guidance before taking action

. Most of the topics covered i this Code are
axplained in greater detall in a company policy

. From time to time. the company may establish
traning programs to address specific areas of
nsk,

. Reading this Code 1s not a substitute for
completing trarning and complying with specific
paohcies and procedures

. This Code does nol necessanly take into account
&l applicable legal requirements More restnctive
laws of requirements take precedence Where
apphcable legal requirements conflict with the
standards in this Code, employees should ask for
guigance before taking any action

» The eustence and provisions of this Code do not
by themselves create any contractual nght to
continued employment or moddy the al-will
employment relationship. However, to the extent
a contractual sight to continued employment
exists by operaton of applicable taw. this Code 1s
part of and is imcorporated into any existing
employment contract between Duke Energy and
s employees

TIZsTTELiias Tl ltuniootor

Qur Values - The Work Environment Duke Energy
Commits to Provide

s Caring ~ We look out for each other. We sinve to
make the environment and communities around
us befter ptaces ¢ live

° Integrity - We do the nght thing Wse honor our
comrutmaris. We admit when we're wrong

. Openness - We're open to changs and to new
ideas from our co-workers custorers and other
stekeholders We explore ways to grow our
business and make d better

. Passion — We re passionste about what we do
Wa sirivs for axcellence. We take persona
accountsbility for our actions

. Respect ~ We value diverss talents. perspaclives
and expenences. We treat others the way we
want to by treated.

° Sefety ~ We put salety first in all we do

Reporibyyg Tites
isnues

Duke Energy employees have a responsibity to report
violations of this Code. applicable laws, rutes or
regulations while performing work for the company
Employees are also expected to report any threat lo
human health, safety, the enwronment and
communities eround us or the company's assets. When
needed, employees should seek clarfication or
guidsnce on elhical, safety, legal or policy issues or
other business-related conduct.

To repent 2 vislation or saek guidance

» Taik tc your superviscr of your suparviser's
MENEGTS. ¥OUI DUMES TC3OUCES TEDTESemigive
of the =thics and comphance office

- # you erent comionable wah any of the
reporung optiong above of f you fasi mers
convontsble ragsning anonymously usa ihe

£thosina

The Audit Commatee of the board of directors reviews
concems regarding questonable accounting. internal
fnancial controls (including :ntemat accounting
controls) and auditng matters reported to the ethics
and compliance office or the Ethicsiine which aliows
anonymous reporbing



The Ethicsiine i1s a worddw:de reporting syster: staffes
by an independent tivid party retained by Duke Energy
through which employees can

* Report suspected unethical and cnm:nal conduct
or envronmental hesith and sefety concems

° Ask questions to resolve ethical dilemmas withn
the arganization without fear of retaliation

M Provide your name or choose to remain
anonymous. Should you choose to identify
yoursell, your identity will be kept confidential to
the greatest possibie extent.

Duke Energy values openness with its employees ang
raspects the coptnbutions of af employees Duke
Energy will not retehate agamst any employse who in
good fash reports suspected unethical conduct
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Failure 1o obey faws rules and ragulalions violstes this
Code and may expose both you ard the company to
cnmingl or civil prosecution Any violation of this Code
or Duke Energy policies and procedures may result in
carect:ive acton up to and including employment
termination The company may seek civil remedies
from an employee and refer criminal misconduct to law

enforcement agencies

You may diSCuss (55ues such as

4 Employee misconduct

¢ Harasasment in the workplace.

* Environmental, healh or safaty concems.
v Fraud and corruption.

M Questicnable accounting. inlemal controls or
auditing matters.

4 Conflicts of interest
° Misuse of company assets
. Regulatory violations

¢ Any behavior you beheve damages Duke
Energy's reputation.

The service 15 available to you 24 hours aday seven
days a week. You may submit a report or inquiry via
the Web (hitps r‘ethuesiine duke-energy.com?} or make
a toli-free call 10 the following numbers anytime day or

night:

Untted States BOO-525-5782
Argenting 0800-444-8548
Brazg 050038 1-21a0
El Salvador 08G0-6203
Pary 0806-33-417

Far countnes net iisted lollow standard wtematonal
caling procedures to cali the United States tolkfres
number

You £an expect to

d Be asked to provide specific mformation
regarding your gquestions or concems 1o assist in
ensuning that a thorough nvestigation can be
conducted Translators are avadable,

. Be assigned a unigue report number and
personed identificat:on number.

. Have Duke Enargy inst:ate an investigation into
your concem nquiry or question

. Heve the opportunity to follow up with the
EthicsLine to find out the status or cutcome of
your report

violations of laws. rules. and regulations or company
policies Duke Energy wil not temminate employment
demote. transfer to an undesirable assignment or
atherwise retaliate aganst an employee for calling
attention to suspected :llegal or unethical acts
including providing truthfui information relaled to an
investigation. However, Duke Energy reserves the nght
to discipline any employee who knowingly makes a
false accusation or provides false information to the

company or others

Alt Duke Ensmgy empicyees have & responsibity to
undersisng and foliow tus Coce » ther business
deslings

DOuke Energy employess must

. Follow the law, this Code and related policies.
This responsibifity cannot be delegated or
assumed by the compeny or 2ny supervisor

. When unclear about a situation stop and ask for
gurdance before taking action

° Follow the reporting process if you become
aware of a suspected violation. Use the
EthicsLine «f uncomfortable with cther reponing
aptiona

. Complate required training on the Code and
penodically certiy comphiance with the Code

Ouke Energy employees m 2 teadership poston

« Set the tone "at the top™ by modekng exemplary
ethical business conduct,

M Faoster an environment of opennass where
employees feei comfcrtable banging 1ssues
forward.

® Promptly respond to employee reports of
violations or requests for guidance.

M Ensure employses complete required training.

° Answer employee questions abaut the Code and
the company’s values. pohictes and procedures

Al employees are expecied to follow the standards set
forth in this Code. Any waiver from any par of the
Code requires the approval of a group executive. For

executive officers. a wawver requires the express
approval of Duke Energy’s board of directors and wil
be promptly disclosed to shareholders.

Tha rote of the ethics and comphance oifice 15 to
prevent ang catet dlegal or unsthicat conduct sup-
port Duke Energy’s business velues and reinforce
ethical behavior through the Code and related
educaticn and lraining
gitics ang Comshanca Ciicar

FOWNING

Alten J. Stewart

Lamclianse
Tom . Wiles

£s part of Quke Ensrgy' s commtmant to conducting

fs dusiess athically we heve oraatad the Ethies and

Complancs Program to heln amployees follow this

Caode of Business Eihics end to meet lepal or

ragulatory requirements related te company business
The Avdit Cemmitten of the board of diractors
axsrcizes regsonzble oversight wah respect to the
implementatinn and efleciveness of the program
The managemort of the company promates an
srgamizauonal culture that 2ncoursgas ethicat

T COMMTTiE i e comphencs wih ah

J¢]

s rules and regulsions

cs sna Compbance Officer nes overelt

© tha progrem § sflachveness

83g8 5


http://wofldw.de

prEnices. Al empHoyess musi

Ouke Energy's ntemal controls over fnancial seposting
are consistent with the applcat-on of generafly
accepted accountng pnnaples (GAAP) They help
pratect our financial accountab:lity by

i Assunng management’s authorization of financial
transactions

. Ensuring that financig! transackions are properdy
recorded and posted

d Satisfying govemment and other regulatory
requirements

. Providing reasonable assurance thet we are in
compliance with GAAP and applicable tax laws

Case No. 2011-124
STAFF-DR-01-012(b)(1) Duke COBE.
Page 60f23

Employees shovdd report immedistely F they are
pressured. threatened or aware of unethical behavior
or fraudutent financial aclivibes includmg but not
muted to

. Use of questionable accounting technques
. Management af earmings

d Mampulation of results to mee: targets for
incentive plans

Thr 52 &
Duke Energy employees are expected to be truthful
and accurate in their accounting and tmae raporting

eccept respensibifity for the
sccuracy of writlen records

tincluging ime reporting) and

jo

public sialemsnis so thal we

can maintam the trust of our

Stekehoiders

page 6

QOuke Energy's resulls of aperations and finencial
condition are reported using GAAP and in compltance
with applicable laws and regulations. Duke Energy
prides #self on the transparency of its financial and
non-financial reporting . To this end. we provide
independent analysis and reporting of. among other
things

. Eamings for common stock shareholders

. Nan-financial data (examples include data related
1o environmental responsibdity, key strategic
infiatives and community involvernent)

. Current and future opportunities, threats, strategic
plans and critical success factors

r Revenue recognition

®  Market risks associated with commodity prices.
credit exposure end nterest rales

. Carporate and management commitment to ous
company's values

Wis critical to Duke Energy's reputation thet wformation
provided 1o management and the public is accurate

fair, complete, objective, understandable. tmely and
relevant. This apples to both financial and non-financial
data end includes information n public
communications as well as in documents filed with
regulators. Misstating nformation can carry senous
criminal and civil fines and penalties for Duke Energy
and personal ariminal kability for employees

Duke Energy applies the highest ethical standards in its
financial and non-financial reporling and follows all
apphcable Secunties and Exchange Commission New
York Stock Exchange. Sarbanes-Oxiey. vanous
reguiatory commissions and other standards and rules
regardmg financial and non-financial reporting

up-to-date with afl financial reporting regulations related
1o their job functions  and lo repont financial siatement
Hems in a manner consistent with applicable laws and
GAAP. All Duke Energy employees involved in public
reporting or communications &re expected to produce
disclosures that are full, feir, accurate timely and
understandable.

Duke Energy employees must

d Maintain books. accounts and records according
to GAAP. using sufficient detail to reflect Duke
Ererpy transactions accurstely and faidy.

M Record transachons in a timely manner,

. Repon if financial statements are bekeved to be
misstated or manipulated

Duke Energy employaes must not'

. Maniputate financial accounts. records or reports.

. Maintain ofi-the-book accounts to facihiate
questionable or ilegal payments

° Take any action, or cause anyone else to take
any action. lo influence. coerce. manipulate or
mislead auditors for the purpose of making
financial statements misleading

. Summary of Intemal Contrals and Finanacaf
Controls Poticy
. Regulation FD Palicy

practices. F:nencisl professionals are expected to stay . e
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Duke Energy and sts affd ates are subject to regutation
by varicus stata regulaiory commissions and the
Federal Energy Regulatory Cormmission, These
commissions have specific codes and regurenents
{Affiiate Restactions) that prevent reguiated franchised
electnc and gas utiities from prowviding preferenhal
trestment to therr affibates

The purpese of the Affiliate Restrictions is to prevent
the regulated businesses from subsidizing the activiies
of their affthates and to prevent the affifiates from
gaining an unfair advantage because of their

latinnshio. i Letod. b
powith-the-reg

Affifiate Restnctions may inciude

. Physical and organizational separation of
employees m regulated and non-regulated
businesses.

. Restrichons on system access for non-regulated
employees

e Restrictions on sharing cerain employee
functions hetween regulated and non-regulated
businesses

hd Restrictions on sharing nonpublic transmission
information, market information and other
confidential operating informat:on

. Restnctons on disclosing customer information

. Restrictions on trensfers of power and non-power
goods and servicas.

e Prohibrions on certain financial transactions.

Duke Energy employees that work in or with the
regulatedinon-regulated businesses should understand
all applicable regulations. be aware of the potential
wnplications and participate in associated training to
ensure compliance with the Affitiate Restrictions.



Duke Energy’s brand identity and
intellectuat property are among its
most valuable assets. The loss of or

injury to such assets could have a

£mployees semonstrate accountainlty by cons.stently
and appropriately protecting the intelleciual propeny
nghts of Duke Energy and nononng the mieflectual
property nghts of third parties (e.g. copyrights
trademarks. service marks and patents)

Employees must also be accurate and truthiul in
commurnicaling :nformation about Duke Energy
products and services This practce protects the Duke
Energy brand and shows respect for our custemers and
shareholders

Case No. 2011-124
STAFF-DR-01.012(b)(1) Duke COBE
Page 8 of 28

£

‘¥hat fypes of proteciions are
zyaitable for intellaciusi progerty?

serious financial impact on the
company. Violation of the
intellectual property rights of others
breaches our value of integnty. and
may subject both the employee and
Duke Energy to substantial liability.

including cnminal penalties

Duke Ensrgy smployeas are expected to protect the
mtellectual property nghts of Duke Energy. inchiding
the Duke Energy name and logo. tagkres inventions.
processes and innovations and to respect those of all
third parties

Duke Energy employees must:

. Understand that any intellectual property we
create in the performance of ous job
responsibities betongs to Duke Energy and that
wnovations must be shared with the company to
ensure adequate protection

. Repon any unauthorized use of Duke Energy’s
copynghts, patents service marks or trademarks.

® Respect alt iltellectual property that Duke Energy
has recsived from third parties under
confidentialty or icsnse agreements.

° Obtain permission to use a third party’s
trademark. service mark or other intellectual
property.

. Use inventions patented by third parties only
within the tesms of a license agreement.

. Adhere to established brand standards when
producing any materials, including advertising
publications, online materials and other tems
using the Duke Energy o subsidiary companies’
names of logos

Duke Energy employeas must not

. Make copies of copyright-protected matenals until
Duke Energy has obtained penmission from the
copytight holder or determmed that limed
copymg is legally permitted.

*  Copy or distibute software or related
documentation without first ensunng thst ¢t is
permitted by the heensing agreement

. Use company lelterhead, company e-mad or
reference to our business address of title when
expressing a personal view :n a public forum

. Use any device to record. tape. or take
photographs m the workplace or at @ work-retated
mesting unless pnor authorization has been
obtaned

1>

The type of protection evsilebie depends on the

type of intellectual property mvolved,

. Copynghls protect original and tangible warks
of autharship such as books. brochures,
reports, proposals, advertisements and other
litarary works, as well as waorks of art,
drawings, photographs. videos. maps, charls,

} works. audiotapes and sofh LA
copyright prohibits unautharized copying or

downloading of these works

. Patents protect new and non-obvious
inventions. such as machines, apparatus,
devices. manufacturing components,
chemical compositions. processes. methods
and omamental designs. A patent pemmits
inventors and patent holders to exclude
others from making. using or sefling the
same invention.

* Trademarks and service marks are words,
phrases, symbols and designs which identify
and distinguish the source of goods or
services from those of others. Registration of a
trademark or service mark restricts s use by
others. In some circumstances. a trademark of
service mark may be protected from such use
without registration.

. Trade secrets are any information used by a
business such as farmulas. processes,
devices and customer ists that have economic
value because they are nol generally known or
easily discovered by observalion or
examinalion and for which reasaonabie efforts
have been made to maintain secrecy

Brand Pohcy

Software License Management Policy
innovation Petents and Intellectual Propneties
Palicy

Duke Energy Innovation Disclosure Form




Duke Energy maintains the highest
level of integnty when dealing with
govemment officials and members

of the private sector. Giving

Bribery lews prohibit companies from directly or
indirectly promising, offering or making payment of
maney of anything of value to anyone (induding a
govemment official, an agent or employee of a political
party, labor erganization or business ently ora
poftical candidate) with the intent to induce {avorable
business treatment or lo improperly affect business or
gevemment decisions

Decisions sboul gift giving must be carefully evaluated
In general, Duke Energy does not consider ordinary
and reasonable business enlerfainment. or gifts of

yminalualua that.are o and leqnlun the losal
¥ £
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b Obtain prior approval from management before
making a decision abowt whether or not to offer a
gift that is of mere than nominal vatue in the jocal
market.

. Understand that ot is generally nof acceptable to
give meals, gifts or gratuities to public officials or
any federal state or local govemnment
employees. Obtain prior approval from
management and Govemment Affairs

Duke Energy employees must not:

anything-of-value-to-such
individuals may raise questions
about Duke Energy’s integrity We
demonstrate accountability by
refusing to give gifis or make
payments that are intended to
inappropnately influence. or could
appear to inappropnately influence,

business decisions

market, {o be improper. We recognize that in certain
cultures, gifts of a more substantial nature may be
customary and expected

°
However, we also recognize that the giving of improper
gifts or payments cen undemmine customer °
reletionships, d ge our reputation and result in legal
penaties. Employees must refrain from giving gifts or
making payments that are intended to inappropriafely
influence. or could appear to inappropriately influence,

business decisions.

Note: These laws and regulations are complex and can
vary from couniry fo couniry, and even within a country
{e g., tocal versus national officials) and from state to
slate. This Code does nat necessarily take into account
alt local lega! requirements and employess should be
aware that more restrictive ocal laws take precedence
over this Code.

Cur Responsibitities

Duke Energy employees are expecied fo be extremely
careful when giving anything of value to third parties to
avoid creating the impression thal we are trying lo
inappropriately influence ancther person’s business
decision.

Compliance is mandatory and no employee will suffer
demotion. penalty or other adverse employment
consequence for refusing to pay bribes aven if it may
result in the company losing a business opportunity,

Duke Energy employees must

. Ensure that business entertainment provided to
third parties i5 reasonable and customary

. Cffer anly gifts that are considered customery,
reasanable. legal and of nominal value in the
local market.

Conduct business through an agent. adviser or other
intermediary using comupt business practices o galn
an unfair business advantage.

Agree lo provide any payments, contribute to charities.
or make poftical contributions or other kickbacks in
return for favorable treatment.

Make a charitable or poltical contribution to an

B . Al cc s must be given to the
organization not an individual

Qan

Q: How do | know whether a gift or
payment is improper or noi?

A: A gift or payment is improper if it is an inducement
to do something thet is dishonest. llegal or a breach of
trust in the course of doing business. If you have
queslions as to whether a gift or payment could be
considered improper, seek guidance before faking any
action.

Related information

. Business Courtesies Palicy
. Comptliance With the Foreign Comrupt Practices
Act Paolicy

page 9




The giving and receiving of g:fis or
entertainment can be imporiant
and appropnate ways of building
and maintaining proper business

relationships However, in order to

Case No. 2011-124
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Duke Energy employees are expected to act with
integrity when deciding whether {o accept a business
courtesy {1 e.. anythmg of value for which the rec:pient
doaes not pay fair market value, including gifs, services
and entertainment). Employees who are buyers, who
influence buying. or who are mvolved in procurement
transactions in any way (e g., detenmining
specifications, evaluating bids. choesing vendors or
suppliers) must be especially careful when deciding
whether to accept a business courtesy.

maintain trust and integnty with our
business pariners, it is important to
be prudent when accepting

business courlesies.

crge 3

Duke Energy employeas must:

° Accepl only persanal gifis that would be
considered comimon business courtesies and for
which we would reasonably expect to give
something similar In return in the normal course
of business.

. Maintain a written list of business countesies
received thal exceed the reponting threshold as
defined in the Business Courtesies policy and
raview with supervision,

. Obtain written supsrvisory approval prior to
eecepling a business courlesy of significant
vajue

. Report business courtesies received from
representatives of foreign countrias.

Duke Energy empioyees must not.

. Accept any business courtasy that might be
intended to inappropriately infiuence, or appears
to inappropriately influence, a business decision.

. Salicit gifts, favors, trave! or enterta@nment from a
business partner

Formation

»  Business Courtesies Policy

. Businese Courtesy Log Templete
. Caomptiance With the Foreign Corrupt Practices
Act Policy



Duke Energy’s contractual
agreements and business
transaction processes govern our

business relationships and ensure

The laws goveming contracts and business
transactions are numerous and complex Therefore
Duke Energy has in place certein policies and
procedurses lo ensure that any business transaction
entered into on behal of Duke Energy has received an
appropriete level of review and approval

In addricn to contractual nsks. participation in energy
commodity markets exposes Duke Energy to credit and
market risk Therefore, Duke Energy has established
risk management policies and procedures lo guide its
personnel in mitigating the potential negative financial
impacis posed by these transactions and to buid a
portfalio of postions that coilectively meet Duke

Case No. 2011-124
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Approval of Business Transactiors
Delegation of Authonly
Purchasing Cantrols

Commod:ty Risk Poficy

Credit Polcy

Loan Paicy

that Duke Energy's interests are

protected

Energy’s desired risk reward profile

Jur Regpongibilities

Duke Energy controls expenditures for goods and

services through a purchasing process of requisitioning.

procuring. admnistering contracts, receiving, approving
invoices and disbursing funds. Duke Energy also
conirols its market and credit nsk exposuras through
nsk management policies and procedures.

Duke Energy employees must:

g Know what types of contracts we are authorized
1o execute on behalf of the company, ¥ any.

N I authorized to transact in the commodity market
anly execute transactions in authorized
commodities, using approved instruments, and
following the applicable procedures for
maimaining compliance with the specific sk
hmits and hedge guidelines.

° Secure wrilten approval of contracts after any
necessary advice, counset and review is chlamed
and evidenced.

® Ensure the supplier is apprised of expeciations
regarding their obligation to conduct business in
an ethical manner.

hd Document the purchasing process to suppon that
appropriate steps were taken and provide an
audit trait

Duke Energy employees must not.

. Separate a single transaction into multiple
transactions to circumvent an ndividual's
authorized approval fimit

hd Divulge the quotation of one supplier o another
supplier



Duke Energy maintams and uses
confidential. propnietary and

personal information (“sensitive

Duke Energy comphies with laws protecting sensit:ve
nformation from unlawful disclosure. as well as lews
that require Duke Energy to detact prevent and
respond to the use of stolen personal information to
establ'sh or maintain 8 customer or shareholder
account Fallure to comply with these laws and
standards can cause hamn lo individuais. Duke Energy
and third parties The mpact could include financial and
legat lisbiiies damages to the Duke Energy brand or
adverse reguigtory actions  Failure ta comply can also
prohubit Duke Energy from conducting business within
certan countries

Case No. 2011-124
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= Inwantiong

Cigpraticrnal information

Sirzlegic infermation asbout current andler
futuire busingss olans

Suppters pricing and spacifications

information”) in the course of doing
business. This includes the
company's sensitive information,
as well as that of third parties,
meluding customers and

employees.

Uy Reaponsibiities

Duke Energy employees are expected to protect Duke
Energy and third-panly sensitve information from
unlawful disclosure or use. and to ensure that such
information is handled properly throughout the
organ:zation

Duke Energy employees must

. Maintain the confidentialty of sensitive
infarmation.

. Use sensitive information for business purposes
only

© Use company procagures for labaling and
handiing sensitive information

M Share sensitive information only with appropnate
panties both within and outside of Duke Energy.

. Use health information sclely for the
adnunistration of heaith plans or to satisfy

regulatory requirsments
- Make sure that the use of senstive information is
consistent with our policies, affiliate r clions

contractual obligations and apphcable laws.

* Detect, pravent and respond to uneuthonzed use
of personal nformation

Duke Energy employees must not

d Disclose sensitive information to ndraduals
(including other emnployeea) who do not have a
business need to know the information.

- Help a third party gain access to sensiive
wformation without a legitimate business
purpose

. Personal Infermation Privacy Policy
. Red Flags ldentty Theft Policy

Reswst
Recerds. such as financal customer or
parsonnel recoros

information designated as confidertial or
proprietary

s

Q¢ hat type of information would be
considered personal information?
A: Any nformation coflected by Duke Energy or its
subsidianies and affiliates that uniquely identifies a
person or from which a person can be reasonably
identified. and the collection, use or disclosure of which
is governed by applicable law or regulation. Personal
information of an individual, entity or govemment
agency includes where applicable. but is not limited to

3. Protectad heahth informelion

b. Social secunty number of national 1D
{or equivatent)

<. Consumer report information

a

An ently's or sgencys name. or persomv’s  first
name of firgt initia! and lagt name in combmation
with

- socwal secyrty or employer waxpayer 10
numbers

drivers lcense etale identdizaton crd or
passpon numbers

banking mformation

cradit card numbers

PIN codes

alectronsc i numbers

ATVEle sieCUonic moil namas or addre3ses

s

givete phone number

1 1o BCCass &




Duke Energy depends on the good
judgment and integnty of its
employees ta act in Duke Energy’'s
best interests. Sometimes.

however, there are situations

A conflct of interest exists any tme an employee faces
@ choice between what is in his or her personal interes!
{financial or otherwise) and the Interests of Duke
Energy When a canflict of interest anses. others may
question our ntegrity. Therefore employees are
accouniable for actng 1 Duke Energy’s best interests
ard carefully avoiding even the appearance of
-mpropriety. If an employee :s :n a pos:tion where thew
chjectivily may be questioned because of ndinduat
interests or family or parsonal relationships notify
supervisicn immediately

Canflims of istgrasi mzp prite ~Hen
4 An employee or someone with 2 close
refationship to the employee has an interast in an
entity with which Duke Energy does business
* An employee or someone with a clase
relationship to an employee receives improper
Lbenefils.as.acesidt.oftheis position.at

where an employee might be
tempted to act otherwise or find
oneself in a situation where a

conflict of itterest may arise

Case No. 2011-124
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- Take a posit on on the board of dirsclors of
a for- profit entity that hes reguler business
dealings with Duke Energy other than
routing sales of ges and electrnic services,
Priar to taking any such board position,
employees are required to consult with their
supen:sor before seek:ng approval from a
group executive who shall notify the Chief
Legat Officer

Abways keep Duke Energy's interests uppermost

even If the ebove onteria do nat applyta a

stuation.

Duke Energy employees must not

Take for personal gan an oppontunily available lo
Duke Energy that is discovered using company
assets information or position.

Duke Energy.

. Other employment (including sel-employment) or
serving as an officer. dirsctor partner or
consultant of another orgaruzation interferes with
an employee’s ability 1o act in the best interests
of Duke Energy, requires the employee lo use or
disclose sensitive information about Duke Energy.
is conducted during or conflicts with an
employee's normat work imas, or creates the
appeasrance of impropriety.

* An employee or someone with a close
relationship to an employee receives a loan or
other extension of credit or credit support (such
as a guaranty) from Duke Energy. Duke Eneray is
prohibited by law from extending or aranging for
the extension of personal joans to executive

Duke Energy employees owe a duty of loyalty to the
company and ere expecled to act in Duke Energy's
best interests and avoud confiicts of interest andfor the
appearance of a conflict of interest.

Duke Energy employees must

° Be able to wentify potential conflicts of interest
when they anse

¢ Make cerlein that any second jobs. financial
nterests or management interests n another
enlly do not cause a conflict of interes! or have 3
negstve impact on the confidence the public has
in Duke Energy

e Get approval from a group executive when an
entity in which an smployee or sameone with 3
close redetionship to the employee owns or
acquires an interest that is greater than 5 percent
seeks to do business with Duke Energy, and:

s The entity makes sales of goods or services
to Duke Energy exceeding $1 000 annually
ar

. The employes helps make Duke Energy
purchaskg decisions for those goods or
services, of

hd The employee has 2 role '-n making sure the
entity is pawd for the goods and services it
provides

. Get approval from a group executive to

. Perlorm work or services which are simitar
to curent job responsibiities for any person
or organization that competes with or seeks
lo do busmness with Duke Energy

Personally benefit from business decisions,
selections or authorizations the employee makes
in the performance of their job

Cause Duke Energy (or its affiiates) to enter into,
or diract others to cause Duke Energy (or its
affiliates) to enter mto. energy commodity
contracts that benefit an employee, an
employee’s family members. friends. or someone
with 2 close relationship to an employee with
whom there is a personal business interest.

Panticipate In the selection process of oversee the
work of a company in which an employee or
someons with a close relationship to the
employee has an interest.

Interface with Ouke Energy’s contractors,
vendors, suppliers, customers or others in a
manner which creates even the appearance of a
conflict of interest.

o

4

A

e

I've bsen asked to skt on the board of divaclors
of z naen-proflt organizatien. Do | need my
supervisors approval to do this?

Ne. but you should sill make youwr superviser awars
of the situation. Alsc. you should excuse yourself
from any discussions or votes on any matter
nvelving Duke Energy. to avod the eppesrance of
anpropsr hehavior of 8 conflict of interest

| am consldering & tempersry second joi for
extrs monsy during the heliday season. is this
okay?

Yes, bul remsmber your first responsibildy ss to our
company You must be able to fulfilt sif your
respons:bitios ncluding cverima fthat s &
raquirement. The joD must N0l BE WiM 2 Compaticr
or vendorisupplier

1 An amglnyee’s spouse owne & company which

would Eke to bid on a contrast axcesding 31,000
ennuatly. The employze claclcses the
cwnerzhip to thslr supervisor. I3 thie & conflict

of irterest?

tiher rola

Mo, The employee was hones

25 purchaaing

vy ihe enpyes’s

icr the am

jassletgied

% nVCEVEC T sUpana

asyrealy fof the ok




One of our values is caring — We
fook out for each other We stnve to

make the environment and

Duke Energy accepts responsibility in these arsas by
systematically managing nsks selting goals measuning
and reporling perforinance and conducting
assessments to evaluate ard mprove

(EHE: laws
coliggticnss.
Symematic impiemeniation of Duke Energy EHSE
polules ang Standards,

Case No. 2011-124
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Q: How do | prepars o1 3 werkplace

smmargancy?

& *perkpiace em

ry aceidant

snerves! sk o3 bre foog or

P ar giner incident

= Fing out whem o comas to get neip i the
event of an emargency. Emergency numbers
should be postec & each telephona. Local

parsnnnelmav bo aenainted and trainen i

qumunﬁlea dIOUTIG US ueler
places to live. Protecting and
responsibly managing natural
resources and the environment is
cntical to the quality of life in the
commurities we serve, and is
central to Duke Energy's fong-term
business success The heaith and
safety of employees, contractors,
customers and communities is the
responsibility of all Duke Energy
employees. We put safety firstin all

we do

page "4

Wa take our role as a respansible corporate citizen
seriously, working to balance our business goals with
the environmental, social and economic needs of our
communities. Duke Energy’s commilment is long-
standing. We realize that environmental stewardship
end corporate responsibility cannot stand akne; these
ideals must permeate every area of our operations.

Duke Energy employees are expecled to abide by all
company EHS policies and procedures and to improve
operations, wilb a focus on preventing environmental,
health and safety incidents.

Duke Energy employees must

v Comply with a8 appheaile snwronmantal
healh and safety laws ragulations snd other
requrements such as those deafing wit
. Empicyee and public safely and hesh
. Contractor EHS management
. Woerk condmens
. Pallution control and management
v Waste managemers
- infrastruciure ssfety
i DOemonstrate a personal commitment to protect
the environment and 1o continuous safety
tmprovement.
. Promptly report alt environmental, headih and
safety incidents, inchuding significant near misses
M Use natural resources and energy sfficiently to
reduce resource consumption, waste, dischames
and emsssions
o Report to work fit to perform our duties and be
free of the effects of alcohol or drugs at work.

Ouke Energy employees must nol

N Threaten or myure cther peapic
" Postess or use a weapen 0 any mannar whie

on Duke Enorgy wemeses or while engsced in

Dukxe Trargy business urlas: authonzed to de
20

B tle ceosen sali or fansfer dazst grucs

£
»
o

fleel naroois o ekoheten the o0

respond to emergencies

- Kneow the address of your work lacation 0
crse you have (o call for emargancy help

B Know the location of ememency equipment
including fire axtinguishers break-glass
alarms. first aid kris. safely showers. eye wash
statons. chemical spill controi materials and
cther equipmenm

- Know the evacuaticn route from your work
aren. Be awars of ol lesst two exits and know
whers yau ars supposed o assembte with co-
WOrkers ouiside me building.

Related Information

- Environmentel, Health & Safety Policy
. Alcoho! and Drug-Free Workplace Policy
. Genera) Workplace Security Pofcy




Duke Energy values diverse
talents. perspectives and
expenences. The dignity of each
person is respected, and

everyone's contrnbutions are

We comply with laws conceming discnmination and
equal oppontunity that specfically prohibit
discnminalion on the basis of centan differences. We
will recrut select, train and compensate based on
ment. experience and other work-related criteria.

Duke Erergy e

. Treat others with respect on the job
° Comply with equal employment opportuniy laws.
including those related to discrimination,

Case No. 2011-124
STAFF-DR-01-012(b)(1) Duke COBE
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zre the diffgrances h

iww ar Duke En oiiey?

=g Ty e Dure

recognized We expect Duke
Energy employees to act with
mutual respect and cooperation
toward one another. We do not
tolerate discrimination, harassment

or retaliation in the workplace.

harassment and retaliation.

Ouke Energy emplayees must not

o Llge any differencas protected by law as a fsctor
n hring comective acbon. firlvg or promction
decisians

. ise any differences protecied by law when
detersminmg terms or conditions of
smployment suth a» compensation work
assignments, employee devaicpment
cpportunihes. vacation of overlime

® Retehate agsinst & person who makes 8
complaint of discnrmnstion or harassment i
good feth reports suspetied unethical conduct
violations of lews. regulshons or campeny
policies. of partizgeates in an investyation

Retated Information

. Affirnative Action and Equal Employment
Opportunity Policy

. Diversily and Inclusion Policy

° Harassment Policy

. Open Door Policy

- Gisability

Sexual onematon
- Vetzman status

» Harital status

=]

: We posted s job for an entry tevel position
expecting fo hire ¢ rocont graduate snd were
surprised whan severai oider worksrs eppiied.
Is it okay ¢ hirs 5 younger person, the way we
planned?

»

it ;5 againgt the iow 1o discriminats on the basis of
an individual's 3ge. interview 3 the qualfiag
candidatee. and hire tha bast persen for tha job
regardiess of therr age. Thare must be 3 valid
reason. unrel@ed to aga for ail employment
decisiens.

page 1%




compelition by complving wiih

antitrust laws prohihiting

RNy
the onoing markelng

procaes gnd senvioer

¥ erroioyaes must

anpty e
2opiy U

Al COMDATUN

iyl 2ehaner

» Lesve any meehng o informal gatharing

mmedistely 2nd repen any discussions with

Case No.2011-124
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and learn how 1o avoird engopng

ZRihe types ol oenavesr coutt ma tonsigersd

TREar of andTus?

rend,

2 od ior gt B

Froweng

atoninrepnsaie
N3 2TERgement of

2¢1e8 10 wark only wath

gctivities that reduce competition

and restrict trede.

p230 19

compettors thel could be considared and-
competitve

Duke Energy employess must nat

« Improperiy attemgt 1o prevent an entity from
competing with Duke Energy or from entermg
the marxets i which Duke Energy particingias

- Suggest lo supphiars thet our purchasing decisions
depend on their use of Duke Ensrgy’s goods or
services or hat failing to do business with & Duke
Energy subsidiary or a¥fiiate could jeopsrdize
businass with encther Oube Energy entity

+ Rkiake inaccurzle or mslesding statements

about competiors supphers customers or
ther offerings

certEn supphers or isinbuters & parkcular marke!

NG gbvamiage of market power o dmingte or

trrgaten 3 compaitor o polentia) compatiior in

that or am
Suggeshng that a produg! or commedly must

be resold st or wahin 3 parnt

of prces

Particprting (i 30hens by 8ny Taoe 855306100 OF
ether sndustry group regarcmg membershic
tastricuens sharing information Sncluding
tenchmarking} of QesHEs govemmental acticns
Partizpeting i sych set:ons could be gnbe
competiive ang sheuld be performed under the

preper gurdielnes




Fraud 15 e act of nientionally misrgpresentng oF

ent. Fraud may be ¢
persen o Dy PaT OF more (o

commiled by Stams

ivergors customers. sfol
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-2 s
Ak o PR

Q: What are some exemples of fraud?
A Varicus wypes ¢f polent@i Teud meonite”
. Fraudulent inancal repot
intentonal repw
expense Or réveny
mproperty tates amodnts
repotec or pubhcly flea
firancal siate s

a of ‘alse

e data whigh

- tnlentioral  missigiement
of price dzta repcred for
orice index purpcses

- Intenticnal misepphicaven of

accounting pnncinies relatine

reponting all instanices of potential faud

Duke Energy emplovees must

+ Understand whet consitutes fravd end refremn
from engaging in fraudulent aclivity

- Repon &ff instances ct potentis! travd

Duke Energy employees must not.
- Engage in fraudulent activity inckuding cotiusive

fraud which bypasses existing corirols

. Fraud Pokicy

to armounts, classification.
accruaj, manner of
presentation. or disciosure.

- Intentonal misstatement of
accounting estmates and
jdgments

+ Nisappropriation of asgels

- Submitting an naccurata expansa report for
personal expenses.

- Excessive personal use of company supplies
or assels

- Fraudulent financial reporiing (see above} for
purposes of increasing parsonal gain through
ircantive measura cafculaticns

~ impraper lime reporting with mtent to
defraud.

» Corruption and other fraud mlated malfeasance

- Dvemnding existing controls  rendenng the
controls ineffective
- Falsitying personal credentials

- Falsitying documients of cartifications requited
by company procedures andior regulatory
authorities, inchuding providing your signature
as & qualty sasurance check without
completing the nspacon precess

- Tamperning with documents

Paticipating in ilegal acts i coliusion with
others - n particuiar cencealing the transler of
funds invaled n e illega! acticns (money
laundenng)

page 17




meintsinng e posiive woik
snvirmnment whers sl smpicyess
zre ireated wih digmiy and

respect Harsssment of any kind in

I3 O WRIMESS NAT

1

UG 8t red

rghgion nalio

Iy

; Chzenthip ace manmal status disabibty
or veleran sialus Harassment COVers 3 wale range
of cenduct, from direct requests of a sexuel nature

Case No. 2011-124
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% 4
T oA

‘hat is conslgarsd o

it workpiaza’?

A Poszsssion of stans BFhwErR

AgEes SouUnTE dala of aihar nierm

tamssing dalamaiory, hhelous Jaossd

lamit or sve of engihers prvacy. oF gt con
exphad of graphic descrghions or acteunts of sexvel

ecs

the workpiace is not lolerated

poge 18

10 3HuEhons where oifensive behawvior {6.9.. nsulls
sfiensive jokes o slurs, offensve matengl m the
workptace) to verbal or non-verbal threats, abuse
or ridicule. ass5ault or blockung of normal movement
results n a hostile work ervironmant

fiuke Energy employees are expecied ¢ do ther parnt
10 ensure 2 sale and secure workplace n which
employees can periomm el duties without fear of
harassment

Guke Energy employses must

. Treat athers with respad
. Repon e incdents of harassment

Nuke Energy employees must nat

. Harass anyone
. Thresien nsuli zbuse or ndicuie cihers
- Create an miymdating hostibe or offansive work

environment

Duke Energy will promptly and thoroughly investigate
all reports of harassment and will preserve the
confidentiality of the investigation to the greatest
possible extent. Duke Energy will take immediate end
appropriate action. up to and including temmination of
employment. # harassment is determined to have
occurred

. Harassment Policy
. Open Door Policy




attack or expicitation. Duke Energy

iscommitied io nmtecting these

errpvees ars taspons s for

¥ OYYE Mug be pwarg of

an sgounly precass

a
n poheees and take
¥ bregches

Duke Enesgy expects employees to manage and use
information and information systems lo support
company business objectives. Electronic
communications, including e-mail, instant messaging
and Intemel activity generated on or received by Duke
Energy systems are considered Duke Energy property

Case No. 2011-124
STAFF-DR-01-012(b)(1) Duke COBE
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resources from such intrusions.

and are subject to random monionng for misuse of
abuse, except where prohibited by law,

Duke Erergy employees must

Foliow all polices and procedures related to the
protection of information and information resouIcss
mduding network accass and eppropnate uge ¢f the

imernet and esmail

Comtact the [T Help Desk 1o report any unusual
actvities or InapEopnate nsk regarding our
nfermation systems and resources.

+ Be familiar with the Records Manegement Policy,
Records Mianagement Standard and tha apphicatle

racord retention schedule.

Properly protect information exchange cutside of
Duke Eneray
< Accese lormzton only in support of specific

business needs.

DOuke Energy employees must not

« Let porsanal uss of mformation system technologies
wterfere with Duke Energy businass actviies or
e unnacsssary cost,

Let busmness or nen-business use of efecironic

communications inchuding cell phonss viclate

Duke Energy poboes of legal requmements.

Transmit peracnat mformetion wilhow! a legitimate
businass purpess. I ransmitted axlsmally the

wformatan must be encrypled

- IT Secunty Policy
. Records Managemant Policy
. Records Management Standard

. Persanal Information Privacy Policy

0838 18



Imsider trading may oo W

Energy Nas 5 busmiess refsionsh p

- Buys selis. or othermse tades g company's
securties such &3 slacks Bonds of ophons whie
in possessice of that nformanen o tell ohers
shou i before it is mage publc

“Waenial nonpuldic information s information that

would siiect & reasonabie fivestor's deaisian on

winether or not io mves! in 2 company’s secunties

Examgles inchide. tut are not imded to:

Page 20

ST eI Te s s
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while . pastession of material nonpubsc

Guke Energy stock “short”

+ Gwe material nenpubhc nformaten fo anyone st

authornized to have that ommston, «

Duke Energy emplkoyses. H thet mformeton g
subsequenty uzed by §

e 4

e persen o trade on

securles, # is considerad dleas! “ippna” end

« Nows of 3 pending or proposed company
transaction

« Significant changes in corporate cbjechives.

+ Mews of 2 significant sale of assels

Changes in dividend policies

Francal iquidity problems

Céumstances suggesing the possibilty of insider
trading may resull 7 an investigation by a stock
exchange of by gevernmental authoritles. Such an
invesligation coukd damaqe Duke Eneray's brand

and repulation and result o Bebilhes or penaites
inchuding crimmal charges andior fines agains: the
ernployee.

Duke Energy employees are expected to be very
carsful wher: trading secunifiss sven the Duke Energy
securities in our retizernent accounts, to make sure that
rades are not made while in possession of material
renpubke information.

Ouke Energy employess must

+ Direct questions relziad fo msider radng 1aws 1o
the company's law depariment

+ AZow approximately two full rading days after
any material nonpubhe information of winch we
are swese has been made available (o the public
before trading Duke Energy secumies. The
inciudes transiers into srd aut of thae Duks
Energy stock fund in cur savngs Fens and
changes i pattemns mvoiing purchases of Duke
Energy secuniies within the pfans  (Regularty
schaduled purchases of Duke Energy securitias

within plans are not prohibiad

victation of insider trading tzws.

G&A

Q: 1 am a fnancial professional end o#ten talk
about business with my spoyse. That's nota
problem, Is 1?7} only occasionally reveal
nonpublic information end my spouse knows
not to tell anyone eize

A This is a probiem that could be costly for bath yeu
and the company [ your spouss were avar 10 use
material nonpublic information gnven by you fo buy
or sell securilies. both of you could be prosecuted
tor illegal insider trading You should not give any
nonpublic informatian to your spcuse or to vihers

[ g gy 3 )
Helzted Information

. Insider Trading Policy




We build relaticnships based

on frust and respect with our

Duke Energy's success n globet busmess transachons
depends on our comphance with country-specific
canstraints and conditons and sensitivry to rocal
customs. The laws. requlations and conventions
goveming our mternational busmess relationsh:ps vary
from country to country. it 15 Duke Energy's policy o
camptly not only with the fetter of these laws but aiso
with their spint. Duke Energy s also responsible for
following certan U S, Jaws when doing business
culside of the Uniled States Since wiotations can result
in substantial fines mprisonment and severs

restnctions on the company's ability to do business. it is
essential that Duke Energy employees foliow them. }f
iocal Isaw confkcts with appiicable U S law, ordin

Case No. 2011-124
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cemtisn

The FCPA and OECD Convention legisiation make it a
crime to promise, offer or give anything of value to a
government official or a poltical party or candidate in

CUStOmers, SUppiers and

community stakehciders

doubt for eny reason. ask for guidance before taking
any aclien

Duke Energy employees whe conduct business outaide
of the United States ere expocted to be farmhar with the
faws and regulations of each country m which they
conduct business. as well as the loliovang laws and
regulations

The entebrbery provisions of the Foreign Cormupt
Prachces Act (FCPAL and the anti-bnbery
fegislation of the Orgaruzaton for Ecenomic Co-
cparation and Davelopment {CEC DY Convention

U.8 antrboycot fews
« US Treasury embargo sanctions
- U8 expon conirel restricirons

Duke £nsrgy employees must

Gat the treinmg needed lo understand laws and

regulations goveming intemstional trensactions

Sesk advies n advence from the lsw dapartment

regarcing whether a payment s lagal and lsgitimate

Recerd all payments end transpcnons accurately

ang farly

Report any FCPA and QOECD Convention concems

t¢ the law department

Regort el raquesis for boycoRt support or beyeott-

rolstad information to ths law depertment

Obtain te¢hnical and fegal guidancs abeut axport

conrol resinctions when exponng sancive goods

or technology

- Besk advice regarding eny senstive political issues
m counines where Duke Snergy s doing o
congidenng dong busingss

Dune Trergy employees must nds

+ Make payments of give busmass
cr mdiecily (such as paymensts !

ngtudes cornoesia and pas
and politicsl contnbatis

TTproper businese

bt rbush N o
advantage. The FCPA covers gll countres in which

Duke Energy cusrently has operations, and the laws
smplementing the QECD Convertion have been ratified

by meny of those countries

Anfi-boycott faws make i dlegai to cooperaie in any
beytelts betwazn foreign countees if the boycshts are
not serciionsd by U8 law

The Treasury Department's Office of Foreign Assets
Conirol prohibits U.S. companies and their foreign
subsidiaries from doing business with certain countries,
agencies and individuals. Regulstions vary depending
on the country and the type of ransaction

To pravent sensitive goods. technology and software
from fafling into the wrong hands. exponts of items
sensitive to cestain countries and ndividuals may be
restricted or prohitited. These restnctions and
prohibitions may also apply to transfers between Duke
Energy and its foreign subsidiaries

Relatsd informatios

° Compliance With the Foreign Commupt Practices
Act Policy

page 2



Duke Ensrgy ‘s subject to vanous
laws, rules and regulations
Violations of these rules expose
Duke Energy and its employees to
potentiai monstary penalties, loss of
the abifity to execute in the

Aoialy o
rules and ragulstions
Ask questions 3n¢ gan clarification on ihe maoact

Case No. 2011-124
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markelplace. reputation damage,
loss of shareholder value, and civil
and caminal charges

poge 22

at-epp rime-prinsiaay

Additional ieadership responsibihiies

- Research questons and ssuas on apphicable taws
and reguigions and pravide guidance o
employees.

- Educate emplovess on the meaning of he

zpplicable 1aws and regulstions and thew affect on

wark activities

Monttor work activities for on-going comptance.

Raport any potential acts of nen-complianca

+ Review the crgarizahion s comphance risk and the
effectveness of procedures 1 place to imtigate
that nsk

Provids tha propar incentives o enture on-going
comphiance.

Retzied Information

v Ethicstine



ith polifical perfies

candidates or issues, and
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However because laws and regulations goverming
pabtical actvities and contributions are complex and
diverse emplayees must not undenake such actvitles
an behalt of Duke Energy or on company tme without
the prios approval of Duke Energy's Govemment Affairs
department

As a company. Duke Energy actively supports positions
important 1o our business. From time lo time, the
campany provides information on its politicat aclivities
and shares its viewpoint with employees. customers
and the general public. We respect anyone's right to

paficipancn by shgible &

in Duke Energy s poltiicef acton
commitise DUKEPAC Such
activilies demonsirale that we care
about the communilies i whHich we

tive and work

political preferences.

Dur Respos &
Duke Energy employess are expactad to follow these
guidetines to avoud vioiating laws and regulations
conceming political activities and contributions. These
guidelines are applied consistenlly across the company
for those involved in the pohtical arena. Moreover,
these guidelines are intended to protect both the
company and the candidate from exposure to polential
violations of campaign finance lobbying and ethics
laws.

Buke Energy empioyees must

+ Cleary idenuly indnadual, parsona! peldical views
as such and not those of Duke Energy
Get approvel from Governmertt Affars belore
performing pokiical activiies on company tyne or
usrg company resources, includmg copy
machines compuiers. islephones and aiher foms
of comnpany aroserty

- Nelfy supervimon when mezkmg plens to
campagn for or sarve 0 public office

+ Avoid conificts of misrest when servng i public
sffica by excusng curselves from any pottics!
maiters mvelving Duhe Energy

i

\

ke Ensrgy employees must not

« Provide any gifis meas ravel entartainment o
event tckeis to pubhe officiels or their siaff. or
apanser an event where a public offical ts the
spepker or honeras uniess spprovad by the
Goveriment Afairs representzive o the
ampityae & tiaie s rules and reguiaions yary

. Honest Leadership and Open Government Act of
2007 Guidance ("HLOGA')

page 23



Unauthonzed and nappropnate
releases of information to the public
can result in violation of full
disciosure laws. stakeholder
confusion and damage to Duke

There are also very specific rules regarding the
reporting of information to government agencies of
elected officials. Only authonzed spokespersons
shoufd handie requests for information from publc
agencies or ‘ndivduals, However alt employees are
expected to cooperate fully and truthfully with

regulatory and govemmentat nvestigations and
proceedings and not obstruct other employees from
doing so.

Db Cmoerss amalbe gt
F¥ ¥
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before drciosing the informas; i
public. sxcept whan compaled by an cutsule
QOVeTInent Cr aversigin ocoy. or vath approvat

Energy's competitive position, brand
and reputation. Onfy authorized
spokespersons should provide
information about Duke Energy.

PRYL 24

~ Forward requests for information o the appropnate
deperiment, if communicaiing cutside of P

from & group execulve

Ouke Ensray is not parl of an empioyee’s

Source

Ralar to

asggned respensibiities

Financial community

investor Relabens

[nform supervision immediately eboul eny
request from & government egency of
individua! that 1s cuiside the scope of muline

News of rade media

Comorate
Communications

1eb respensibities
Repert eny viclaions of law or this Cede that

.

Requlatery egencies

Law Department

may warsnt disclosure to approprate
govemment authonties

Elected cfficiels

Goverumert Afairy

If persanal cocperstion has been requested
{such pa by subposna). cooperate fully and
truthiulty with reguletory and governmente!
invesugavons. Fadure to cooparate will result

Prrson seerng ifarmabon
Fhouta o

Human Rasources

et o former

Duka Energy employre

n corective action up 1o end including
emplcyment termination
In zddhon Duke Energy employees planning to
provide nfomation about Duke Energy to public
audiences through speeches preseniations.
interviews pane! discussions articles papers,
sunvays, pubkc intemet forums such Bs message
beards and blogs. and the like must
« Quzin management apgproval belora
proceedng with public commumcaiens that
claim or gppear (o be on beha! of Duke

Energy
Provrde adequate sdvance noticz lo the

sppropnate communications stafl when
planning to speak as a represemative of Duke
Energy 1n order Lo receive proper adwvice from
them regarthng the appontunity. included are
spuatons where employees are speaking on
pehalt of 2n iIndustry tagsk-{orce of commaniee
Refrzin trom offenng 0pinions of answenng
apestions bovond ares of experuse

Information Requests and Government
investgations Policy
Legat Process Policy
Regulation FD Policy
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E~pioyees manage 2 vanery of nusihess records

i many fonms mduging b no wmeted o
+ Presemat
= Aufio corferentzs
* E-mails

many wavs W mysi demonsirals - Paper gozument

) - Enginesnng o software wEe0

zeoustetiily records - \ideos ernated of recen . &
« Datsbases company alande ENCE Of 15 SuSiNess
« lostant Messaging operztions
information tegnly privacy secunity ang
siandards setting requre on-going ananbon

Duke Energy’s integrity can be seriously questioned if
records are not managed appropiiately, retained for
the appropriate length of time or are not disposed of
properly. Failure {0 appropriately manage records
places us at risk for possibla penallies, fines and other
sanctions. # could alse put the cornpany at a sefious
disadvaniage in any litigation. We musi demonstrale
accountabifity by handling records properly.

Sur Resp

Duke Energy emplavees must

. Dispose of recards not subject ta 3 hold when
they have fulfiled ther business purposes and
have met their retention perod

Duke Energy employees must not

. Knowingly destroy, sher or falsify records that
sra on hoid of have not met thewr retenhon
periods

. Records Management Policy

PN page 25




nd obfeclives

Thesge essals include, but are nol

imited lo computers and cther

Limned psrsonal use of computers and other office
resourcas on compeny time is alowed. Howsver
because excessive personal use can be costly and
impact profiabdty empicyees ere expected to use
good judgment.

The personat use of equipment, tools and machinesy 15
not allowed. except where specific departmental
procedures allow for such use

The company does not intend to intrude on an
employee's privacy. However, the company does
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office rescurces, supplies,
equipment, tools, machinery and

work Hme

pags 78

reserve the right to search employees. their vehicle or
other personal property and any company proparty
assigned to employees dunng the workday or while on
company of customer propeny to enforce any company
policies. as permitted by law.

Duke Enemy employass are expacied to use
Duke Ensrgy sss6ls and rasourcas reapdonsibly and
for legitimate busmness purpcses

Duke Energy employees must:

» Talk 10 @ supervisor whien i s uncleard he use of 3
company assetl i 3 given stualion (5 appropriate or
before remoeng any company praperty for personat
use

- Couperate dunnp any inspectons or investaptons

Duke Energy employees must ngd

« Reproduce protectad matenals for personal uss

- Make personal use of sny Quke Epergy asset
{mciuding computers and ather office rasources
equipment. tools and machinary) that crestes any
ecditions! costs for Duka Energy. intarferas with
work dutias or viclates any company policies

-+ Allow company property to be used lor ifegal
Boivities

+ Use company propety of information for persenat
gain

Related Information

» Property. Equipment and Inventory Pofcy
3 information Technology Asset Management
Policy
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As the company s chief ethics and compliance officer | direct the corperate ethics and comphance
program that prowides oversight Iracking and management of comphance with laws regulstions and our
Code of Business Ethics

The goals for the ethics and comphance group are 1o

. Promote a culture that encourages ethical conduct and a commitrnent to compliance with applicable
rules

. Prevent. detect and act on unethical and non-compliant activity

. Streamt:ne etfucs and compliance processes and automate fasks s

. Track and report ethics and compliance results acrass the enterprise

A harof 4o g o by tes:
g g ¥ # Y

mtervene when possible. 3
. Create an open environment where employees are willing to seek advice, recognize &
misconduct and believe the resolution process is fair, '

All Duke Energy employees have a responsibility to understand and follow the Code of Business Ethics
their business dealings. We aiso have a responsibilty {o report victations of this Code, applicable laws or
govermnmental requlations while performing work for the cempany,

Employees are also expected to report any threat to human health, safety, the environment or the
company's assets. When needed. employees shoﬁl& seek clanfication or guidance on ethical, safety, tegal
or policy issues or other business-refated conduct. EE : : .

To report a viclation or seek guidance.

*  Talk to your supervisor of your manager, your hurman resources representative or the ethics

and eompliance office

if you arent comfortable with any of the reporting options above or if you feel more comfortable reporiing
anonymously. use the EthicsLine

Duke Energy values clear and open communications. and respects the contnbutions of all employees
Duke Energy will not retaliate against any employee who in good faith reports suspected unethical
conduct, vidlations of laws, regulations or company policies. Duke Energy will not terminate employment.
demote transfer to an undesirable assignment or otherwise discriminate against an employee for calling
attention to suspected legal of unethical adts. including providing information related 1o an investigation.

People in management arent the anly ones In a postion te ensure "we do the right thing.™ Every
employee should be an ethical role model | encourage you 1o be part of the cuiture that makes our
company a place where our ethics and values are demonstrated and supported with every action

} ook forward to working along with you 1n supporting our company's mission and values

e [

page 27



Case No. 2011-124
STAFF-DR-01-012(b)(1) Duke COBE.
Page 28 of 28




Case No. 2011-124
STAFF.DR-01-012(b)(2) Duke COBE

Pave 1 of 4

% Duke
& Energy-

Duke Energy Code of Business Conduct and Ethics
For Members of ihe Board of Directors of Duke Energy Corporation
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introduction

Duke Energy’s Board of Directors (the “Board”,
nas adopted the following Code of Business Conduct

Case No. 2011-124
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Enforcement of the Standards in This Code

The Board wiil determine gporopriate actions up fo
ahd inclucing removal of a director from tha Board

i Ahkapbonolaliensafthic Onda Seichi-genons

1
SrgEreSfor-Mernbersoithe-Bearttot-Birectorser

Duke Energy Corporation (the "Coda").

The Code contains the standards and principies
that enable directors to make good decisians that
fultili the letter and spirit of the faw and support
Duke Energy's values

These values provide a strong and enduring
framework for dezling with the ethical dilemmas
that may anse in the course of doing business.

Responsibilities of Duke Energy Directors

All Duhke Energy directors have a responsibility to
understand and follow this Code. Dirertors who are
employees of Duke Energy Corporation must also
comptly with the Duke Energy Code of Business
Ethics, which is applicable to management and
amployees of Duke Energy.

Duke Energy directors must,

o Follow the law and this Code. This responsibiiity
cannot be delegated.

Seek guidance hefore taking achon when unclzar
sbout a situation Directors are encouraged 1o
Lring questions sboul particolar Jin ainsiancey
that may involve ong or mare of the provisinns

of the Code to the chief legal offirer of

Duke Energy. who may consult with wniside or
autside legal counsel as approprizte.

Promptly cespond o employee rmports of

et ai condoct or vinlations of 1aws.
regulalions or Luke Enigrgy pohcies by raviewing
the naiier waith the chust dopst offtosr or thie O

sthics and oo

whance othioer and dicad

toy comurigeicale with i Dugice Ericrgy

will not re ; ,;!:;y.‘;e whe

FB00rts SUY

fustor

ENTESTIR Tt

vt o Feesry vt it iy

HHF SHE Pttt

wili be reasonably desipned to deter wrongdoing and
to promate accountability for adherence to this Code.

Waivers of This Code

All directors are expected to follow the standards set
forth in this Cade. Any waiver from any part of this
Code requires the express approval of the Board or
a committee of ihe Board. following disclosure of all
relevant information and will be promptly disclosed
to the public

Annual Review

The Board or a committee of the Board will

review and reassess the adequacy of this Code

on a perigdic basis and the Board may make any
amendments to this Code that it deems appropriate.

This Cade, revised February 26, 2008.
supersedes all previcus versions of the Cade of
Busingss Conduct and Ethics for Members of the
Board of Directors of Duke Energy Corporation.

Standards of Cenduct / Conflicts of Interest

A conflict of interest exists any time 2 director
taces a choice between what is in his or her
personal or professional interest {financiatl or
otherwise) and the interests of Duke Energy
Directors are accountable for acting in Duke Energy’s
hest interests, must avoid any confhict of interest and
shouid caretullty avoud sven the appearance of acting
mappropriately  Directors whose abjechivity may be
questioned Geczuse of an actual or gercewved conflict
of interest should nohfy the chiet legal officer
1 a director has an actual o percewed conflict of
shauld
actor should

mierast nformation regarong the confiit g
ta disclos=d to the Board and the dir

sziirdieg that matter,
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Fair Dealing

of imgopriely
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réfsuch 35

ke Energy is probibited
for 1he

Corporate Opportunities

Directors are mr'i'nblied frarm faking for themsely
ization with which

. UppoT tum ies that are available io

sent of the Board.

Confidential or Proprietary Information
Direciors ara enfrusted with confidential and
ly

Ve a

¢, information that is nof gener:

froprel
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Protection and Proper Use of
Duke Energy Assets

08 ciam a

3h strategy and obje

sts i and

Lnergy

nergy
e their proper use

Compliance with Laws, Rules
and Regulations

Duke Energy is subject 0 nun
sceral and pr
Guke Energys ¢

both the

woyus local, state,

rules and regulations

miplyting wath
the 'aw Diractors

on g

ahoutl ihe easlence.

\llh, 3rinte
directors should

of any law, rule or regulation

Insider Trading
Duka £
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Act with integrity. That's a clear expectation and firm requirement at Progress Energy, and
it's central to our culture of respansibie behavior and high performance. So read the information
in this Code of Ethics. Understand and follow its guidance Actively help our erganization do the
right thing

Our culture statement on the next page contains two other attributes that relate directly to this
strong ethical tone at Progress Energy. One attribute is to "treat everyone with respect, honesty
and fairness,” and the other is to "hold each other to high standards " These behaviars spesk to
our core commitment Lo earn trust and confidence inside and outside the Company

This Code of Ethics is an important parl of our rigorous Ethics Program. If you have questions
about it of any ethics-related matter, talk with your supervisor, or seek advice from the con-
fidential Ethics Line {1 866838 4427 or your Human Resources representative. 1t's important
that you know, not assume, the right answer when it comes to ethical behavior

Thank you for alt you do to help us live up to our responsibilities at Progress Energy We have a
record to be proud of, but it requires daily attention to acting with integrity

fo i
[, Ji,‘ iff L.»‘i& B,

{
L

William D Johnsb:n
Chairman, President and Chief Executive Officer
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PEOPLE « PERFORMANCE - EXCELLENCE

Focus on safety first
Act with integrity

.

Excel in our core mission of serving customers

Be outstanding financial and environmental stewards

L]

Cultivate diversity and inclusion

e

Treat everyone with respect, honesty and fairness

Hold each other to high standards

-

Collahorate, adapt and improve continugusly




The Progress Energy Ethics Program provides a stiuctural foundation for the prevention,
detection. and resalution of unethical and unlawful business-related conduct.

At the heart of the program is the Code of Ethics This document provides overall guidance in
upholding our ethical and legal responsibilities and is supported by more detailed guidance
provided in the Company’s policies, practices and procedure manuals. Covering the endless
variety of situations with a single Code of Ethics is impossible, thus, employees must accept
personal responsibility for exercising appropriate behavior and maintaining high ethical
standards Employees are also responsible for acquiring sufficient knowledge of the laws and
requlations impacting their work responsibilities to meet the standards set forth in this Code
of Ethics.

Fmployees may report ethics concerns using a 24-hour telephone ling administered by an
independent company The Ethics Line provides a confidential and anonymous way for employees
to submit ethics-retated questions or report suspected Code of Ethics violations without fear of
reprisal. Employees may also raise ethics-related issues to their supervisor, Human Resources
representative, or directly o a member of the Ethics Program staff. Allegations of Code of
Ethics violations are investigated, and if substantiated, responsive action is taken in the form
of disciplinary action, enhanced controls or other appropriate measures.

The Code of Ethics and the related policies, practices and procedures are not intended as
a contractual commitment or obligation of Progress Energy to its employees The Company
reserves the right to modify, amend or rescind any provision in this Code of Ethics or any
policy, practice or procedure

Svary

HEa]




Every Progress Energy employee, contractor and board member is
responsible for creating and maintainig a workplace environment

that promotes ethical and legal behavior. Individual performance is
measured against a backdrop that focuses on a demonstrated commitment
to compliance with the Code of Ethics and witl legal and
regulatory requirements relevant to the Company’s business.

EMPLOYEES, CONTRACTORS AND BOARD MEMBERS

All employees, contractors and board members are expected to
e Read, understand and ahide by the Code of Ethics

e Exercise appropriate behavior and maintain the highest standards of ethical conduct when repre-
senting the Company in an offisial capacity, which includes traveling on Company business and
attending functions hosted by third parties {e.g., conferences, storm duty, et}

« Seek advice from their supervisor, the confidential Ethics Line (1 866 8ETHICS or 1.866.838.4427),
a Human Resources representative or other appropriate Company source if uncertain about the
meaning or application of the Code of Ethics or when in doubt about the best course of action ina
particular sityation

s |garn and comply with laws and reguiations applicable to their work responsibilities

< Contribute 1o a workplace environment that is conducive to and encourages compliance with the
Code of Ethics and with laws and regulations

s Maintain sensitivity to alleged, actual or suspected illegal, unethical or improper conduct by a
co-worker, supplier, eustomer, consultant or other person or organization with whom the Company
has a relationship, and report such misconduct to management, a Human Resources representative,
a member of the Ethics Program staff or to the Progress Energy Ethics Line

= Cooperate with Company investigations by providing complete and truthful information. Failure to
do so may be deemed a Code of Ethics vinlatian that may lead to disciplinary action, up to and
including termination




MANAGEMENT

In addition to their responsibilities as emplovees, all Progress Energy leadlers have a responsibility to
ensure that employees within their line organizations are aware of and adhere to their ethical responsibilities
Company exerutives, managers and supervisors must develop and maintain a workplace environment that
stresses commitment to and compliance with the Code of Ethics and with laws and regulations Company
leaders are expected to:

o Exhibit the highest standards of ethical conduct at all times and avoid the perception of
unethical behavior

o Ensure that employees under their supervision receive a copy of the Code of Ethics and read and
understand its requirements

¢ Ensure that employees receive appropriate training in the meaning and application of the Code of
Fthics and in the laws and regulations related to their work area

e Ensure that employees understand their atfirmative duty to repart actual or suspected Code of
Ethics violations and the procedures and mechanisms available to them for reporting

o Welcome discussion around employee ethics questions and concemns

o Forward reports of suspected Code of Ethics violations to the Ethics Program for investigation
using appropriate prograim resources

s In the event a Code of Ethics violation is substantiated, take appropriate remedial action including
but not limited t disciplinary action, employee training and/or policy o practice changes

e Maintain a workplace environment that prevents retaliation or reprisals against an employee who In
good faith reports actual or suspected Code of Ethics violations. Retaliation against employees who
report perceived harassment or other Code of Ethics violations, or wha participate in investigations
as witnesses o in other capacities. violates the law and Company policy

o Avoid a romantic, sexual or financial relationship with an employee or contractor within their
scope of supervisory control, because it reasonatily could be perceived to give unfair advantage
{0 the employee or coniractor and could impugn the integrity of the manager or the reputation of
the Company. In the event that such a relationship should develop the manager must mmediately
disclose the relationship to s or her immediate supervisor and his or her department head to
ensure that the matter is evaluated fully

cendinuzed ot e &
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PROGRAM ADMINISTRATION

The Audit Services Departinent is responsible for administering the Ethics Program under the guidance of
the Legal Department Ethics Program staff provide tools and resources that facilitate the understanding
of Code of Ethics requirements and the reporting and investigation of suspected Code of Ethics violations

Ethics Program Staff Accountabilities

The Audit Services Department maintains an Ethics Program stalf accountable for the following:
* Promoting an organizational culture that encourages ethical, law{ul conduct
= Developing, maintaining and interpreting the Code of Ethics

o Administering a system for reporting, investigating and responding to alleged violations of the
Company's Code of Ethics

e Ensuring that appropriate and consistent action is taken in response to substantiated ethics cases

» Developing and delivering an ongoing awareness campaign designed to enhance directors’,
employees and contractors’ awareness of and compliance with the Progress Energy Code of Ethics

Reporting Suspected Code of Ethics Violations

Employees, contractors and board members who suspect a vislation of the Code of Ethics should contact
their immediate supervisor or their next level of management. If for any reason individuals do not wish to
report an issue to their supervisor, they may also report suspected Code of Ethics violations to their
Human Resources representative, a member of the Ethics Program staff, or anonymously and confidentially
to the Ethics Line at 1.866.8ETHICS (1 866 £38.4427) or in writing to this address Ethics Line,

PC. Box 1348, Raleigh, NC 27602

The Ethics Line is a Z4-hour dedicated telephone line maintained for Progress Energy by an independent
company. Ethics Line reports may be made anonymously Calls received on this line will be answered by
specially trained individuals and will be reported to the Ethics Program staff for appropriate investigation
Employees may also call the Ethics Line to check on the status of previously reported allegations. Mail
received in the post office box will be removed by @ member of the Ethics Program staff and handled in the
same manner as telephone calls

fssues related o the operation. design, fabrication, modification, maintenance. test or inspection of
Progress Energy's nuclear plants should be reported thiough appropriate lines of management or through
the Nuclear Generation Group Employee Concerns Program per NOS-NGGC-0400. Employee Concerns
Frogram Suspectad ethics violations reported 1o the Nuclear Generation Sroup Employee Concems Program
will be dispositioned through the Ethics Program




Investigations

Allegations of Code of Ethics violations are investigated by trained subject matier expert investigators
investigations are, to the extent possible, conducted confidentially. Under no circumstances will an
investigation be conducted by, or under the supervision of, an individual alleged to have committed the
violation at issue

Allegations Relating to Accounting and Internal Controls

In the event of serious allegations regarding accounting, internal controls or auditing matters, the Audit
and Corporate Performance Committee of the hoard of directors conducts a special review according to
Pracedure for the Receipt of Complaints by the Progress Energy Audit and Corporate Performance Com-
mittee of the board of directors, ADM-HOCO-(0004. This policy covers complaints regarding actions taken
by senior management or complaints of any unethical or criminal activity regarding fraud, accounting,
internal controls or auditing matters that relate to the fair and accurate presentation of information in the
Company’s financial statements

Disciplinary Measures

All employees are expected to comply with the Code of Ethics. Failure 10 do so will result in disciplinary
action, up to and including termination of employment An employee also is in violation of the Code of Ethics
if he of she assisted in activities, had sufficient knowledge of and did not report activities, or directed o
authorized others to perform activities that violate the Code of Ethics. Employees who violate the Code of
Ethics may be denied their annual Employee Cash Incentive Program (ECIP) award. Managers participating in
the Management Incentive Compensation Program (MICP) may have their reward reduced or denied

Employees, contractors and hoard members are required ta cooperate and shafl not provide false or mis-
Jeading information during any Company investigation or any investigation relating to a Company activity.
Employees, contractors and board members who fail to cooperate, of who provide false or misleading
information, shall be subject to discipling, up to and including termination

Code of Ethics Inguiries

This booklet features several scenarios involving ethics violatians, but covering the wide variety of potential
situations within a single Code of Ethics is impossible 1f there are questions about how o handle a
particular situation, employees and contractors should consult with their supervisers for guidance If
individuals do not wish to discuss the situation veith their immediate supervisor, they should contact their
Human Resources representative, a member of the Ethics Program staff or the Ethics Line {1.866.8ETHICS
or 1 866 838 4427}

Employees, contractors and hoard members may also visit the Ethics Frograns website, http 7 progressnet,
maoss, ethics/Fages, Detault aspx. ancessed via the Lompany intranet The site features Fthics Program
contact information, frequently asked ethics questions and an archive of ethics-related communications

vl e o0 e S
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PROGRAM OVERSIGHT

(a3

} Raspansibilizies

The Ethics Program is overseen by Company executives and members of the board of directors Speciiic
pversight roles and responsibilities include the following:

Beard of Directers Audit and Cerporate Performance Committee

The Progress Energy Board of Directors Audit and Corporate Performance Committee provides governance
oversight for the Ethics Program. The Committee’s responsibilities include the folfowing:

« Maintain knowledge and understanding regarding the content and operation of the Comporate
Ethics Program

= Provide reasonable oversight with respect to the implementation and effectiveness of the
Comorate Ethics Program

= Conduct special reviews according to Procedure for the Receipt of Complaints by the Progress
Energy Audit and Corporate Performance Committee of the Board of Directors. ADM-HOCO-00004

Senicr Management Committee

The Company's Senior Management Committee (SMC) provides policy aversight for the Ethics Program
The responsitiilities of SMC members include the following

s Maintain knowledge and understanding regarding the content and operation of the Corporate
Ethics Program

= Create and mainfain an organizational culture that encourages law-abiding and ethical conduct

s Serve as the final approving authority for updates to the Code of Eihics and related policies
and procedures

= Appoint executives 1o serve on the Corporate Ethics Committee

o Maintain awareness within individual members’ respective line organizations regarding the
significance of and duty to comply with the Code of Ethics



Chief Ethics Officer

Progress Energy's General Counsel, or his or her designee, shall serve as the Chiet Ethucs Officer. His or
her responsihilities are 1o

o Ensure the Carporate Ethics Program complies with relevant laws, regulations and other
applicable guidance

» (versee the investigation of cases posing a high risk to the Company as the result of legal or
regulatory exposure, media interest and/or employee relations 1SSUes

e Ensure communication with the SMC and board of directors Audit and Corporate Performance
Committee regarding Ethics Program activity so that these committees may monitor program trends

Corporate Ethics Committee

The Corporate Ethics Committee is chaired by the Chief Ethics Officer and includes executive representa-
tives from across the Progress Energy system. The Committee meets on a periodic basis and provides
operational oversight for the Ethics Program. 11s responsibilities are to

 Monitor trends and review cases investigated by the Ethics Program 1o ensure appropriate and con-
sistent action is 1aken in response to substantiated allegations of violations of the Code of Ethics

= Review benchmarking and best practices for corporate ethics programs to ensure that the Ethics
Program maintains its effectiveness

o Review and recommend ethics-related policies and procedures to the SMC
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Compliance with
Laws a s‘gﬁ %%gagé itions

Employees shall comply with all applicable laws and regulations in carrying out their work
responsibilities and report actual or suspected violations,

YOUR RESPONSIBILITY

Because of the nature of its business, the Company is subject to numerous, complex legal requirements.
Employees are expected to acquire sufficient knowledge of applicable laws and regulations on safety,
health, the environment, employment and other areas impacting their work responsihilities This wilf hefp
ensure that Company operations are conducted in conformity with the applicable laws and regulations
Violations of the law can result in both personal and corporate liability

Conduct that occurs away from Company property and outside of the normal course of Progress Energy
husiness may also negatively impact the Company. Off-duty illegal activity may jeopardize workplace
safety or security, Progress Energy’s image and reputation, or the Company's ahility to carry out its duties.
The impact of any off-duty illegal activity on the Company's interests will be assessed on a case-by-case
hasis Progress Energy may take disciplinary action, up to and including termination of employment, as
the result of an employee’s, contract worker's or board member’s off-duty illegal activity in violation of
the Code of Ethics



QUESTIONS AND ANSWERS

0. Some of the regulations that apply to my job seem trivial or inconsistent. Must 1 really abey them
all even if they make it difficult to do my job?

A. Yes. We must ohey every applicable Jaw and regulation. If you have questions about the inter-
pretation of any requirement, you or your management should consult the Legal Departmen,
a member of the Ethics Program staff or call the Progress Energy Ethics Line at 1.866 8ETHICS
{1.866 838.4427)

0. 1 work at a NERC CIP site and it is inconvenient to badge in every time | re-enter the restricted
area. | know | am supposed to adhere to the Company’s NERC CIP Enterprise Physical Security Plan
but would it be OK to temporarily prop open the door or tape the fatch down so { can get in and
out faster?

A. No. The NERC CIP Enterprise Physical Secority Plan, SEC-SUBS-00086, clearly states that
compromise of the established physical access controls is prohibited

@ Do I really have to complete certain kinds of training such as the Federal Energy Regulatory
Commission {FERC) Standards of Conduct training every year?

A. Yes. Compliance with federal and state requlations must be a priority for Progress Energy
employees in alf of our husiness activities Attention to requirements such as the FERC Standards
of Conduct, which dictate annual training for designated employees, is an important part of our
compliance culture

€. My driver’s license was recently suspended but | am required to drive on Company business Am
1 obligated to report this to my supervisor?

A, Yes According to the Company’s Driver's License Folicy, HRI-SUBS-00335, employees required to drive
on Company busingss must report any suspension, revocation or other change in license status to the
supervisar before the end of the business day following the day the driver received natice of the change
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{ Praciices

Progress Energy is air equal opportunity employer As such, the Comparny
offers equal emplovinet opportisiities without recard fo race, color,

religion, national origin, sex or gender, pregnancy, sexual orientation, age,
disability, covered veteran status or genetic information.

YOUR RESPONSIBILITY

Progress Energy's commitment to egual employment opportunities covers all terms, conditions and privileges
of employment, ingluding, but not limited to, hiring, job placement, training, compensation, discipling, advance-
ment and termination. The Company complies with federal atfirmative action guidelines to meet its requirements
as a federal contractor and because it is committed to making good faith efforts to achieve equal
employment opportunities.

QUESTIONS AND ANSWERS

0. 1 want to apply for a position in an area in which | have several years of experience, but | was told that
the position would go to a younger, less experienced, “high potential” candidate because the hiring
manager needs to develop some “bench strength.” This seems discriminatory. Should  still apply?

A. Yes You shoutd apply for the job so the hiring manager knows that you are interested in this position
The hiring manager shoutd sefect the best-qualified candidate for the position, regardiess of
age. However, you should recognize that a diversity of length of service and types of job experience
within a workgroup is a legitimate selection criterion and not inconsistent with the Code of Ethics
The Company's Equal Opportunity Policy, HRI-SUBS-00205, states that the Company will "provide
equal opportunity in all job classifications to all employees and applicants for employment. No
person will be discriminated against on the hasis of race, color, religion, national origin, sex or gender,
pregnancy, sexual orientation, age, disability, veteran status or genetic information ” Employees
who believe they are bieing, or have heen, discriminated against based on one or more of the above
referenced categories should immediately report the incident to their management, a Human
Resources representative. a member of the Ethics Program staft or the Ethics Line

Q. 1 heard that when the Company receives federal funding itis subject to affirmative action requirements
that set racial and gender-based hifing quotas Aren't hiring quotas discriminatory?

A, Yes Asa federal contractor. PGN is required to follow affirmative action guidelines set by the Office
of Federal Contract Compliance Programs These guidetines do not require the Company to meet hir-
ing quotas but rather to develop and maintain action-criented programs that it believes in good faith
will promote equal empioyment oppartunity through the development of diverse apphcant peols. The
Company's affirmative acticn requirements do not impact a hinng manager's responsibility to hire the
best-qualified candidate based on the pasted job requirements, according 1o HRI-SUBS-00200




Harassment

Ewiplayees shall not harass anyone else in the workplace on the basis of
racencolor-religion. nationalorigin. sex.or gender, preguancy. sexual oricitation

age, disability, covered veteran status or genetic information,

YOUR RESPONSIBILITY

Harassment is prohibited and will not be tolerated. Sexual harassment and other types of discriminatory
harassment violate Company policy and the law

Sexual Harassment

Sexual harassment can include unwelcome sexual advances, requests for sexual favars, and other verbal
or physical harassment of a sexual nature when such conduct explicitly or implicitly affects an individual's
employment, unreasonably interferes with an individual's work performance, or creates an intimidating,
hostile or offensive work environment

Sexual harassment includes actions and behaviors that take place between members of the same sex as
well as members of the opposite sex. The most biatant type of sexual harassment is a request for sexusl
favors in exchange for job-related benefits. Other examples of conduct that may be found to be sexual
harassment may include, but are not limited to, the following.

» Verhal - propositions of innuendo, flirtation, suggestive or offensive comments; sexist comments,
humor, jokes and teasing about sex or gender-specific traits, rumors about other employees,
whistling; and verbal abuse and insults

o Nonverbal — sexually oriented gestures, signs, cartoons, pictures, graffiti or paraphemalia
 Physical — touching, patting, pinching or brushing the body
Other Types of Harassment

Harassment includes verbal, nonverbal, or physical conduct that shows distike or hostility because of
race. color, religion, national onigin, sex or gender, pregnancy, sexual orientation, age, disability, covered
veteran status or genetic information and that

e Creates an intimidating, hostile or offensive working emvironment,

 Unreasonably interferes with an individual's work, or

s Adversely affects an individual’s employment opportunities

ceminncd oy page 14




Case No. 2011-124
Staff-Dr-01-812 a attachment
(Progress Energy)

Page 16 of +4

Harassment

conrinned froue page 13

Emnpioyees who helieve they have been harassed or ohserve o otherwise become aware of such harass-
ment should immediately report the incident to their supervisor, their Human Resources representative, the

Manager — Corporate Diversity and Inclusion/Equal Employment Opportunities or the Ethics Line

This procedure does not require an employee to report perceived harassment o a supervisor or to an individual
whom the employee believes to he the harasser All reports of harassment will be investigated. Under no
condition will the investigation be conducted by or under the direction of the alleged harasser(s) For a
more complete description of the Company's sexual harassment policy, see the Employee Handbook,
HRI-SUBS-00315

QUESTIONS AND ANSWERS

. Sometimes | have heard inappropriate jokes and vulgar language used by others at work. When
my co-worker brought this to the attention of a senior member of our team, the response was
“Lighten up and get used to it, that's just the way we behave " What should | do?

A. Employees who believe they are being harassed or who ohserve or otherwise become aware of such
harassment in the workplace should immediately report the incident to any one of the reporting
sources identified above. Employees are encouraged Lo speak with the person listed above with
whom they feel most comfortable

0. During a seminar my workgroup was attending, | heard a co-worker address our female counterpart
in a very unflattering and derogatory manner This comment made the entire table uncomfortable, but
since it happened outside of the workplace, we felt it was none of our business Were we right?

A. Employees are expected to exercise appropriate behavior and maintain the highest standards of ethical
conduct when representing the Company in an official capacity, which includes traveling on Company busi-
ness and attending functions hosted by third parties (e g., conferences, storm duty, etc}

0.1 recently attended a training session at work where the facilitator repeatedly referred to a couple
of employees as “The Golden Years Group” and the "Centrum Silver Crowd.” Everyone in the class
faughed, including the individuals he was targeting. butis it really appropriate to address employees
in this manner?

A.No Any joke that is intended to demean on the basis of age is improper Sometimes people faugh to
cover up their embarrassment or discomfort It is important for employees to act consistently with
our values of inclusion and collaboration
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The Company strives to provide a workplace for employees that is free from

[.‘I }-5& calattack-threatsofviolence and im‘nm'ing or-hamssing beligviors
5 4

YOUR RESPONSIBILITY

The Company is committed to providing a safe and respectful workplace and will not tolerate any unwanted
or hostile physical contact, including physical attack, threat of violence, harassment, intimidation, gesture or
damage of property by or against any employes.

Any employee who experiences, witnesses or has knowledge of acts, conduct, behavior or communication
{i.e., a threat] that may be or may lead to a workplace violence event should immediately report the incident
to any of the following:

» Their immediate supervisor or next level of management.

s Their Human Resources representative.

» Corporate Security Command Center at 1.888.275.4357 (24 hours a day/7 days a week)
o The Ethics Line at 1866 8ETHICS (1 866 838 4427).

If you are a Progress Energy leader, you have a special responsibility to help ensure a
vislence-free workplace.

Reports or complaints of violence, threat of violence, or harassment will be taken sericusly and
prompily investigated

QUESTIONS AND ANSWERS

0. What should | do it | see a potentially violent situation developing betwesn two of my colleagues?

A. The Workplace Violence Prevention and Response Folicy, SEC-SUBS-00077, states if you see or
hear any act that is threatening, or carries the potential for violence, call your supervisor, Corporate
Security i1 888 275 4357), or your workgroup's Human Resources representative: Act immediately

0. | overheard a co-worker threaten another employee The other employee was upset but was afraid
to report the incident. Should | report it?

A, Tell your supervisor about the incident immediately If you can’t reach 8 member of your work-
group’s management team, contact Corporate Security (1 888 275 4357 ar 3 member of the Ethics
Program stalf Progress Energy investigates all reporied acts or threats of violence

3 iLis
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Workplace Violence
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0. My co-warker has been under an encrmous amount of stress lately. What are some warning signs

that could lsad 10 a potenual workplace violence incident?

A. See the list below

e Excessive absenteeism or lateness

= Disregard for the health and safety of others

e Increased mistakes or errors. or unsatistactory work quality
e Refusal to acknowledge job performance problems

e Faulty decision making

» Testing the limits to see what they can get away with

» Qverreacting to crtcism

e [ntimidating behavior

It is extremely important to understand that the above behaviors do not mean a person will
hecome violent, but they may indicate that the person is experiencing high levels of stress

Always take particular note and seek assistance from Corporate Security or a Human Resources
representative if

o There is a change in behavior patterns
s The frequency and intensity of the hehaviors are disruptive to the work environment
e The person is exhibiting many of these behaviors, rather than just a few.
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irearms and Weapons

To ensure a safe enviromment for our employees, custormers and contractors,

4132
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displaye-saletransportation possession.pruse nf flreqrms Or weapois

on property owned, leased or otherwise used by the Company is restricted.

YOUR RESPONSIBILITY

To ensure a safe environment for our employees, customers and contractars, the display, sale, fransportation,
possessian or use of firearms or weapons on property owned, leased or ntherwise used by the Company is
restricted as follows

e To the extent allowed by applicable laws and regulations, handguns are strictly prohibited on all
Company property in North Carolina and South Carolina, except for security weapons carried and
utitized in accordance with Nuclear Generation Group INGG) procedures

e {n order to comply with Florida Statute Section 790 251, and to the extent required by other applicable
laws and regulations, handguns are permitted on Company property in Florida in limited circumstances,
provided (1) the employee has a current license to carry a concealed firearm issued pursuant o
Florida Statute Section 790 06, (2) the firearm is out of sight in a locked private vehicle or in a locked
compartment of the vehicle, and {3) the private vehicle is not on any Company property where a
nuctear generation facility is located. An exception applies for security weapons carried and
utilized in accordance with NGG procedures, which are permitted on Company property

e Long guns, including rifles and shotguns and associated ammunition used for hunting, are allowed
on Company property in North Carofina, South Carofina and Forida provided they are out of sight ina
focked private vehicle and in compliance with applicable laws and regulations.

» (ther use or possession of firearms or weapons on Company premises or praperty must be approved
by the director of Corporate Security

cantirnied o page 18
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Firearms and Weapons

continued from puge 17

QUESTIONS AND ANSWERS

0.1 like to go deer hunting after § fimsh my shift at work. Is it OKiTTkeep my shotgun in the gun rack
of my locked pick-up truek?

A. Sholguns and other long guns used for hunting are allowed on Company property provided they
are put of sight In a locked private vehicle and in compliance with applicable laws and regulations
If the gun rack in your vehicle is visible, then you are not in compliance with this policy

0. s it OK if 1 keep my handgun locked in the trunk of my car?
In North Carslina and South Carolina:

A. No In North Carolina and South Carolina, handguns are not permitted on Company property at
any time with the exception of security weapons carried and utilized in accordance with NGG
procedures, or unless otherwise expressly approved by the director of Corporate Security

In Florida:

A. To the extent required by law, yes, provided: (1) you have a current license to carry a concealed
firearm issued pursuant to Florida Statute Section 790.06, {2) you keep the handgun locked out
of sight in your car trunk at all times while on Company property in Florida, {3) your car is not on
Company property where a nuclear generation facility is located, and (4) the handgun is in
compliance with applicable laws and regulations

In compliance with Florida Stawte Section 790251, the entire Crystal River Energy Complex ~
which includes Crystal River Nuctear Plant, Crystal River Fossil Plant and Crystal River Mariculture
Center - is designated as a nuclear generation facility Handguns are not allowed on Company
property designated as a nuclear generation facility, with the exception of security weapons carried
and utilized in accordance with NG procedures, or unless otherwise expressly approved by the
director of Corporate Security. This means if you work in the Crystal River Energy Complex, you are
not allowed 10 keep a handgun locked in your vehicle

0. 1  work for Progress Energy Florida and my primary work location is in Florida but | spend periods
of time in the Carolinas, can ! leave a handgun in my car at work during the periods | am assigned
to work in North Carolina and South Carolina?

A. No In North Caroling and South Carotina. handguns are not permitted on Company property at
any time with the exception of security weapons carried and utilized in accordance with NGG
procedures, of unless otherwise expressly approved by the director of Corporate Security
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Emiployees must not let their outside business interests, or those
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affiliated persons, conflict with their obligations to the Compariy.

YOUR RESPONSIBILITY

A "conflict of interest” is a situation in which a choice must be made hetween one’s individual best
interest {financial or otherwise) and the hest interest of the Company. Employees must not let their
outside husiness interests, or those of immediate family members and other closely atfiliated persons,
conflict with their obligations to the Company "Immediate family members and other closely affiliated
persons” means an employee’s spouse, child, stepchild, mother, father, stepmother, stepfather, sister,
brother, grandmother, grandfather, mother-in-law, father-in-law, son-in-law, daughter-in-law and grand-
child or any relative who resides in the employee’s household. 1t als includes an employee's domestic
partner (as defined in the Guide to Benefits for Domestic Partners Document, HRI-SUBS-30004) and the
domestic partner's applicable family mermbers as listed above

Employees are expected to avoid conflicts of interest and the appearance of such conflicts, as these situations
may arise in many ways Examples include, but are not limited to, the following

s Placement of husiness with a firm supplving goods and services to the Company in which an
employee or an employee’s immediate family member has a material financial interest

= Being employed in any capacity, such as director, officer, employee, representative or consultant,
with any outside business dealing {or planning to deal) with the Company.

» Being emplayed in any capacity, such as director, officer, employee, representative or consultant,
with a competitor of the Company

o Leasing or rental of facilities or equipment to the Company by an employee or immediate
{amily member.

» Being employed by, or engaged in, any outside business, whether or not such business deals with
the Company, if the employes:
= Jses his or her position with the Company to an advantage in the outside employment
e Pursues endeavors contrary Lo the interest of the Company
= Allows the ouiside business 1o interfers in any way with the employee’s full perfarmance

of duties and responsibitities with the Company

s ondnscd o1 pege 70
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= Disclosing or using confidential information, obtained in the course of employment with the
Company, for any personal gain or the benefit of any outside interest.

= Appropriating a corporate opportunity for the benefit of the employes

Any employee who may have a conflict situation, actual or potential, has a duty to report all pertinent
details to his or her supervisor If the supervisor determines that the situation is a conflict or a potential
conflict, the supervisor should complete the Conflict of Interest Form (FRM-HOC0O-00185) and forward

the form up through his or her management to the department head In the case of a conflict of interest
involving the Company’s chief executive officer or chief financial officer, disclosure of the conflict situation
shall be made to the Audit and Corporate Performance Committee of the Progress Energy Board of
Directors through the vice president — Audit Services. Department heads reviewing Conflict of Interest
forms shoutd submit recommendations to resolve or prohibit the potential conflict to the Corporate Ethics
Officer or designee The Corporate Ethics Officer or designee will review the recommendations for
consistency among the business units and advise the employee, in writing, as to management’s determination
and will give written instructions on the appropriate actions to be taken hy the employee.

QUESTIONS AND ANSWERS

0. | have recently been made aware that there is a romantic relationship between my female manager
and a male colleague in my workgroup. Won't it be difficult for my manager to remain neutral
when it comes 10 issues such as promotions and PDP ratings?

A. Managers should aveoid a romantic, sexual or financial relationship with an employee or contractor
within their scope of supervisory cantrol, because it reasonably could be perceived to give unfair
advantage to the employee or contractor and could impugn the integrity of the manager or the
reputation of the Company In the event that such a relationship should develop, the manager must
immediately disclose the relationship to his or her immediate supervisor and his or her department
head to ensure that the matter is evaluated fully.

@. A long-time friend recently took a job with a Progress Energy supplier. We've socialized for a
number of years, but now twonder if gur friendship poses a business ethics problem

A. It might 1f you play a role in the selection process tor contracts on which yous friend or his company
have hid, or if vou have to deal with your friend on behalf of Progress Energy, you should disclose
your friendship to management and excuse yourself from participating in decisions or negotiations
with your friend and the supplier
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0. A vendor who is also a friend of mine outside of work 1ecently offered me season huckey tickets if

Lpromised o “throw him a bone” occasionally during the bidding process. Since | have no say in

the final selection of vendors, can | accept the tickets?

A. No. Accepting the tickets could be perceived as a conflict of interest between the Company and

the vendor This transaction would also fikely violate our policy on accepting gifts since the tickets
are worth more than a modest amount and it is not something the Company would reciprocate
for the vendor

0. A locat electric utility co-op has asked me if L am interested in doing some consulting work for

them on a part-time basis Since it would not interfere with my full-time position here at the
Company, is it OK to accept the position?

A. The Company's Outside Employment Policy, HRI-SUBS-00340, directs that outside employment

must not interfere with employee performance or availability for emergency or overtime work Out-
side jobs must nat conflict directly or indirectly with the Company's business of reflect adversely
upon the Company’s image Without written authorization from their supervisor, employees cannot
he employed in any capacity, such as consultant, with a competitor of the Company
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Gifts and Entertainment

Emiployees must exercise good judgment in giving or receiving
busiuess-related gifts and/or entertainment, Eimplovees shall not offer

personial favors or gifts of more than modest valie that could be perceived
as an attempt to improperly influence the decisions of existing or poteyttial custoniers
or suppliers. Likewise, employees or their families shall not request or
accept favors or gifts of more than modest value that could be perceived
as air attempt to influcrice the performance of duties or to
Javor existing or potential customers and suppliers.

YOUR RESPONSIBILITY

Covering the endless variety of situations involving the giving and receiving of gifts and entertainment is
impossible, thus, employees must accept personal responsibility for exercising appropriate judgment to
avoid real or perceived undue influence in their dealings with customers and suppliers. The following guide-
lines and examples are provided to assist you in fulfilling that responsibiility If you are unsure regarding a
particular gift or event, discuss the situation with your supervisor or call the Ethics Line at 1 866 BETHICS
11.866.838 4427}

All of the Company's procurement and other business decisions must be made objectively, solely on the
basis of quality, service, price and other competitive factors. The Company understands and respects that
our customers have a similar goal in the operation of their business. Therefore, business decisions made
on behalf of Progress Energy must be free from undue influence or conflict of interest, or even the appearance
of such undue influence or conflict of interest, from suppliers and customers

QOccasionally, employees may exchange business courtesies including gifts and entertainment with clients
to foster good will and enhance husiness relationships. Such business courtesies should be infrequent,
reasonahle, customary, legal and of modest value Modest value is defined as an amount that would not

be perceived as lavish or extravagant given the relevant facts and circumstances. In determining whether a
particular offer is of modest value, employees should consider whether they would be comfortable disclos-
ing the gift or entertainment to their supervisor, ancther vendor or customer, the media and/or the regulators
who oversee Company operations Among the factors that are important in determining the appropriateness
of business entertainment offered and received by the Company are

= Value, frequency and timing;
= \Whether the setting is conducive to building a business refationship, and
o Whether the enteriginment is fully visible to management in the organizations who give and accept it

Acceptabie forms of entertainment include infrequent, modest hospitality such as meals, charity events,
sporting events. holiday gatherings or other celebrations, plays. concerts or other culturel events. {Some
Frogress Energy departments have specific guidelines around these activities } Acceptable gifts include
customary and inexpensive gifts of a promotional nature sueh as hats, golf shirts, mugs or calendars



Neither employees nor their family members should give or accept offers of gifts or entertainment from
those who do.ormay.seek 10 do business with the Company if the gifts are lavish or expensive, if they are

likety to be perceived by others as an attempt to influence business decisions, if public disclosure would
embarrass the Company or if doing so would violate the law or social norms Unacceptable forms of gifts
and entertainment may include, but are not limited to, the giving or receiving of

e (Cash or a cash equivalent {such as a gift card),

s [ntertainment offers that are "personal” to the recipient and do not provide for interaction
between a Progress Energy employee and a supphier or customer {tickets to an event for use by the
recipient and his or her guests only, ofters of a heach house for the weekend),

¢ Product or service discounts that are not available to all employees, or
e (3ifts with a high monetary value

Employees offered items by vendors that would not be appropriate to accept as gifts may, with approval
from their vice president or senior executive, purchase the items from the vendor at their fair market value

Employess should exercise particular caution in regard to any offers of value, including hospitality,
enterlainment and gifts, when the Company is negotiating or considering contracts and the employees
are in a position to influence, directly or indirectly, the outcome of a decision. Itis important not to give
any impression that there may be an inappropriate connection between any gift or entertainment and a
business opportunity.

Travel to or overnight stays at functions that are in the hest interest of the Company generally should

be paid for by the Company. Employees serving on professional committees or serving as a conference
speaker may generally accept the event sponsor's offer to pay reasonabile travel costs as long as other
comimittee members or speakers who are not Progress Energy employees are treated equally. Otherwise,
payment of travel expenses by an outside organization must be appropriately documented and approved
inwriting by the appropriate Company department head or senior executive prior to thew occurrence
Documented approvals should be maintained by employees obtaining the approvals. Employees may
accept meals, entertainment and promotional items of a modest value provided te all attendees during
conferences and similar meetings

Employees may also accept meals or entertainment offered in conjunction with meetings to discuss
Company husiness. Employees must not accept such offers if they are tavish or expensive or if they are
likely 1 be perceived by others as an attempt o influence husiness decisions The Company may sponsor
events {such as the U.S Open) as a part of the Company’s responsibility to be 2 good corporate citizen and
may use such events to build business relationships with key customers and stakeholders Similarly, the
Company also promotes economic devetopmernt by helping local communities recruit businesses to our b haern
service territory. These events and activities are appraved by senior management and coordinated by the : BRAE] it jisEiEit
appropriate level of Company management : saatas

coitfiliied o page 24
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Gifts and Entertainment

continued fron page 23

QUESTIONS AND ANSWERS

Q. A contractor with whom we just signed a large contract has offered to pay my expenses for an onen-
tation program at his out-of-state facility. Since we no longer are negotiating with this contractor
and the travel will enhance the Company's ahility to manage the contract, may | accept the offer?

A. Business-related tavel expenses generally should be paid for by Progress Energy. If you believe
that extenuating circumstances support payment of your travel expenses by this contractor, you
should discuss the situation with your department head and, in the event the department head
agrees, his or her approval for vendor funding must be documented and approved in writing by the
appropriate Company department vice president or senior executive in advance of the travel

Q. A supplier offered me tickets to the Super Bow! May | accept the tickets?

A. Probably not, whether the tickets were offered for your personal use or whether they were offered
in conjunction with 8 meeting 1o discuss Progress Energy business, the value of this offer may be
viewed by others as an attempt to influence your business decisions. Consult with your department
vice president to determine whether it would be appropriate for you to pay the supplier the fair
market value of the tickets

0. During the end-oi-year holiday season, many vendors send food baskets of various sizes and
values, as well as other items, to thank me for the business | conduct with them on behalf of
Progress Energy May | accept thesg gifts?

A. Employees may accept infrequent gifts of modest value Gifts of food generally are considered to
be of modest value. When practical, such gifts should be shared among your workgroup

Q. | was offered a discount on catering services for my daughter's wedding by a company that | retain
for Progress Energy events May | accept the discount?

A. This woudd generally be an example of a “personal” discount and should be dectined. Also, accepting gifts
of mor= than a modest value from a vendor that you retain would rarely be acceptable. However,
you may aceep! the discount if itis available to all Progress Energy employees. Talk to your manager
or call the Ethics Line if you need help with a specific vendor

0. A Progress Energy contractor who has done business with my department for years invites me to
lunch at least twice a month I manage the work that his firm does and it is important for me to
mairtain a good working relationship with him What should | do?

A Infrequent lunch invitations of modest value from vendars may be accepted +f the setting ts condu-
cive 1o hudding a husiness relationship Invitations of the frequency described above may, however,
be perceived o create a sonflict ol interest. Hitis important for you to spend time outside the
workpiace with the contracton ycu should split the lunch tab with him: or host him during some ¢f
the lunch aubings




0. My department sponsors an annual golf tournament All participants pay an entry fee that more than
coversthe.costota round of golf the net proceeds from the event go to charity Jo promote good

working retationships, we invite our vendors to participate. One of our vendors has offered to provide
qolf tees and caps featuring the vendor's Ingo to distribute to all participants. Other vendors have
offered to donate items such as golf clubs, college baskethall tickets and restaurant gift cards to be
used as door prizes Since the proceeds will all go to charity, may we accept these vendar offers?

A. The Gifts and Entertainment Policy applies to all vendor offers 1o Progress Energy and its employees,
regardless of whether a gift will be used to promate a charitable cause. If the golf tees and caps
are of modest value, and if you have not asked the vendor to provide them in violation of the
Company’s Solicitation, Fundraising and Distribution of Materials Policy, HRI-SUBS-00345, you
may accept that offer The door prize offers, however, appear to be of more than modest value
and/or otherwise outside the guidelines pravided for vendor gifts. Acceptance of the door prizes
could create the appearance of an attempt at vendor influence by supporting a Progress Energy-
sponsored initiative

Q. As a token of appreciation for a job well done, a vendor sent every member of my workgroup a
$25 gift card. Are we allowed to keep them?

A. No. The Code of Ethics provides that the giving or receiving of cash or a cash equivalent - such as a
gift card — from a vendor is prohibited

RBBE
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Securities Trading

Employees are prohibited from purchasing or selling any Progress Energy
securities as  result of nside iinformation or from disclosure

of inside information ro any other person (including family or friends ] who
then trades Progress Energy securities based on the information.

YOUR RESPONSIBILITY

insider information includes material nonpublic Company information an emplovee learns through his or

her employment. Insider information could include projections of future earnings; a pending or propased
merger, acquisition or tender offer; a significant sale of assets, the offering of additional securities,
changes in management; impending bankruptey or financial fiquidity problems, or other events that could
impact the value of the Company’s securities An employee involved in insider trading {that is, purchasing
or selling any Progress Energy securities as a result of inside information) has violated the securities laws
and may be subject to criminal sanctions or civil penalties

QUESTIONS AND ANSWERS

0. 1 am a financial professional and often talk about business with my spouse That's not a problem, is
it? | only oceasionally reveal nonpublic information and my spouse knows not to tell anyone else

A. This is a problem that could be costly for both you and Progress Energy 1 your spouse were ever
1o use material nanpublic information given by you to buy or sell securities, both of you could be
prosecuted for illegal insider trading. Under no circumstances should you ever give any nonpubtic
information to your spouse or anyone else

Q. A co-worker gave me some nonpublic information about Progress Energy. | didn't ask for it, but
now that | have it, what should | do?

A. Do nat study or make copies of the material and immediately contact the Legal Department or the
Progress Energy Ethics Line at 1.866 838.4427 and forward the information to them The Legal
Department wilt provide further guidance on how to respond. If you receive this type of informa-
tion verbally, teil the co-worker that the discussion violaies Progress Energy's policy and must
stop immediately

0. While checking stock quotes, | noticed that someone identitying himself as a Progress Energy nuclear
waorker had posted confidential information about the schedule for upcoming outages. Isn't this
“nonpuitic” infarmation?

A. Information regarding outage schedules is confidential nonpublic information You should report
the posting immediately to your supervisor, Human Resources representative, a member of the
Ethics Program statf or the Ethics Ling, 1865 838 4427
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All employees who interact with customers and competitors nust take care

to-avordantistviolations, esp ; ‘1”1 those ~m[nlmmm with pr .r,,zo

authority or knowledge. Enployees xhould endeavor to deal jazrl; with the
Company’s customers, suppliers, competitors and other employees.

YGUR RESPONSIBILITY

Antitrust laws promote fair competition among husinesses. Activities that restrict free competition or
allow a Company or group of companies to dominate a market may viclate federal and state antitrust laws

The highest standards of personal conduct and business ethics are expectad of employees involved in the
procurement of equipment, supplies and services and other employees who might influence procurement
decisions or relationships. These employees must avoid conduct that coutd create a conflict of interest

or the appearance of a conflict of interest with vendors, contractors, consultants or suppliers. Maintaining
an arm's-length relationship is required in matters involving procurement For further guidance, refer to
the section on "Conflict of Interest ”

Employees should not take unfair advantage of anyone through manipulation, concealment, abuse of
privileged information, misrepresentation of material facts or any other unfair-dealing practice

When possible, the Company makes discounts from suppliers or other companies available to employees,
but no one should use the Company name to obtain personal discounts or other benefits not available to
all employees.

contintied o pnge 28
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Marlketing, Sales Practices
and Supply Chain

continued from puage 27

QUESTIONS AND ANSWERS

0. What types ol behavinr could be considered anti-competitive and a violation of antitrust laws?

A. The following behavior could be considered anti-competitive and a violation of antitrust laws

s Any discussions or agreements with a competitor regarding pricing, lerriories, market share or
intent to bid (or not bid) for particular business

s Providing different information ahout a request for quotation/proposal to competing hidders

» Entering into an exclusive dealing arrangement or understanding where you agree to work
only with certain suppliers or distributors in a particular market where Progress Energy has
market power

o Taking advantage of market power to eliminate or threaten a competitor or putential competitor
in that or another market

= Suggesting that a product or commodity must be resold at or within a particular price or range
of prices

e Participating in actions by any trade association or other industry group regarding membership
restrictions, sharing information {including benchmarking) or desired govemmental actions
Participating in such actions could be anti-competitive and should be done only under the
proper guidelines

. I have recently been promoted to a position where | receive and review proposals from competing
bidders on projects. Is it OK (o discuss the bidding information of one company with another
vendor who | know is not bidding on the project?

A. No. You shoutd not discuss the bidding process with the vendor Any discussions of agreements

with a competitor regarding pricing, territories, market share or intent to bid {or not bid} for
particular business is strictly prohibited



Health and Safety
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set fortl in the Company’s safety manual.

YOUR RESPONSIBILITY

Progress Energy is committed to protecting the health and safety of its empioyees and to complying

with federal, state and local health and safety laws and regulations. Employees are also responsible for
correcting their tellow employees when unsate acts or hazardous conditions are ohserved and informing
their supervisors if the unsafe act or hazardous condition continues If a work-refated injury or illness does
oceur, Progress Energy will comply with federal, state and local health and safety laws and regulations as

they pertain to reporting the work-related injury or illness

QUESTIONS AND ANSWERS

Q. We have been hearing a lot ahout “active caring " What is it and why is it important?

A. Active caring means to watch out far athers Let them know if you see something that is

unsafe or if they are doing something that is unsafe Be willing to accept advice, too. Safety is
gveryone’s responsibility,

. L know we are supposed to report injuries, job-related illnesses and accidents, but our workgroup's
performance award depends on our incident rate going down What does the Company really want?

. You should always report joh-related injuries, illnesses and accidents. Business or personal goals
are not designed to compromise employee safety. which is one of the Company's highest priorities
Progress Energy's goal is 1o eliminate injuries and accidents, and employee reporting can help
determine the steps necessary ta prevent future problems or accidents

. Sometimes | feel pressured to shortout safety procedures to complete projects on time What
should 1 do?

. Do not skip the safety procedures No matter who asks you to do something, you should not viclate
applicable safety rules for any reason i you teel pressure to do so, vou should discuss it with your
supervisor or your workgroup's Health and Safety representative. I you do not teel comfortable
speaking with your supervisor, contact vour next level of management

. know we are supposed to report injuries, job-related tlinesses and gccidents, but sometimes
flhink my symploms are too minor to report Is reporiing really important?

. nformation can be vital wo preventon Reporting accidents, as well a5 any job-related inesses or injuries,
can help determing the steps necessary 1o prevent furure problems or accidents. Report all near-misses

niuries, jobralated illnessas and accidents to your supervisor of Health and Safety representative
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Fnvironmental Practices

Progress Energy is committed 1o conducting irs business
in guenviropmentally responsible manner.,

YOUR RESPONSIBILITY

Environmental responsibility is a core value of Progress Energy This includes complying with environmentat
laws and regulations and working to prevent damage to the environment. Employees should understand
the regulatory requirements applicable to their operation or job function. Additionally, employees should
give careful attention to the proper handling, treatment and disposal of wastes

QUESTIONS AND ANSWERS

Q. Environmental laws can be complicated; sometimes it's difficult to know when to be concerned
about a particular situation What do | need to remember?

A. Some faws and regulations are complex, but you don't need to understand every detail before you
report an environmental concern If you are unsure, ask your supervisor or your workgroup's technical
environmental support organization




Drugs and Alcohol

Employees shall not be under the influence of alcoliol or use, distribute, manufacture,
]
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dispersespossess-orsellillecal drues-orothercontrolled substances including prescription

medication prescribed to others, while on the job or during work hours, including meal breaks.

YOUR RESPONSIBILITY

Employees share in the responsibility for keeping the workplace free of alcohol and ifiegal drugs and are
responsible for reporting an observed violation of this policy

Use, distribution, manufacture, dispensation, possession and sale of illegal drugs or other controlled
substances, including prescription medication prescribed to others, and the use of alcohol by an employee
outside of the workplace, that may adversely affect the employee’s job performance or that may reflect
unfavorably upon public or governmental confidence in the manner in which the Company carries out its
responsibilities, are prohibited.

Employees may consume alcohol at Company-sponsored events if management has authorized alcohol
consumption in advance and the employee’s consumption would not create & health and satety risk for the
employee or others. Employees who behave inappropriately due to alcohot consumption at a Company-
sponsored event will be disciplined

If there is a Company-sponsored event where alcohol s being served to employees and/or customers, a
management team member of the organization sponsoring the event must be on site to ensure compliance
with Company policies and event rules

QUESTIONS AND ANSWERS

0. One of my co-workers just returned from lunch and appears to be under the influence of drugs or
alcohol What should | do?

A. Itis against Company policy to drink during work hours or appear at work under the influence. While
it may be that this person is suffering from an iliness rather than alcohal or drugs, you should notify
your supervisor or Human Resources representative immediately per the Company's Drugs, Alcohol
and Safe Work Policy, HRI-SUBS-00330

€. Does this policy apply whenever I'm on Company premises? For example, if I'm not formally sched-
uled to be at work but come in to do some work after hours, altend a special meeting or take care of
necessary administrative actions, does this policy stll apply?

i
)
)
)
3

A Yes The primary purpose of this policy is to contribute to creating a safe work environment at all times
impairment can lead to a safety incident at any time, not just when one is formally scheduled to he at work

Q. Can { be disciptined for using iegal drugs «f | do not use them while | am working?

A. Yes Many narcohic substances remain in your system long after ingestion imgairing vour judgment and
resulting in positive test results Moreaver the punlic may lose confidence in the Company when ong of
its employees is engaged in unlawtul activity that could endanger the heatlth and safety of the public
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Use of Company Information
Systems and Technology Assets

Information systems and associated technology assets are provided to employees
foethe purpose of performing their job responsibilities. As valuable Compaiy resources,

these tools may at any time be inspecred, searched, retrieved, copied, monitored for misuse
or restricted. Enployees also are responsible for the resources’ proper use and protection.
Iincidental personal use is acceptable if it does ot interfere with Company business or
violate applicable laws, licenses, policies, standards or procedures.

YOUR RESPONSIBILITY

Every emplovee is responsible for protecting information systems and associated technology assets
against misuse, loss and theft. This includes

= Following all Company policies, standards and procedures related to information systems and
associated technology assets.

« Talking to your supervisor or contacting the Technology Service Desk (VoiceNet 230 5111 or
1.866.230.5111), if uncertain regarding the proper use or protection of information systems or
associated technology assets. Nuclear Generation Group (NGE) employees should contact the
NGG Help Desk (VoiceNet 770 2050 or 919546 2050}

e Being accountable for the actions you take with information systems and associated
technology assets

Emplovees also must follow corporate policies, including, but not limited to, the Information User — Cyber
Security Policy, 1ITS-HOC0-00001, for securing associated technology assets including, but not limited to,
laptops, USB Flash drives, external hard drives, removable media, personal digital assistants (e.g., 1PAQ)
and Smartphones (e g, a Blackberry). Use of these assets must be in accordance with all applicable laws,
licenses and Company policies and standards

ELECTRONIC COMMUNICATIONS

Eiectronic commumications are a form of corporate data that must he effectively saleguarded. Examples
nclude but are not limited o e-matl. Internet, instant messaging and hlogs. Every employee has a responsibility
to use electronic comnnications professionally, ethically and lawfully

Sending, copying or accessing discriminatory, harassing or sexually oriented information or information
sonflicting with Progress Energy's diversily and inclusion program is strictly prohibited. Employees should
not send distibute. download or upload electronic files in violation of copyright. patent, trademark or other
intellectual property rights This includes distribution of pictures, mugic, meovies or other multimedia files

Electronic communication or pasting of PGN Protected Information. as defined in [TS-HOCO-00001. can anly be
neronmed i acoordance with appraved business requirerents Electroms communication of PGN Protected
I [

Informasion to third panties o conduct requirad business activities rmust be wansmitied in 3 secured manner




QUESTIONS AND ANSWERS

€. Can | install software that is not an authorized Company standard?

A, No. All software products on corporate computers must be approved for Company use Copying
software from a home computer or mobile storage device and downloading software from the
Internet {including "freeware”) are not allowed, nor should you ever use a software product in
violation of its licensing agreement. !f you have questions about Company-approved software,
contact the Technology Service Desk {VoiceNet 2305111 or 1 866.230 5111} NGG employees
should contact the NGG Help Desk {(VoiceNet 770 2050 or 919 546 2050}

0. What is PGN Protected Information?

A. PGN Protected Information includes sensitive persanally identifiable information (e g, Social
Security numbers, credit card numbers, bank account numbers, etc ), HIPAA-protected health
information, any information requiring special protective controls by NERC CIP 002-009, or PGN
proprietary and trade secret information. Also, information considered confidential as determined
by business units (e g, IP addresses, network diagrams, contracts, legal documents, plant status)
is included. {Consult Information User-Cyber Security Policy ITS-HOCO-00001 )

0. | read some information on an internet blog recently that contained what | thought was confidential
infarmation about the Company lsn't the individual responsible for the postings violating the COE?

A. The individual may have violated the Code of Ethics. The Company's Social Media Policy,
HRI-SUBS-00355, clarifies that employees/contractors should not post electronically confidential
or proprietary Company information internally or externally

Q. There have been several ProgressiNet articles discussing the Company's efforts to monitor Internet
usage to detect inappropriate activity Doesn't this violate my right to privacy?

A. Al information residing on Company systems is Company propesty Employees and contractors can
have no expectation of privacy regarding information stored or accessed on Company sysiems
The Company can and at times does monitor all information transmitted on or from, recerved or
accessed hy, or residing on its computing system Do not seek out inappropriate matenal on the
Intemet or otherwise use Company resources in a way that violates the Code of Ethics Inappropriate
content includes, butis not imited to, Intemet sites that publish pornagraphy and other adult
material, promote gambling activities, advocate violence and associated guns and weapons and:or
encourage hostile activity toward certain social groups defined by race, religion. sexual orientation
disability, class, ethricity, nationzality. age. sex or gender. or political affiliation
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Confidential information

Employees imay not, ar any time during or after employment
with the Company, disclose, iise or aid third partics in

obtaining or using any PGN Protected Information except what
is required to perform duties assigined by the Compaiiy.

YOUR RESPONSIBILITY

PGN Protected Information could include patents, trademarks, copyrights, trade secrets, know-how and
financial results before they are released o the public, pending negotiations regarding financing or the
acquisition or purchase of services, supplies, equipment or fuel; decisions, plans or forecasts that have
not been authorized for public release, personal identifiable information such as Secial Security numbers,
driver's license numbers, names, addresses and health care information; personal computer information,
corporate computer passwords, personal identification numbers or any other access credentials; records
containing data on customers or employees, and attorney-client communications

PGN Protected Information should not be disclosed to other employees who do not have an approved,
husiness need-to-know. Electronic communication of PGN Protected information to third parties to
conduct required business activities must be transmitted in a secured manner. PGN Protected Information
should nat be left unsecured in hardcopy or on removable media {e.g., laptops, USB drives). Never share
your corporate computer password; keeping it confidential is crucial toward protecting the Company’s
information systems No one is authorized 1o request your password, and it is against Company palicy to
use another employee’s computer password
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QUESTIONS AND ANSWERS

Q. | know that some of the information | work with is PGN Protected Information. Does that mean
fcan't talk about it with anyone, even uther employees?

A. You should make every effort Lo maintain the confidentiality of PGN Protecied information Discuss
such information only with those who need to know for Progress Energy business purposes. I you
have questions about or are unsure who has a business need to access the infarmation, ask your
supervisor for clarification.

Q. How do I send timesheets, training records, benefits information, personnel anboarding information
or sensitive financial information to a third party who has an approved business need to receive
such information?

A. The key here is to ensure that the information is delivered in a secure fashion. In most
circumstances an encrypted e-mail or encrypted file transfer process will work 1 you have
questions about the encryption process contact the Technology Service Desk [VoiceNet 230.5111
or 1866 230 5111} NGG employees should contact the NGG Help Desk {VoiceNet 770 2050 or
919.546 2050}

0. | have heard a ot about "phishing” recently? What is it and how do | avoid it?

A. "Phishing” is the act of convincing consumers to share their user names, passwords and personal
information for the purpose of comimitting fraud. This is usually done by the use of "spoofed”
g-mails, which appear to be from legitimate sources and ask for the consumer's information directly
or provide a link 1o a hoax website. Never share your password with anyone — not even with your
manager, the Technology Service Desk or NGG Help Desk personnel
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Use of Company Resources

Employees shall not use or acquire Compary resources for
auy purpose other than authorized Company activities.

YOUR RESPONSIBILITY

Every employee has a responsibility to protect Company resources. Except for limited incidental use
permitted by management. Company assets are not 1o be used for personal purposes. All facilities,
equipment, systems, information, office and field supplies. and employee work time are resources of the
Gompany. Expenses properly incurred in carrying out Company business must be promptly and accurately
documented. Fraud, embezzlement, theft, misappropriation of funds and willful damage to or destruction
of Company resources are criminal offenses and will be treated accordingly

it shall he a violation of the Code of Ethics, directly or indirectly, including through a subsidiary, to extend
or maintain credit, to arrange for the extension of credit, or to renew an extension of credit in the form of
a personal loan to or for any executive officer or director of Progress Energy or its subsidiaries

QUESTIONS AND ANSWERS

Q. | operate a small business from home and the tools and equipment fuse for my personal business
are very similar to the tools and equipment | use here at Progress Energy. | am not doing the work
on Company time, so would it be OK to use the Company's tools on my day off, so Jong as another
employee does not need them?

A. No This is an improper use of Company assets, the use of Company equipment for personal
reasons is not allowed. Additionally, the type of work being performed off-duty may also be in
violation of the Company's Conflict of Interest Policy.

0. My co-worker routinely sends me offensive jokes from his Company-issued Blackberry, mostly after
work hours and on the weekends. Although it's during nonbusiness hours. isn't it still a violation of
the Company's use of resources policy?

. Yes Except for limited incidental use permitterd by management. Company assets are not to be
used for personal purposes This includes after-hours and weekends Furthermore, the employee
may also be in violation of the Company's palicy prohibiting harassment




integrity of Records
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Employees shall ensure all entries and transactions related to Company records and svstenis,
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YOUR RESPONSIBILITY

Internal and externat Company reports and financial statements must be prepared without omission,
concealment, deception or faisification 1tis strictly prohibited for any officer ar director of Progress
Energy or any other person acting under their direction to take any action to fraudulently influence,
coerce, manipulate or mislead the Company's external auditor for the purpose of rendering the financial
statements materially misleading

The False Claims Act is a federal statute that covers fraud involving any federally funded contract of
program, with the exception of tax fraud. The False Claims Act establishes hability for any person who
knowingly presents or causes to be presented a false or fraudulent claim to the U S government for pay-
ment. Additionally, the False Claims Act contains provisions that allow employees with actual knowledge
of alleged false claims to sue on behalf of the government These individuals will be protected from
retaliation {e.q., harassment, demotion and wrongful termination) as a result of the employee’s lawful
acts in furtherance of a false claims action

Anyone who experiences, witnesses or has knowledge of improper recorching or reporting of financial
information should immediately report the incident to any of the following

o Their immediate supenvisor or the next level of management,
o Their Human Resources representative,

e A member of the Ethics Program staff, or

= The Ethics Line at 1 866 8ETHICS {1 866 838 4427)

COnTRE e B8 aN
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integrity of Records
and Information

continued from page 37

Reports of improper recording or reperting of financial information will be promptly investigated by Ethics
Program.staff. The procedure for the receipt of complaints by the Progress Energy Audit and Corporate

Performance Committee of the board of directors {ADM-HOCO-00004) provides additional details on
reporting concerns about accounting, auditing or financial matters involving the Campany

Preparing false or misleading reports or records of service or perfarmance, or destraying records subject 10 a
preservation hold, is as serious as falsifying vouchers, financial data or records pertaining to Company funds
or property. All records must be retained per established retention schedules hased on applicable govern-
ment regulations, industry standards and sound business practices Direction from the Legal Department
regarding document preservation must be followed

Retaliation against employees who report improper recording or reporting of financial information violates
the law and Company policy Such retaliation is prohibited and will not he tolerated

QUESTIONS AND ANSWERS

Q. | think my co-worker is documenting overtime on her timesheet but is not working those hours
What should | do?

A. Accurate time reporting is necessary to calculate and issug pay to employees and provide a basis
for charging the wages paid to the appropriale accounts Because your manager/supervisor is
accountable for time entry approval, 1tis important that you natify him/her of your suspicions, Hf
you are not comiortahle going to your supervisar/manager. contact the next level of management
in your workgroup, your Human Resources representative or the Ethics Line at 1 866.8ETHICS
{1866 838.4427)

Q. Tinjured my lower back while doing yard work at my home and now | can’'t perform the tasks
necessary to do my job. Should | file a workers' compensation claim with the Company?

A. HRI-SUBS-00051 descrihes Workers' Compensation as a benefit available to an employee injured
during the course and scope of employment. Work-related mjuries that requite more medical
attention than just first aid should be reported

8. Our workgroup is in danger of not meeting our safety goals | don't want to he the person who
makes us miss our ECIP goal, but I was just in a collision in my work vehicle The damage to my
vehicle is harely noticeable Should | report the accident?

A. Yes As an employee if is your responsibility to promptly report vehicle events to your supervisor,
assist your supervisor in investigations, assist your superasor in completing required documentation
and provide acourate information t support any investigation as described in the Company's

Yehicle Event Classification guidance SAF-SUBS-00211
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Q. | received an e-mail from the Legal Department directing me to forward all documentation | have
related tnaninspection program Ladminister in connection with a lawsuit filed saainst the Company.

{have not had a chance o clean out my computer files for the past few years; should | do so
before responding to the Legal Department request?

A, No. Onee the Company is on natice of anticipated or actual litigation, it must preserve all documen-
{atian in existence. including information stored electronically, that it reasonably helieves may be
related 1o 1he claim. Once you have received a preservation notice, you should contact the Legal
Depariment betore destraying any documentation that may be related to the subject of the fawsuit

0. What are some examples of fraud that would be covered under the False Claims Act?

A. Fxamples of fraud that could be prosecuted under the False Claims Act would be billing for goods
and services that were never delivered or rendered, submitting false service records in order to show
better-than-actual performance, being overpaid by the government for sale of a good or service and
then not 1epurting that overpayment, and winning a contract through kickbacks or bribes
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Helations with Government
and Political Activity

The Company’s policy is to comply with applicable laws
and regulations governing political activity.

YOUR RESPONSIBILITY

The Company strives to comply with federal, state and local laws and regulations Respecting the
responsibilities of governmental agencies and cooperating with them in good faith as they execute
estahlished guidelines and policies is essential Payments, gifts, promises of employment or other forms
of compensation to government officials for the purpose of influencing a decision or obtaining business,
either directly or through a third party, are prohibited

Federal funds may not be used to influence or attempt to influence any member or employee of a member
of the executive or legislative branches of government (including an officer or employee or any agency) for
the purpose of securing a federal grant, lgan, contract or cooperative agreement of an extension, renewal
or modification of any of these

Employees shall not provide anything of value to any local, state or federal elected or appointed official
or government employee unless the employee’s department head has confirmed that the item of value
complies with all laws or regulations that fimit or prohibit such gifts or require the gifts 1o be reported

Employees are encouraged to participate in the electoral process through voting, contributing personal
funds and time or other appropriate means At no time, however, will contributions to any political party,
candidate or issue he considered a condition of employment or advancement within the Company

An employee is permitted to hold public office as long as it does not interfere with the performance of

his or her job or put the employee or the Company in a situation that could give rise to a conflict of interest. An
employee who is a prospective candidate for public office should discuss plans to qualify for or accept appoint-
ments 10 public office with his or her supervisor or department head in order to resolve possible conflicts

QUESTIONS AND ANSWERS

€. My workgroup plans to host a reception at an upcoming golf tournament We plan to invite some
state and local elected officials Is that OK?

A. You should not inwvite these individuals unless your organization's department head or the External
Relations Department has confirmed that the items of value — in this case the reception and the
ticket t6 the tournament — comply with all laws and regulations that limit or prohibit such gifts or
require the gifts to he reported

0. \What sart of actwities canno! be paid for with federal funds?

A. ngeneral, you can’t use money from the government 1o try 1o persuade the government (o ohe
addiional money, extend & grant o to give additional grants For example. charging rave! expenses
ta a federal award or drawing salary from a federal award, while aitempiing 10 influence the award of
ferderal funds for a specific program. is defined as lebbying and is prohibited Urging the pubdic t parici-
pate in ralliss. maiches, telephone or lemter vritng campaigns aimed at lagislation is also forbidden
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Retaiiation

The Company prohibits retaliation against individuals who oppose
Code of Etliics violations or in good faith report suspected Code of Ethics vielations

or otlierwise pl?)'TICIp(?TL’ e the eriies rvesTIgarIoN Process.

YOUR RESPONSIBILITY

Employees, contractors and board members must not retaliate against an individual who speaks out regarding
Code of Ethics violations, in good faith reports suspected misconduct to the Corporate Ethics Program or

who in good faith provides testimony or other evidence during the course of an investigation. Such retaliation
is prohibited and will not be tolerated. The Company will take disciplinary action, up 1o and including termina-
tion of employment, against any employee, contractor or board member involved in retaliatory conduct

QUESTIONS AND ANSWERS

0. An employee | supervise called the Ethics Line and complained that a co-worker was falsifying her
expense reports. | would have preterred 1o handle this myself and not have it reported to the Ethics
Program. | want to let the employee know | do not appreciate his calling the Ethics Line and that he
should check with me hefore calling the Ethics Line in the future. | recently assigned this employee to
a special project, but after all the fuss he caused,  am compelled ta remave him and assign Someone else.

A. The Code of Ethics provides multiple avenues for reporting suspected Code of Ethics violations to the
Company Emplovees may use any or all of the methods and are not required to notify their manage-
ment before contacting the Ethics Line Denying an employee the opportunity to work on a special
project hecause he or she made a report to the Ethics Program is a form of retaliation

Q. A person on my team complained that she was being harassed by another employee in our group.
Now the employee who was investigated is saying derogatory things about the person who
complained and is insisting that we should all refuse to have lunch with her What should | do?

A. Employees have the right 1o report perceived harassment without fear of reprisals or retaliation. Your
co-worker's actions are a form of retaliation and you should alert your supervisor or one of the ather
parties identified in the corparate Harassment Policy, HRI-SUBS-00315

Q. Two weeks ago | called the Ethics Line to report that my manager spends excessive amounts for meals
and travel she charges to the Company. | heard a rumor that the Ethics Program substantiated my
complaint and that. as a result, my manager was given a Memorandum of Understanding. Today my
manager put me on & performance improvement plan directing me to focus more on my job assignments
and less on what others in my workgroup are doing. | believe the perfarmance plan is retaliation for the
report | made to the Ethics Line; what should | da?

I

. The Code of Ethics prohibits retaliation against employses wha in good faith repar suspected misconduct (o
the Ethics Program You should report vour concem to a member of the Ethics Program staff, a Human
Resources reprasentative of to the Progress Energy Ethics Line. Be aware. however. that making a
report to the Ethics Line does notrelieve you from meeting the performance requirements of your job
if your performance warrants a performance improvement plan the fact that vou were placed on a i
performance plan is unlikety 1o be found retaliatory




To report a Code of Ethics concern or ask an ethics-related question:

= Notify your immediate supervisor or next level of management

» Contact your Human Resources representative

o Call the 24-hr Ethics Line: 1.866 BETHICS {reports may be anonymous)

e Send your submission in writing to- Ethics Line, PO Box 1348, Raleigh, NC 27602

The Code of Ethics prohibits retaliation against employees who in good faith report
suspected misconduct to the Ethics Program
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a. When was the Continuous Business Excellence program initiated?

b. Describe how Progress’s actual efficiency and productivity gains have compared
each year to its goal of gains of 3 to 5 percent annually.

¢ Explain whether Duke Energy currently has a program similar to the Continuous
Business Excellence program of Progress

RESPONSE:

a 3™ Quarter of 2008

b. Progress Energy’s adjusted non-fuel O&M grew at 2 8% from 2009 to 2010. We
believe that disciplined cost management was a result of our Continuous Business
Excellence program.

¢. No

PERSON RESPONSIBLE: (a,b) William D Johnson
(c) AR Mullinax
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REQUEST:
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Referto-page—18-27-of-theJohnsenTFestmony—which-identify(1)-the-indiaduals-that

will make up the executive management team of Duke Energy after the proposed merger
is consummated and (2) the specific positions in which they will serve. Provide the
names and backgrounds of the individuals currently serving in those same positions. or
most comparable positions, for Duke Energy.

RESPONSE:

Duke Energy Corporation’s current executive management is as follows:
James E. Rogers - Chairman, President and Chief Executive Officer
Roberta B. Bowman- Senior Vice President and Chief Sustainability Officer

Jeffery G Browning-Senior Vice President — Audit Services and Chief Ethics and
Compliance Officer

Brett C Carter- President — Duke Energy North Carolina

Swati V. Daji-Vice President — Global Risk Management and Insurance and Chief
Risk Officer

Stephen G. De May-Senior Vice President — Investor Relations and Treasurer
Douglas F Esamann-President — Duke Energy Indiana

Lynn J. Good-Group Executive and Chief Financial Officer

Catherine E. Heigel-President — Duke Energy South Carolina

Dhiaa M. Jamil-Group Executive, Chief Generation Officer and Chief Nuclear
Officer



Julie § Janson- President — Duke Energy Ohio and Duke Energy Kentucky
Virginia S. Mackin-Senior Vice President and Chief Communications Officer
Gianna M. Manes-Senior Vice President and Chiet Customer Officer

Marc E Manly- Group Executive, Chief Legal Officer and Corporate Secretary
David W Mobhler- Senior Vice President and Chief Technology Officer

Ronald R Reising-Senior Vice President and Chief Procurement Officer

B Keith Trent-Group Executive and President — Commercial Businesses
Jennifer L. Weber-Group Executive — Human Resources and Corporate Relations
Steven K. Young-Senior Vice President and Controller
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James E. Rogers
Chairman, President and Chief Executive Officer

Jim Rogers is chairman of the board, president and chief executive officer of
Duke Energy.

A £ @ Rogers has more than 22 vears of experience as a chief executive officer in the electric utility industry. He was named

president and chief executive officer of Duke Energy following the merger of Duke Energy and Cinergy in April 2006.
Before the merger, Rogers served as Cinergy’s chairman and chief executive officer for more than 11 vears. Prior to the formation of

Cinergy, he joined PSI Energy in 1988 as the company’s chairman, president and chief executive officer.

Rogers has served as deputy general counsel for litigation and enforcement for the Federal Energy Regulatory Commission (FERC);
executive vice president of interstate pipelines for the Enron Gas Pipeline Group; and as a partner in the Washington, D.C., office of
Akin, Gump, Strauss, Hauer & Feld. Prior to those appointments, he served as assistant to the chief trial counsel at FERC; as a law
clerk for the Supreme Court of Kentucky; and as assistant attorney general for the Commonwealth of Kentucky, where he acted as
intervener on behalf of state consumers in gas, electric and telephone rate cases. He was also a reporter for the Lexington
(Kentucky) Herald-Leader.

In the course of his career, Rogers has served more than 60 cumulative years on the boards of Fortune 500 companies. He is
currently a director of Cigna Corp. and Applied Materials Inc. He has also served as a director of Duke Realty Corporation, Cinergy
Corp., PSI Energy, Bankers Life Holding Corporation, Irkutskenergo AO, Indiana National Bank and Fifth Third Bancorp. In 2010,
NACD Directorship, the magazine of the National Association of Corporate Directors, named Rogers to its annual Directorship 100
list, which recognizes the most influential people in corporate governance.

Rogers is past chairman of the Edison Electric Instifute and is currently an ex officio member of the Executive Committee. He is
chairman of the Institute for Electric Efficiency. He serves as a member of the board of directors and the Executive Committee of the
Nuclear Energy Institute, and is a board member of the Institute of Nuclear Power Operations and the World Association of Nuclear
Operators (WANO). Rogers is also a member of the Business Council and serves on the boards of the Business Roundtable, the
National Coal Council, the National Petroleum Council and the Nicholas Institute for Environmental Policy Solutions.

Rogers is a board member of the Alliance to Save Energy, having served as co-chair, and is past co-chair of the National Action Plan
for Energy Efficiency. He serves as a member of the board of directors and vice chairman of the Executive Committee of the World
Business Council for Sustainable Development. He is a lifetime member of the Council on Foreign Relations and a member of the
Honorary Committee of the Joint U.S.-China Collaboration on Clean Energy (JUCCCE) and the Club of Madrid President’s Circle.
Rogers also serves on an advisory board for the Aspen Institute’s Business and Society Program and is past chairman of the Edison
Foundation. He has testified 22 times on energy, environmental and other policy matters before congressional committees.

In 2010, the World Affairs Council of Charlotte honored Rogers with its World Citizen Award for his efforts to raise the profile of
both Duke Energy and Charlotte on the international stage.

In 2009, Rogers was honored with EnergyBiz magazine's CEO of the Year EnergyBiz KITE Award (Knowledge, Innovation,
Technology, Excellence). He was inducted into the inaugural Energy Efficiency Forum Hall of Fame by the U.S. Energy Association
and Johnson Controls Inc. Rogers was also named 2009 Citizen of the Carolinas by the Charlotte Chamber of Commerce. In 2007,
he was named the energy industny’s CEQ of the Year by Platts and Business Person of the Year by the Charlotte Business Journal.

Over the past several years, Rogers has published numercus articles and spoken to more than 20 universities and colleges across the
country on energy and environmental issues. He also serves on a variety of civic boards, including the Foundation For the Carolinas
and co-chairing an Arts & Science Council (ASC) initiative to enrich cultural resources in the Charlotte area.
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Rogers attended Emory University and earned a bachelor of business administration and a juris doctor degree from the University
of Kentucky, where he was a member of the Kentucky Law Journal and Beta Gamma Sigma National Honor Society. He was named
to the Hall of Fame at the Carol Martin Gatton College of Business and Economics and the Hall of Fame of the College of Law, both
of the University of Kentucky. He was also inducted into the University of Kentucky's 2010 Hall of Distinguished Alumni.

Also, Rogers has been honored with various awards and recognition: The Jan. 5, 2009, edition of Newsweek named Rogers to The
Global Elite list, "The 50 Most Powerful People in the World,” saying “The CEO of Duke Energy could make dreams of renewable
power a reality.” He received the 1996 Energy Daily Corporate Leadership Award; the 1998 Hebrew Union College Cincinnati
Associates Tribute Honoree; the 2004 National Conference for Community and Justice (NCCJ) Distinguished Service Citation; the
2005 Keystone Center Leadership in Industry Award; the 2005 Ronald McDonald House Lifetime Achievement Award; the 2006
Human Relations Award from the American Jewish Committee, Cincinnati Chapter; and the 2007 Ellis Island Medal of Honor.
Rogers has also received an honorary doctor of law degree from Indiana State University, an honorary doctor of business
administration degree from Marian College in Indianapolis, Ind., and an honorary doctor of humane letters degree from Queens

University of Charlotte.

The Birmingham, Ala., native was born in 1947. Rogers and his wife, Mary Anne, have two daughters, a son and eight grandchildren.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

December 6, 2010

Qur Perspective
Download publishing-quality photo of Jim Rogers (jpg, 2103 KB)
Pownload Jim Rogers bio (pdf, 78 KB)
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Roberta B. Bowman
Senior Vice President and Chief Sustainability Officer

Roberta Bowman has served as senior vice president and chief sustainability officer for Duke Energy since 2008. She is

responsible for the company’s integrated strategy to operate in a way that is good for people, the planet and profits. She
serves in the office of the chairman to represent the company to key stakeholders and works with a number of national,
" international and industry groups to advance issues important to Duke Energy.

Bowman has over 30 vears of experience in the energy industry.

She joined Duke Power in 1986 as director of power plant community relations. After a series of promotions including general
manager of public issues in 1993, general manager of communications and community relations in 1994 and manager of bulk power
marketing in 1995, she was named vice president of communications and community relations in 1996. She served as the company’s
chief communications officer for 10 years, and was appointed senior vice president of public affairs in January 2001. In that role,
she led the corporation’s communications, public affairs and community relations functions, including The Duke Energy
Foundation. Following the merger with Cinergy in 2006, she was named the company’s first corporate officer in sustainability as
vice president of sustainability and community affairs. During her career, Bowman has also had responsibility for public policy;
government and regulatory relations; and environment, health and safety.

Prior to joining the company, Bowman worked at Northeast Utilities in Hartford, Conn., from 1978 to 1986. She served as manager
of nuclear information.

A native of West Hartford, Conn., Bowman graduated with distinction from Tufts University in Medford, Mass., with a bachelor of
arts degree.

Involved in a number of community and professional activities, Bowman currently serves on the board of trustees for Blue Cross
and Blue Shield of North Carolina, the state’s largest health insurer. She is a member of the board of visitors for the Duke University
Nicholas School of the Environment, the Sustainability Advisory Council for Ingersoll Rand and the Water Advisory Board for ITT.
Bowman was also named to the 2011 Selection Committee for the Zayed Future Energy Prize, the government of Abu Dhabi’s
international award to encourage innovation in renewable energy, energy conservation and sustainability.

Bowman serves on an advisory group for the Foundation For The Carolinas and an advisory board for The North Carolina
Conference for Women. She is a member of both Women Corporate Directors and Women Executives. She co-chaired the Executive
Committee of the 2007 U.S. Women's Open and raised charitable funds to benefit a number of North Carolina nonprofits important
to women's health and leadership. Bowman has also served on the boards of directors of the Public Affairs Council, Afro-American
Cultural Center and Communications Council of the United Way.

In 2007, Bowman was inducted into the North Carclina Public Relations Hall of Fame. Sponsored by the University of North
Carolina at Chapel Hill School of Journalism and Mass Communication, the PR Hall of Fame “recognizes individuals who have
made exceptionally distinguished and career-long contributions to the field and who are strongly associated with the state of North
Carolina.”

Bowman was born in 1955. She is married to Andrew Bowman of Binghamton, N.Y,

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing

renewable energy portfolio. Headquartered in Charlotte, N.C.. Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.
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Jeffery G. Browning
Senior Vice President — Audit Services and Chief Ethics and Compliance Officer

§ Jeff Browning is senior vice president of audit services and chief ethics and compliance officer for Duke Energy. He serves
as the chief audit executive and provides executive oversight for the Duke Energy internal audit function. Browning is
responsible for establishing the audit function’s strategic direction, ensuring the execution of a risk-based audit approach,

attracting and developing exceptional professional talent, and serving as the function’s interface with the Audit

Committee and executive management.

In his role as chief ethics and compliance officer, Browning directs Duke Energy’s compliance program, which provides oversight,
tracking, and management of the organization’s compliance with laws, regulations and business conduct standards.

Browning worked for Duke Energy from 2001 to 2004 and rejoined the company in 2005. He has held various positions in the
financial services industry, including vice president of audit services for Genworth Financial and audit director for Transamerica
Corporation. He also served as director of management assurance services for KPMG.

Browning received a bachelor of science degree in business administration, with an accounting concentration, from the Indiana
University School of Business and earned a master of business administration degree from the University of Notre Dame Graduate
School of Business. He also completed the Advanced Management Program at the Harvard Business School. Browning is a certified
public accountant and certified internal auditor,

Browning is past chairman of the board of governors for the Charlotte chapter of the Institute of Internal Auditors (IIA) and is also a
member of the I1A’s professional conferences committee. An active member of the community, he has served in a volunteer capacity
with the United Way of Central Carolinas, the Arts & Science Council and the American Cancer Society. He is a graduate of the
Charlotie Arts & Science Council Cultural Leadership Training Program and currently serves on the board of directors and Executive
Committee for the Children’s Theatre of Charlotte.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK,

May 12, 2010

Our Perspective
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Brett C. Carter
President — Duke Energy North Carolina

§ Brett Carter is president of Duke Energy North Carolina, serving approximately 1.8 million electric retail customers in the

central and western portions of the state. He is responsible for advancing the company’s rate and regulatory initiatives
and managing state and local regulatory and governmental relations, economic development and community affairs.

s
Having served as president of Duke Energy Carolinas since 2008, Carter took on a dedicated leadership role for the North
Carolina service region in March 2010, as part of Duke Energy’s strategy to sharpen its focus on the unique needs, interests and

concerns of different states served by the company.

Carter has also served as senior vice president of customer service and business development for Duke Energy. In that role, he was
responsible for acquiring and retaining new wholesale customers; providing sales and services to the company’s existing large
commercial and industrial customers; and generating and cultivating economic development opportunities. In addition, he was
responsible for the customer service function.

Carter joined Duke Power in July 2005 as vice president of residential and small business customers. He was also responsible for
the marketing strategy and operations of Duke Power’s Customer Service Center.

Prior to joining the company, Carter served as vice president of the central services division for Aquila in Kansas City, Mo. He was
responsible for Aquila’s 1.4 million customers, including oversight of two call centers, information technology, customer account
management, customer solutions and Six Sigma special projects,

The Pittsburgh, Pa., native earned a bachelor of science degree in accounting from Clarion University of Pennsylvania and a master
of business administration degree, with a concentration in marketing, from the University of Pittsburgh. He also completed the
Harvard Business School Advanced Management Program.

Carter is active in a number of community and professional activities. He is a member of the North Carolina State Ports Authority
Board, the North Carolina Economic Development Board and The Executive Leadership Council (Washington, D.C.). He also serves
on the board of directors of the Charlotte Regional Partnership, the North Carolina Chamber of Commerce, the Charlotte Chamber
of Commerce and Mecklenburg Citizens for Public Education (MeckEd).

Carter and his wife, Rebecca, have a daughter and two sons.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

May 28, 2010

Qur Perspective
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Swati V. Daji
Vice President — Global Risk Management and Insurance and Chief Risk Officer

L% Swati Daji is vice president, global risk management and insurance, and chief risk officer for Duke Energy. She is
responsible for corporate risk management, with particular focus on the company’s market and credit risks. In addition,
B she manages the company’s insurance programs.

Daiji brings diverse corporate and cominercial experience to the position, including a strong background in financial and
risk management, and dealings with both the regulated and nonregulated parts of the business.

Previously, she served as vice president of deal structuring and contract management for Duke Energy’s U.S. Franchised Electric
and Gas organization. She was responsible for the structuring, analytics and administration of wholesale contracts, regulated fuel
management and bulk power marketing.

Daji joined the company in 1991 as a financial analyst for Duke Power. From 1998 to 2004, she held a variety of management
positions with Duke Energy North America, including vice president of asset planning, valuation and analysis; managing director of
finance valuation and treasury operations; and managing director of budgeting and forecasting. Between 2004 and 2006, she served
as a general manager in both the treasury and corporate risk management groups for Duke Energy. She was named general manager
of treasury and risk reporting, governance and compliance in 2007. Daji assumed her current position in October 2009.

Prior to joining Duke Energy, Daji was a branch manager at a local bank.

She serves on the board of directors of Charlotte Community Health Clinic, which provides acute medical care to uninsured and
low-income individuals through a culturally diverse, volunteer-based organization with emphasis on education, training and
community outreach. She also serves on the board of advisors of the Queens University of Charlotte McColl School of Business.

Daji holds a bachelor of science degree in accounting from the University of Bombay and an MBA in finance from Clemson
University.

Daji and her husband, Vijay, have two sons.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing

renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

October 12, 2010
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Stephen G. De May

Senior Vice President — Investor Relations and Treasurer

i Stephen De May is senior vice president of investor relations and treasurer for Duke Energy, As treasurer he is responsible
 for financing and capital markets activities, liability management, liquidity and cash management, long-term investments
% and managing Duke Energy’s relationships with the major credit rating agencies. As head of investor relations, he

* monitors trends in the investment markets and maintains key relationships with debt and equity investors, analysts and

financial institutions.

Previously, he served as senior vice president, treasurer and chief risk officer.

De May joined the company in 1990 as a director of the company's real estate development business, Crescent Resources, where he
had responsibility for managing the finance and accounting functions. In 1994, he joined the company's corporate finance group,
and in 1996, completed an extended risk management assignment at the company’s energy trading and marketing affiliate.
Following the merger of Duke Power and PanEnergy, De May managed the corporate finance group until June 1999, at which time
he was appointed vice president of business unit finance. During 2004 and 2005, he served as vice president of energy and
environmental policy, with responsibility for achieving the company's public policy objectives related to key energy and
environmental issues. Following the merger between Duke Energy and Cinergy in April 2006, he served as general manager,
corporate finance and assistant treasurer for the company. In 2007, De May was named vice president and treasurer for Duke
Energy, which included oversight of the risk management function. He was named senior vice president, treasurer and chief risk
officer in February 2009.

Before joining Duke Energy, De May served as senior tax consultant for Deloitte & Touche and tax consultant for Price Waterhouse.

De May graduated from the University of North Carolina at Chapel Hill with a bachelor of arts degree in political science and a
master of business administration degree from the McColl Graduate School of Business at Queens University of Charlotte. In 2010,
he completed the Advanced Management Program at the Wharton School of the University of Pennsyhvania. He is a certified public
accountant in North Carolina.

De May sits on the board of trustees for Providence Day School and the board of directors for the University of North Carolina at
Chapel Hill’s Friends of the Library. He is also a member of the Management Committee of ADAGE™ LLC, an AREVA/Duke Energy
advanced biopower company.

A native of Long Island, N.Y., De May was born in 1962. He and his wife, Linda, have three children.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

July 19, 2010

Qur Perspective
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uglas F Esamann
Pr951 ent — Duke Energy Indiana

- Doug Esamann is president of Duke Energy Indiana, the state’s largest electric utility, serving approximately 790,000
customers in 69 of Indiana’s 92 counties. He is responsible for Duke Energy’s regulatory, governmental relations,
economic development and community affairs work in Indiana. He was named to his current position in November 2010.

Previcushy, Esamann served as senior vice president of corporate strategy for Duke Energy, a position he held since July
2009, In that role, he led the company’s strategy development and business planning efforts including load forecasting and market

fundamentals. Prior to that, he was senior vice president strategy and planning with additional responsibilities for integrated
resource planning, environmental compliance planning, transactional support, customer market analytics, load research and
renewable energy compliance efforts,

Immediately following the merger betwveen Duke Energy and Cinergy in April 2006, Esamann served as group vice president of
strategy and planning for Duke Energy’s U.S. Franchised Electric and Gas organization.

Prior to the merger, he served as senior vice president of energy portfolio strategy and management for Cinergy’s commercial
business unit. He was responsible for fuel management, environmental risk management, generation dispatch, power purchases
and sales, portfolio analytics, load forecasting, generation asset planning, demand-side management planning and environmental

compliance planning.

Esamann began his employment with Public Service Indiana (predecessor of PSI Energy) in 1979. In the course of his PSI/Cinergy
career, he held a variety of leadership roles, including tax manager for PSI Energy until 1994; general manager of finance and
business development for Cinergy’s commercial business unit until 1999; vice president and chief financial officer of the commercial
business unit until 2001; and president of PSI Energy until 2004.

Esamann currently serves on the boards of directors of the Indiana Energy Association, Indiana Manufacturers Association and the
Indiana Legal Foundation. He is also an advisory board member of the University of Missouri Financial Research Institute.

A native of Plainfield, Ind., Esamann earned a Bachelor of Science degree in accounting from Indiana University. He and his wife,
Kimberly, have two daughters, a son and one grandchild.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Ilts commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

March 25, zo11
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Lynn J. Good

Group Executive and Chief Financial Officer

Lynn Good is group executive and chief financial officer for Duke Energy. She leads the financial function, which includes
. the controller’s office, treasury, tax, risk management and insurance, as well as corporate strategy and corporate
development. These duties include accounting, balance sheet management and overseeing risk control policies. She

assumed her current position in July 2009,

Previously, Good served as group executive and president of Duke Energy’s commercial businesses, a position she held since

November 2007. She was responsible for the Midwest nonregulated generation, Duke Energy International, Duke Energy
Generation Services, the telecommunications businesses, and all corporate development and merger and acquisition activities. Prior
to that, Good served as senior vice president and treasurer for Duke Energy. She led the treasury functions for the company, as well
as insurance, market and credit risk management and corporate financial planning and analysis.

Before the merger of Duke Energy and Cinergy in April 2006, Good served as executive vice president and chief financial officer for
Cinergy. Named to that role in September 2005, she was responsible for Cinergy’s treasury, finance and accounting functions.

Good joined Cinergy in May 2003 as vice president of financial project strategy. She was named vice president and controller later
the same year; and vice president of finance and controller in January 2005.

Prior to joining Cinergy, Good was a partner with the international accounting firm, Deloitte & Touche, based in Cincinnati, Chio.
From 1981 to 2002, she served in various senior management roles with Arthur Andersen, rising to partner in 1992.

Good serves on the board of directors of Hubbell Inc., an international manufacturer of electrical and electronie products. She is
also a board member of the Bechtler Art Museum in Charlotte.

Good earned Bachelor of Science degrees in systems analysis and accounting from Miami University in Oxford, Ohio.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK

March 8, 2011
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Catherine E. Heigel
President — Duke Energy South Carolina

@ Catherine Heigel is president of Duke Energy South Carolina, serving more than 600,000 electric retail customers in the
Upstate. She is responsible for advancing the company’s rate and regulatory initiatives and managing state and local

regulatory and governmental relations, economic development and community affairs. Heigel was named to her current
" position in March 2010.

Previously, Heigel served as a special advisor to Duke Energy’s chairman, president and chief executive officer.

Heigel began her legal career in 1995 as a consumer advocate for the state of South Carolina in utility and insurance matters. She
joined Duke Energy in 1997 as senior counsel providing legal support for Duke Engineering & Services (DE&S), a nonregulated
engineering consulting services subsidiary of Duke Energy. From 2003 to 2006, she practiced law in the private sector.

In 2006, Heigel joined the state regulatory group for Duke Energy’s U.S. Franchised Electric and Gas organization. In that role, she
advised the company’s senior management on regulatory and compliance matters. She also represented Duke Energy in a wide
variety of issues before state utility commissions, including energy efficiency, new nuclear generation and general rate proceedings.

Heigel graduated magna cum laude, Phi Beta Kappa and with honors from the University of South Carolina with a Bachelor of Arts
degree in international studies. She holds a Juris Doctor degree from The Ohio State University College of Law, where she was an
associate editor of the Ohio State Law Journal. She also completed Duke Energy’s Strategic Leadership Program at the University of
North Carolina’s Kenan-Flagler School of Business, Oxford University’s Summer Law Programme, and a European Economic
Community Studies program at the University of Amsterdam in the Netherlands. In 2010, Heigel received the Distinguished Honors
Alumni Award from the Honors College at the University of South Carolina.

Heigel is admitted to the state bar associations of North Carolina, South Carolina, Geoigia, Ohio and New York; and is a member of
the American Bar Association. She is a member of the South Carolina Centers of Economic Excellence Review Board, the Palmetto
Business Forum and the University of South Carolina President’s Initiative Committee. She serves on the board of the South
Carolina Manufacturers Alliance, Meals on Wheels of Greenville County and is an incoming board member of the Greenville
Symphony Orchestra. Heigel is also a 2010 recipient of the James B. Duke Award, Duke Energy’s highest employee award for service
to the company and community.

A native of Darlington, 5.C., Heigel and her husband, Jonathan, have two daughters and a son.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stack Exchange under the symbol DUK.

February 16, 2011
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Dhiaa M. Jamil
Group Executive, Chief Generation Officer and Chief Nuclear Officer

Dhiaa Jamil is a group executive, chief generation officer and chief nuelear otficer for Duke Energy. He is responsible for the safe and
' efficient operation of all regulated generation across the company’s nuclear, fossil and hydro fleets. He assumed the expanded role of

B chicf generation officer in July 2009.

Previously, Jamil served as group executive and chief nuclear officer, with responsibility for the company’s three nuclear stations — Catawba,

McGuire and Oconee.

1

Fart s o yearsof oxporfenceirtheererp-ndustrsHejoined-Buke-Powerhz198: ign-engineerinthedesignengineering
department. After a series of promotions, he was named electrical systems engineering supervisor of Oconee Nuclear Station in 1989 and
electrical systems engineering manager in 1994. He was named maintenance superintendent of McGuire Nuclear Station in 1997; station
manager in 1999; and site vice president of McGuire Nuclear Station in 2002. In that role, Jamil was responsible for all aspects of the safe and
efficient operation of the nuclear site. In 2003, he was named site vice president of Catawba Nuclear Station. In 2006, Jamil was named senior
vice president of nuclear support. He led the organization responsible for plant support, major projects and fuel management for Duke Energy’s

nuclear fleet, In addition, he was responsible for regulatory support, nuclear oversight and safety analysis functions.
Jamil received a bachelor of science degree in electrical engineering from the University of North Carolina at Charlotte.

He is a registered professional engineer in North Carolina and South Carolina. He has completed the Institute of Nuclear Power

Operations’ (INPO) senior nuclear plant management course and received Duke Energy’s technical nuclear certification. He has served asa
senior member of the Institute of Electrical & Electronics Engineers (1EEE) and has completed a three-year assignment as a member of the
Council of the National Academy for Nuclear Training. He is a former member of Dominion Energy Management Safety Review Advisory
Committee, TVA Nuclear Safety Review Board and Pacific Gas & Electric Nuclear Safety Oversight Committee, He also served on the board of
directors of the York County, S.C., Chamber of Commerce.

Jamil currently serves as chair of the Energy Production and Infrastructure Center at the University of North Carolina at Charlotte and is a board
member of the UNC Charlotte Foundation. He serves as a trustee of The Duke Energy Foundation, He is also a member of the INPO Executive
Advisory Group and the Nuclear Energy Institute’s Nuclear Strategic Issues Advisory Committee Steering Group.

Jamil and his wife, Hope, have a daughter and two sons.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million customers in
the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commereial power and international
businesses operate diverse power generation assets in North America and Latin America, including a growing renewable energy portfolio.
Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York Stock Exchange under the symbol DUK.

June 24. 2010
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Julie S. Janson
President — Duke Energy Ohio and Duke Energy Kentucky

d Julic Janson is president of Duke Energy Ohio and Duke Energy Kentucky. She leads Duke Energy’s Ohio and Kentucky
- operations, serving approximately
1 million gas and electric customers in southwest Ohio and approximately 230,000 customers in six northern Kentucky

counties. She was named to her current position in December 2008.

held since 2006. Prior to that, she served as corporate secretary and chief compliance officer for Cinergy Corp. She was appointed
chief compliance officer in 2004 and corporate secretary in 2000.

From 1998 to 2004, Janson served as senior counsel, providing advice on general corporate, corporate governance and securities-
related matters. From 1996 to 1998, Janson served as counsel for Cinergy, providing research, advice and support for divestitures,
mergers and acquisitions, and several internal clients including investor relations, shareholder services, corporate communications
and government and regulatory affairs. She also served as corporate counsel to the international business unit. She was manager of
investor relations for Cinergy from 1995 to 1996.

Prior to joining Cinergy, Janson was corporate attorney for The Cincinnati Gas & Electric Company (CG&E), playing a role in the
merger of CG&E and PSI Energy, which formed Cinergy Corp.

Before joining CG&E, she served as a law clerk with Adams, Brooking, Stepner, Wolterman & Dusing in Covington, Ky.

She earned a juris doctor degree from the University of Cincinnati College of Law. She also holds a bachelor of arts degree in
American Studies from Georgetown College in Georgetown, Ky.

Janson is a member of the bar associations of Ohio and Kentucky, with legal experience that spans more than 20 years, She is a
member of the DirectWomen Board Institute Class of 2011, a program designed to identify and promote accomplished female
lawyers to serve on corporate boards of public companies.

Janson is active in a number of community and professional activities. She serves on the board of governors and is chair of the
Cincinnati USA Partnership for Economic Development. She is a member of the boards of directors and the executive committees of
the Cincinnati USA Regional Chamber, the United Way of Greater Cincinnati and the Kentucky Chamber of Commerce. She is co-
chair of the United Way Regional Public Policy Council.

Janson is a member of the Cincinnati Business Committee and co-chairs the Economic Development Task Force. She is a member of
the board of directors of the Northern Kentucky Tri-County Economic Development (Tri-ED) Corporation. She serves on the
Climate Protection Steering Committee, appointed by the Cincinnati City Council. She is a board member of the Cincinnati Center
City Development Corporation (3CDC) and the Vision 2015 Regional Stewardship Council in Northern Kentucky. She is a member
of The Commercial Club and also chaired the city of Cincinnati’s 2010 Fine Arts Fund Campaign.

Janson and her husband, Chip, have two daughters,

Duke Energy. one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headguartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York

hitre/anim: dnla anararr pevmfahoast aellandaeeinlin thaeme aew 2O AT Y



Case No. 2011-124
Staff-DR-01-014 attachment
(DUKF)

Page 13 of 20

%gutgregy Investors

Virginia S. Mackin

Senior Vice President and Chief Communications Officer

" Ginny Mackin is senior vice president and chief communications officer for Duke Energy. She is responsible for directing
- Duke Energy’s communications strategy and services, including support for the company businesses, brand management,
executive communications, media relations, social media and the Web presence.

Mackin has more than 25 vears of experience as a communications and business leader. Prior to joining Duke Energy in
August 2010, she served as an executive vice president and director at Wells Fargo. She led the bank’s eastern community bank

communications after its merger with Wachovia in 2009. Prior to her role with Wells Fargo, she led Wachovia's communications as
executive vice president and director of corporate communications from 2001 to 2009.

Before joining Wachovia, Mackin served 10 years al Bank of America. During this time, she held various leadership roles, including
manager of media relations and CEQ communications, manager of work and family programs, and manager of global finance
communications. From 1982 to 1988, she held communications roles with CPC International Inc. and Bonwit Teller Stores.

A native of Upper Montclair, N.J., Mackin graduated cum laude from Boston College with bachelor of arts degrees in speech
communications and philosophy.

She is a member of the board of directors of Junior Achievement of the Carolinas and a past member of Wachovia’s Diversity
Council.

Mackin and her husband, Pat, have a daughter.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

August 18, 2010
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Gianna M. Manes
Senior Vice President and Chief Customer Officer

| As senior vice president and chief customer officer for Duke Energy, Manes is responsible for providing services to
approximately 4 million customers in North Carolina, South Carolina, Indiana, Ohio and Kentucky. She has responsibility
for call center operations, revenue services, marketing, energy efficiency and relationships with large business customers.
In addition, Manes has responsibility for Duke Energy’s smart grid initiative to modernize the company’s power delivery
systemn and customer interfaces through the use of advanced technology to save energy, strengthen system reliability and improve

3 L stexpralas (e H :1 3 i - . ,
customrerservice=She-previoush-served-as-sepioravice-president-of retail customerproducts and services for Duke Energy

Manes joined the company in 1987 as an engineer for Texas Eastern Gas Pipeline in Houston, Texas. She has held a variety of
leadership roles with increasing responsibility. Her 22 vears of experience in the energy industry includes customer service, power,
gas and emissions trading operations; power plant development, construction and operations; international and domestic gas and
power business development and acquisitions; market analysis; and gas pipeline operations.

From 1996 until 1998, Manes led the development and construction of the first merchant power plant in the Northeast United
States. She then moved to international positions and projects where she was named the director of development for Duke Energy
International in 1998 and managing director of European business development in London beginning in 1999. Manes was named
senior director of asset management for Duke Energy North America (DENA) in 2001 and energy generation region vice president
i 2004. She served as vice president of integration for the Duke Energy-Cinergy merger in 2005. She was senior vice president of
regulated portfolic optimization and fuels from 2006 through 2008. In this position, she was responsible for purchases and sales of
electricity and emission products with the wholesale market and the purchase and delivery of coal and natural gas for the generation
fleet.

The Louisiana native earned a bachelor of science degree in industrial engineering from Louisiana State University and a master of
business administration degree from the University of Houston. She is a senior fellow with the American Leadership Forum. In
addition, she is an advisor to Duke Energy’s Leadership Development Network and her civic involvement includes serving on the
boards of directors of Classroom Central, the Community Building Initiative and Advanced Energy.

Manes and her hushand, Ted, have two sons.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK

October 12, 2010
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Marc E. Manly
Group Executive, Chief Legal Officer and Corporate Secretary

Marc Manly is a group executive, and the chief legal officer and corporate secretary for Duke Energy. He leads the Office
of the General Counsel, which includes legal, internal audit, ethics and compliance, information technology and enterprise
operations services.

Manly has served as group executive and chief legal officer for Duke Energy since April 2006. He assumed the additional

responsibilib-ofeorporate-seeratarcinDecember2008.-Previously, Maunlv cerved as executive vice president and chief legal officer

of Cinergy Corp., a position he held from November 2002 to April 2006. He was responsible for the company’s strategy and position
on all legal matters.

From 2000 to 2002, Manly was managing director for law and governmental affairs, general counsel and corporate secretary at
NewPower Holdings Inc., a national retailer of electricity and natural gas to the residential market. Before his position with
NewPower, from 1995 to 2000, he was with AT&T Corp. first as vice president and solicitor general, and then as vice president and
chief counsel for the consumer services group. Prior to joining AT&T’s legal department, Manly was a member of the law firm of
Sidley & Austin, as an associate from 1978 to 1985 and as a partner from 1986 to 1994.

Manly earned a Juris Doctor degree, magna cum laude, and a Master of Economics degree from the University of Michigan, where
he was a member of the Law Review and Order of the Coif. He also earned a Bachelor of Arts degree, summa cum laude, in
economics from Ambherst College, where he was Phi Beta Kappa.

Manly and his wife, Colby Chapman, have two children.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK,

March 10, 2011

Our Perspective

©buke Fuergy Corporation Al Rights Reserved

O T e LT 4 I B S e R k) r [P ia AR IR



Case Neo. 2011-124
Stafi-DR-01.014 attachment
(DUKT)

Page 16 of 20

e gn"e"%y Investors

David W. Mohler
Senior Vice President and Chief Technology Officer

. David Mohler is senior vice president and chief technology officer for Duke Energy. He is responsible for the development
- and application of technologies in support of Duke Energy’s strategic objectives. He was named to his current position in
g October 2006.

Previously, Mohler served as vice president of strategic planning for Duke Energy. Prior to the merger between Duke
Enersy and Cinergy, he served in the same role for Cinergy. Mohler has operational experience in both nuclear and fossil power

generation, as well as experience in corporate marketing, human resources and business development.

He earned a Bachelor of Arts degree from Indiana University, a Bachelor of Science degree from the University of the State of New
York at Albany, a Master of Arts degree from Xavier University of Cincinnati, and a Master of Science degree from the University of
Pennsylvania. He also completed the Columbia University Marketing Management Program and Penn State University Executive
Development Program.

Mohler is a member of the advisory boards of GridPoint Inc., Verizon Wireless and the Carnegie Mellon Electric Utility Industry
Center. He serves on the Advanced Research Projects Agency—Energy (ARPA-E) “brain trust” within the Department of Energy. He
is also a member of the Electric Power Research Institute’s Research Advisory Commiittee.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

April 14, 2011
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Ronald R. Reising

Senior Vice President and Chief Procurement Officer

P8 Ronald Reising is senior vice president and chief procurement officer for Duke Energy. He was named to this role in
January 2006.

&8 7rior to that, he served as vice president and chief procurement officer for Cinergy, since 2004. He was responsible for
managing Cinergy’s sourcing and supply chain function on behalf of both its regulated and commercial operations.

He joined Cinergy in June 2002 as vice president of hinance where he was responsible 10T (Teasury, budgets and forecasts; strategic

planning and tax.

Prior to joining Cinergy, Reising held various senior management positions with Ameritech’s (AT&T's) domestic and international
operations, including chief financial officer of Bell Canada in Montreal and chief financial officer of MATAV in Budapest. MATAV is
the leading Hungarian telecommunications company. Other positions with Ameritech included vice president of operations and
business development for Ameritech Europe, vice president of finance for Telephone Industry Service, director of planning and
analysis for General Business Services, and director for the corporate investment and acquisitions group.

Reising earned a Bachelor of Arts degree in economics from Lawrence University and a master’s degree in management from The
Kellogg School of Management at Northwestern University.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

March 8, 2011
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B. Keith Trent

Group Executive and President — Commercial Businesses

| Keith Trent is group executive and president of the Commercial Businesses organization for Duke Energy. He is

: responsible for Duke Energy Generation Services; Duke Energy Renewables; Midwest Commercial Generation;

{ Commercial Transmission; and Duke Energy International, with operations in Latin America. Trent is also responsible for
' commerecial strategy and policy. He assumed his current role in July 2009.

Previously, Trent served as group executive and chief strategy, policy and regulatory officer for Duke Energy. He led the areas of

strategy, state and federal policy and government affairs, corporate communications, community affairs, technology initiatives, and
environmental health and safety policy.

Trent has more than 18 years of experience as an accomplished legal counselor. He joined Duke Energy in May 2002 as general
counsel, litigation. He was responsible for managing all major litigation and government investigations for the company. Trent was
named group vice president, general counsel and secretary in June 2005 and group executive and chief development officer in April
2006. In that role, he led corporate development, including corporate strategy, and mergers and acquisitions. He was named group
executive and chief strategy and policy officer in September 2006.

Prior to joining Duke Energy, Trent served as a partner in the law firm Snell, Brannian & Trent, since October 1991. Prior to that, he
was an attorney at Jackson Walker in Dallas, Texas. He began his career as a reservoir/production engineer with Arco Oil & Gas in
Houston in January 1982.

Trent earned a Bachelor of Science degree in electrical engineering, with honors, from Southern Methodist University and a Juris
Doctor degree, with high honors, from the University of Texas College of Law. He also completed the Harvard Business School
Advanced Management Program and the Reactor Technology Course for Utility Executives at MIT. Trent is licensed to practice law
in North Carolina and Texas, as well as numerous federal district courts and the United States Supreme Court. He is also a member
of various bar associations.

Trent serves on the board of directors of Bright Automotive Inc., the board of trustees of The Keystone Center and is co-chair of The
Keystone Energy Board. He serves on the board of visitors of the Wake Forest University Schools of Business and Charlotte Country
Day School. He is also chairman of the New Leaders for New Schools Board in Charlotte.

A native of North Little Rock, Ark.,, Trent was born in 1959. He and his wife, Lucy, have two sons.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

March 24, 2011
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Jennifer L. Weber

Group Executive - Human Resources and Corporate Relations

Jennifer Weber is group executive of Human Resources and Corporate Relations at Duke Energy. She leads the human
resources function for the company, which includes human resources policy and strategy, talent management and
diversity, employee and labor relations, total rewards strategies and programs, and delivery of business partner services.

Jennifer leads the company’s corporate communications function, which includes communications strategy and services: support
- . . . . .
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She is also responsible for The Duke Energy Foundation.

Jennifer joined Duke Energy in November 2008 from Scripps Networks Interactive Inc. in Cincinnati, Ohio. From 2005 to 2008,
she served Seripps, and then Scripps Networks Interactive when the company was spun off, as senior vice president of human
re30UrCes,

Prior to joining Scripps in 2005, Jennifer worked at the consulting firm Towers Perrin for 12 years — as a partner and as managing
principal of the firm's Cincinnati office. In that role, she participated in the design and implementation of total rewards strategies
and programs for many large clients.

A native of Mansfield, Ohio, Jennifer received a master’s degree from Carnegie Mellon University. She also earned a bachelor’s
degree from Miami University, in Ohio, graduating Phi Beta Kappa and Cum Laude.

Jennifer currently serves on the Business Advisory Committee for the Farmer School of Business at Miami University, in Ohio, and
the board of advisors for the Belk College of Business at the University of North Carolina at Charlotte. She also serves on the board
of directors and is vice chair of the 2011 United Way campaign for the United Way of Central Carolinas. Prior to her relocation to
Charlotte, Jennifer served on the board of the Dan Beard Boy Scout Council of Greater Cincinnati and the Salvation Army. She also
participated in Leadership Cincinnati.

She and her husband, Eric, have two daughters and a son.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohio and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

February 7, 2011

Our Perspective

Cmke Fuerpy Corporntion Al Rights Reserved

L T B B T [ A A I +” e 1 RN Wt |



Case No, 2011-124
Staff-DR-01-014 attachment
(DUKXL)

Page 20 of 20

% Enuek&:y Investors

Steven K. Young
Senior Vice President and Controller

' Steve Young is senior vice president and controller for Duke Energy. He is responsible for planning and directing the
- accounting affairs of the company, including preparation of financial statements and accounting and regulatory reports.

' Young joined Duke Power in 1980 as a financial assistant. After a series of promotions within the controller's department,
he was named manager of bulk power agreements in system planning and operating in 1991, and manager of the rate
department in 1993. Young was appointed vice president of rates and regulatory affairs in April 1998, where he was responsible for

Duke Power's regulatory strategies and policies in rate, financial and accounting matters. He was also accountable for the company’s
interaction with the utilities commissions of North Carolina and South Carolina and the Federal Energy Regulatory Commission. He
was named senior vice president and chief financial officer for Duke Power in February 2003 and group vice president and chief
financial officer in March 2004. He was named vice president and controller in June 2005. Young was named to his current position
in December 2006.

A native of Denver, Colo., Young earned a Bachelor of Arts degree in business administration from the University of North Carolina
at Chapel Hill.

Young is a certified public accountant and a certified managerial accountant in North Carolina. He is a member of the American
Institute of Certified Public Accountants, Institute of Managerial Accountants and National Association of Accountants. Heis a
member of the Edison Electric Institute Accounting Executive Advisory Committee, Southeastern Electric Exchange Accounting and
Finance Section, and Financial Executive Institute’s Committee on Corporate Reporting. He is also a board member of Goodwill
Industries of the Southern Piedmont.

Young was born in 1958. He and his wife, Lilly, have a daughter and a son.

Duke Energy, one of the largest power companies in the United States, supplies and delivers electricity to approximately 4 million
customers in the Carolinas and the Midwest. The company also distributes natural gas in Ohic and Kentucky. Its commercial power
and international businesses operate diverse power generation assets in North America and Latin America, including a growing
renewable energy portfolio. Headquartered in Charlotte, N.C., Duke Energy is a Fortune 500 company traded on the New York
Stock Exchange under the symbol DUK.

May 3, 2011
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Duke Energy Kentucky

Case No.2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-015

REQUEST:
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discussion of merger commitments 9, 10, and 11 from Case No 2005-00228' state that
Duke Kentucky is willing to continue to abide by each of these merger commitments as
part of the proposed transaction. In the Agreed Stipulation approved by the Commission
in Case No. 2005-00228, these specific commitments were made by all of the applicants
in that case, not just the utility subject to this Commission’s Jurlsdlcnons For each of
the three merger commitments, explain why the commitment is now being made solely
by Duke Kentucky or whether each of the Joint Applicants joins in each commitment.

RESPONSE:

Joint Applicants join in each commitment

PERSON RESPONSIBLE: Julie S. Janson

' Case No. 2005-0028. Joint Application of Duke Energy Corporation. Duke Encrgy Holding Corp.. Deer
Acquisition Corp.. Cougar Acquisition Corp.. Cinergy Corp.. The Cincinnati Gas and Electric Company
and The Union Light. Heat and Power Company for Approval of an Acquisition and Transfer of Control
(Ky. PSC. May 3. 2006)

" The jurisdictional wtility now known as Duke Energy Kentucky. Inc. was known as The Union Light.
Heat and Power Company at the time of Case No. 2003-0028.

18






Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-016

REQUEST:

Refer 1o page 45, tines 10-T3of the Fansomr Testimony —Explatrwhy-the Jomt-Applicants
suggest that merger commitment 12 from case No. 2005-00228 should be continued but
only for the first six years following completion of the merger

RESPONSE:

A suggested time limitation was intended so that the audits would not continue into
perpetuity. The suggested six year time period was considered reasonable in that the time
period would provide for three complete audits that will likely encompass the period
before, during, and after integration of the Duke and Progress service companies. The
current service company audit commitment has proven to be significantly time
consuming and costly. Duke Energy Kentucky has been able to combine its own audit
with similar audits of its affiliated utility in Indiana to better manage costs and resources
In this instance, the audit committed to for Kentucky will likely be a stand-alone audit in
that 1t would not be combined with similar audits in the other Midwest jurisdictions.

PERSON RESPONSIBLE: Julie S. Janson






Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-017

REQUEST:

RCICT 1O page =7/, Hes=t=5-of theFamson Tcmhuuuvy, Fhe-discussrenof-commitment39
from Case No. 2005-00228 states that Duke Kentucky is willing to continue to abide by
this merger commitment as part of the proposed transaction In the Agreed Stipulation
approved by the Commission in Case No. 2005-00228, this commitment was made by all
of the applicants in that case, not just the utility subject to this Commission’s junisdiction.
Expiain why this commitment is now being made solely by Duke Kentucky or whether
each of the Joint Applicants joins in this commitment

RESPONSE:

The Commitment pertains to the implementation of best practices at Duke Energy
Kentucky and Duke Energy Kentucky is committing to update the Commission regarding
the implementation of best practices. Joint Applicants join in this commitment.

PERSON RESPONSIBLE: Julie S. Janson






Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-018

REQUEST:
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Refertopage47himes 2t ——contimumeto-page-48-hineZ-o
discusses merger commitment 23 from Case No. 2005-00228 and states that Duke
Kentucky 1s willing to continue to abide by this merger commitment as part of the

proposed transaction

a In the Agreed Stipulation approved by the Commission in Case No. 2005-00228,
this commitment was made by all of the applicants in that case, not just the utility
subject to this Commission jurisdiction. Explain why this commitment is now
being made solely by Duke Kentucky or whether each of the Joint Applicants
joins in this commitment.

b. This commitment references Duke Kentucky’s quarterly filings with the Commission.
The quarterly filings, which the Commission Ordered in Case No 2001-00092,*
require that Duke Kentucky file separate gas and electric balance sheets and income
statements  Since the time of Case No. 2001-00092, the Commission has found it
useful to receive monthly financial statement from other major utilities subject to its
jurisdiction. Explain whether Duke Kentucky is willing to file with the Commission
separate gas and electric income statements and a combined gas and electric balance
sheet for each of the eight months that it does not make quarterly filings.

RESPONSE:

a. The referenced commitment applies to Duke Energy Kentucky and its continued
filing with the Commission of schedules related to the Company’s capital structure
and capital contributions. Joint Applicants join in this commitment

¥ Case No. 2001-00092. Adjustment of Gas Rates of The Union Light. Heat and Power Company (Ky.
PSC. March 13. 2002).



b. Duke Energy Kentucky agrees to file with the Commission separate gas and electric
income statements and a combined gas and electric balance sheet for each of the eight
months it does not make quarterly filings

PERSON RESPONSIBLE: a —Julie S Janson
b. — Danny Wiles

I~






Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28,2011

STAFF-DR-01-019

REQUEST:

: 1 1o T
Refer-to page JU., hres—6=tt—of-the—Janson ;\,utim"“}’ The-discussion—of MEerger

commitment 31 from Case No. 2005-00228 states that Duke Kentucky is willing to
continue to abide by this merger commitment as part of the proposed transaction In the
Agreed Stipulation approved by the Commission in Case No. 2005-00228, this
commitment was made by all of the applicants in that case, not just the utility subject to
this Commission’s jurisdiction. Explain why this commitment is now being made solely
by Duke Kentucky or whether each of the Joint Applicants joins in this commitment.

RESPONSE:

The referenced commitment applies to Duke Energy Kentucky and its commitment to file
a notice and analysis with the Commisison of any changes or implications for Duke
Energy Kentucky’s customers of a utility merger exempted under KRS 278.020(5) and
(6). Joint Applicants join in this commitment.

PERSON RESPONSIBLE: Julie S. Janson






Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-020

REQUEST:

Keter 1o page ol Hres=13=23~of-the-Janson Tcaiimuu)/, Fhe-diseusston—of EFSer
commitment 36 from Case No. 2005-00228 states that Duke Kentucky is willing to
continue to abide by this merger commitment, which relates to filing annual reports with
the Commission, as part of the proposed transaction. In the Agreed Stipulation approved
by the Commission in Case No. 2005-0028, this commitment was made by all of the
applicants in that case, not just the utility subject to this Commission’s jurisdiction, and
the applicants agreed that Duke Energy, Cinergy and Duke Ohio (then The Cincinnati
Gas and Electric Company) would file copies of their reports with the Commission.
Explain why this commitment is now being made solely by Duke Kentucky and involves
filing only Duke Kentucky’s annual report with the Commission

RESPONSE:

The Joint Applicants join in this commitment, and each one agrees to file the annual
reports described in Commitment 36 from Case No. 2005-00228 for Duke Energy Corp,,
Cinergy Corp , and for Duke Energy Ohio (fka - CG&E) along with the annual reporting
requirements for Duke Energy Kentucky.

PERSON RESPONSIBLE: Julie S. Janson
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STAFF-DR-01-021

REQUEST:
Rty co s 99 eaas 54 lin ; :aha
RETEr 1o page oo, Imes-z=; conttnuting-to page-Sa e A-, of-the-Janson T“"t"‘"‘“"}._ wihich

discusses merger commitment 45 from Case No. 2005-00228. The testimony states that
this commitment is out of date and should be eliminated. The commitment concerns
Commission approval of “at-cost” pricing for the Utility Service Agreement, Service
Agreements and Operating Companies Services Agreement. The testimony states that
the commitment related to the effect of such approval “[o]n any subsequent rulemaking
by FERC following repeal of the Public Utility Holding Company Act of 1935 and the
enactment of the Energy Policy Act of 2005.” However, as set forth in the Agreed
Stipulation approved by the Commission in Case No. 2005-00228, the commitment states
that Commission approval of the previously identified “at-cost” pricing “[d]oes not
preclude the Commission from asserting any pricing methodology at the FERC, if
applicable, afier the finalization of the reporting requirements in RM05-32-000 (Repeal
of the Public Utility Holding Company Act of 1935 and Enactment of the Energy Policy
Act of 2005 — Notice of Proposed Rulemaking” Explain in detail why Duke Kentucky
considers this commitment to now be out of date.

RESPONSE:

The Company believes the commitment is out of date because the Public Utility Holding
Company Act has been repealed and the enactment of the Energy Policy Act of 2005-
Notice of Proposed Rulemaking has concluded. The Company does not presume to
preclude the Commission from asserting any pricing methodology in a future proceeding
at FERC. In any event, the Company commits to follow Kentucky law with respect to the
pricing for inter-company transactions not otherwise covered by Commission-approved
service agreements.

PERSON RESPONSIBLE: Julie S. Janson
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STAFF-DR-01-022

REQUEST:

Gl e e o - ol & 850 B 0 Aintls 1 FASA 0.V n ecty 22
Refertopage—6of the-Birect=Festimony-of-Witham-Pen—WathenJdr—(WathepTestmony’)

which indicates that Duke Kentucky is not expected to realize any significant tangible savings as
a result of the merger, but that Duke Energy will incur costs as a result of this merger Mr.
Wathen states that the merger savings during the first few years will arise from the ability to
jointly dispatch generation and from fuel purchasing economies by the operating companies
located in the Carolinas

a. Provide a detailed description of what makes the proposed merger different from the
Duke Energy — Cinergy Corp merger as to merger savings.

b. Mr Wathen states that costs incurred by Duke Energy to achieve the proposed merger
will be allocated among its subsidiaries, including Duke Kentucky, but will not be
included in any test year for recovery in electric or gas rates by Duke Kentucky. Explain
how will these costs be allocated to Duke Kentucky and Duke Energy’s other
subsidiaries.

¢ Explain whether Duke Kentucky is expected to realize any fuel purchasing economies in
the future as a result of the proposed merger.

RESPONSE:

a  Primary differences include the fact that Duke and Progress have contiguous operations
which will facilitate fuel and dispatch savings for customers in the Carolinas. Duke
Energy did achieve savings in administrative functions of the company over time in the
Duke-Cinergy merger and expect to do the same with this merger. As savings are
achieved net of cost-to-achieve and subject to rate filings and allocations, benefits would
flow to customers over time.

b. For clarification, Mr. Wathen’s direct testimony on this issue was amended pursuant to a
filing made on April 29, 2011, Costs to achieve will be allocated to each subsidiary using
the guidelines established in the service company agreements The relative allocation of



costs to achieve to each subsidiary will depend on the nature of the cost being allocated
and the bases for allocations used in the service company agreements

¢ See response to AG-DR-01-030.

PERSON RESPONSIBLE: a) AR Mullinax b)-¢c)William Don Wathen
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STAFF-DR-01-023

REQUEST:

Refer to page 7 of wathen Testimony, which-rdicates—that Puketcentucky-expeets—teo
achieve savings by having “[s]"teady access to capital markets.”

a Explain why Duke Kentucky believes that such access to capital markets will be a
benefit.

b. Provide the current debt/equity for Duke Kentucky
¢ Provide the current debt/equity ratio for Duke Energy.

RESPONSE:

a See direct Testimony of Stephen G De May at pages 6 and 8-9 discussing
benefits of Duke Energy Kentucky achieving its financial objectives and the impact of
the merger on Duke Energy Kentucky’s ability to meet its financial objectives,
respectively.

b. As stated on page 9 of the Direct Testimony of Stephen G. De May, Duke Energy
Kentucky’s 12/31/2010 capitalization was comprised of 43% debt and 57% common
equity. Duke Energy Kentucky’s debt/equity ratio was 75%

C. As of 12/31/2010, Duke Energy’s capitalization was 45% debt and 55% equity.
Duke Energy’s debt/equity ratio was 82%.

PERSON RESPONSIBLE: Stephen G. De May
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STAFF-DR-01-024

REQUEST:

Refer to page 15 of Wathen Testimony which discusses that Internal Revenue Code 482
will likely require the pricing of services provided by Duke Energy Business Services,

LLC to be adjusted by the market value of those costs.

a.

b.

Describe what determines market value of these costs.

Explain whether the market value of costs can be different by geographic area
within the Duke Energy footprint.

Explain how, for ratemaking purposes, services provided to Duke Kentucky at
market value are reflected as being rendered to Duke Kentucky at cost.

RESPONSE:

a.

Market value for purposes of IRC section 482 is determined by the price that a
willing buyer would negotiate and with willing seller in an arm’s length
transaction in which neither party controls the other party. In general, market
value for services would be based upon cost plus a markup to reflect a profit
element. Treasury regulation section 1.482-1(a) explains the arm’s length
standard, which reflects market value, as follows:

“In determining the true taxable income of a controlled taxpayer, the standard to
be applied in every case is that of a taxpayer dealing at arm's length with an
uncontrolled taxpayer. A controlled transaction meets the arm's length standard if
the results of the transaction are consistent with the results that would have been
realized if uncontrolled taxpayers had engaged in the same transaction under the
same circumstances (arm's length result).”

The market value of services within different geographic regions in Duke Energy
service areas may be different, since market value in different geographic areas
may be based upon a different mix of costs and reflect different markups for profit
earned on costs. However, the components of market value would be the same in
different geographical areas, i.e, they would be based upon costs plus a mark-up

1



to reflect profit. In the case of DEBS service agreement with Duke Energy
Kentucky and other regulated utilities, DEBS charges companies for the services
it provides and for assets used in connection with the services provided. For
services, DEBS has agreed to limit the amount it charges companies to its costs of
providing the services, without any markup. For assets used or provided in
connection with DEBS services, the cost of capital is also charged based upon the
rate of recovery allowed within each service territory. DEBS charges for services
based upon its costs for employees who provide services to Duke Energy
Kentucky. While the DEBS employees who perform services for Duke Energy
Kentucky may differ from the group of DEBS employees who perform services
for other companies it serves, the approach DEBS uses for determining costs is
the same.

c. As explained above, services provided by DEBS to Duke Energy Kentucky are
provided at cost, and not at the market value rate that such services are likely to
be provided at in a transaction between uncontrolled entities or taxpayers. DEBS
assets used in connection with providing those services include the cost of capital
that is based upon Duke Energy Kentucky’s permitted rate of recovery.

PERSON RESPONSIBLE: William Don Wathen Jr.
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STAFF-DR-01-025

REQUEST:

e Yo AWM athen T"Sti:‘.“.ui‘.‘,’ which-indicates-that-affiliates pron irling SEIVICEeS

I
INCEICT IV }J({Ob AV EL V) S A G2 = 3 AT by

to Duke Kentucky that do not utilize Duke Energy’s accounting system will invoice Duke
Kentucky directly for services received

a Provide a list of affiliates that do not use Duke Energy’s accounting system

b If the proposed merger is approved, will all entities that will become part of Duke
Energy be required to utilize Duke Energy’s accounting system?

¢ Explain whether the proposed merger will require an upgrade of various software
systems for the future

RESPONSE:

a. All current Duke Energy affiliates including Duke Energy Kentucky use Duke
Energy’s accounting system

b Assessments are in process regarding the systems changes that might be required
following the merger, and there is a general intent to convert the entities that
become part of Duke Energy to Duke’s accounting system.

¢ Assessments will continue, but Duke Energy is currently not aware of any
upgrades that will be required due to the merger to the accounting systems used
by Duke Energy

PERSON RESPONSIBLE: Danny Wiles
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STAFF-DR-01-026

REQUEST:

Identifv by name_title. and dates of service. each person who served as an officer of each

of the following entities from the date the Duke Energy / Cinergy merger was
consummated to December 31, 2010: Duke Energy, Cinergy, Duke Ohio and Duke
Kentucky.

RESPONSE:

See Staff-DR-01-026 Attachment

PERSON RESPONSIBLE: James E Rogers
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DUKE ENERGY KENTUCKY, INC. OFFICERS (4-03-2006 to 12-31-2019)

Appointed Entity

Tvpe

Vice President. Business

Date First Elected

Date Resigned

Mehring. James E.

Adams, Susie C. Support 5/7/2008
Beach, Richard G. Assistant Secretary 1/3/2003
Butler, Keith Gerard Senior Vice President, Tax 3/14/2007
Senior Vice President,
Einancial-Planning.and
Caldwell, Myron Lawing Analysis 12/7/2009
Vice President, Asset
Campbell, Russell K. Management 3/31/2010
Carrick, M. Allen Assistant Treasurer 3/14/2007
Council, Donna T. Assistant Treasurer 12/16/2006
Daji, Swati V. Chief Risk Officer 7/30/2010
De May, Stephen Gerard Treasurer 11/15/2007
De May, Stephen Gerard Senior Vice President 3/1/2009
Vice President, Government
Finnigan, John J. and Regulatory Affairs 11/10/2008
Vice President, Federal
Gainer, James B. Regulatory Policy 3/14/2007
Ghartey-Tagoe, Kodwo Assistant Secretary 11/10/2008
Ghartey-Tagoe, Kodwo Vice President, Legal 11/10/2008
Good, Lynn J. Chief Financial Officer 1/29/2010
Harrington, Sue Cochran Assistant Secretary 6/25/2007
Senior Vice President,
Construction and Major
Haviland, Richard W. Projects 2/17/2008
Jamil, Dhiaa M. Chief Generation Officer 7/27/2009
S TAMIL, DhiEa ™. T GO G P EXEE Ve SETTII009
Janson, Julia S. President 12/1/2008
Lucas [11, Robert Theodore Assistant Secretary 4/3/2006
Maltz, David S. Vice President 12/1/2008
Maltz, David S. Corporate Secretary 12/1/2008
Manes, Gianna M Senior Vice President 5/16/2010
Manes, Gianna M, Chief Customer Officer 5/16/2010
Manly. Marc E. Group Executive 3/14/2007
Manly. Marc E. Chief Legal Officer 371472007
Vice President. Gas
Operations 6/1/2010



Mohler, David W,
Mohler, David W.

Monday. Karen R,

Mullinax. A. R.
Mullinax. A. R.

Newton, Paul Robert

& Analytics
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O'Connor, C. James

Pecler, V. Nelson
Reising, Ronald R.
Reising, Ronald R.

Ringel, Robert J.

Roebel, John J.

Rogers, James E

Stanley, Jim L.

Svreek, Mark A.

Tyndall, William F.

Weber, Jennifer L.

“SWeber, Jennifer L.
Wiles, James D.

Young, Steven Keith
Young, Steven Keith

O'Connor. Thomas C

Caldwell, Myron Lawing

Jacobs. Dwight L.
Good. Lynn J

i

Resources

Delivery

Affairs

Officer

Controller

Controiler

Chief Technology Officer 3:14/2007
Senior Vice President 7-30:2010
Vice President, Foundation
and Business Management 2/1:2010
Chief Information Officer 3/14/2007
Senior Vice President 3/14/2007
Senior Vice President,
Strategy, Wholesale
Customers and Commodities
12/7/2009
Siee-Prestdent=Human
4/3/2006
Vice President and Project
Director, Enterprise Asset
Management Initiative 6/29/2007
Chief Procurement Officer 3/14/2007
Senior Vice President 1/1/2009
Assistant Corporate Secretary 12/10/2008
Senior Vice President,
Generation Support 12/7/2009
Chief Executive Officer 3/14/2007
Senior Vice President, Power
5/31/2010
Vice President, Business
Development and Origination 3/14/2007
Senior Vice President, Federal
Government and Regulatory
4/27/2009
Chief Human Resources
11/10/2008
Senior Vice Prestdent 02008
Vice President, Accounting 6/16/2008
3/1472007
Senior Vice President 3/14/2007
Group Executive & Chief
Operating Officer, US
Franchised Electric & Gas 4/3/2006 10/15/2006
Group Vice President and
Chief Financial Officer 4/3/2006 371472007
1/3/2006 31472007
4/3/2006 3/14/2007

Vice President



Case No. 2011-124
Staff-DR-01-026
Page 3 of 15

Good. Lvnn 1. Treasurer 4.3/2006 371472007

Jacobs. Dwight L. Vice President 432006 31472007
Group Vice President, General
Counsel & Secretary. US

Newton. Paul Robert Franchised Electric & Gas 4/372006 3/14/2007
Group Vice President -
Engineering & Technical

Roebel, John J. Services 4/3/2006 3/14/2007
Group Vice President -
Regulated-Fossi-Hydro

Mc Collum, Jr., William Ralph  Generation 4/3/2006 3/14/2007
General Manager, Cash
Management and Assistant

Council, Donna T. Treasurer 4/3/2006 3/14/2007
General Manager, Financing

De May, Stephen Gerard and Assistant Treasurer 4/3/2006 3/14/2007
Group Vice President, Power

Holeman, Theopolis Delivery 4/3/2006 3/14/2007
Group Executive & Chief
Commereial Officer, US

Turner, James L. Franchised Electric & Gas 4/3/2006 3/14/2007

Mc Collum, Jr., William Ralph  Group Executive 3/14/2007 3/30/2007
Chief Regulated Generation

Mc Collum, Jr., William Ralph  Officer 3/14/2007 3/30/2007
Chief Strategy and Policy

Trent, B. Keith Officer 3/142007 6/29/2007
Vice President, Performance

Riggs, Caryn J Support 3/14/2007 6/29/2007

Barry, Paul Herbert Chief Development Officer 371472007 7/3172007

Barry, Paul Herbert Senior Vice President 3/14/2007 7/31/2007

“Good, Lynn 1T T Eenior Vice President TyAaR007 T TS R2007 T T

Good, Lynn J. Treasurer 4/3/2006 H1/15/2007

De May, Stephen Gerard Assistant Treasurer 4/3/2006 11/15/2007

Barron, Jr., Henry Brewerton Group Executive 3/14/2007 2/17/2008

Barron, Jr., Henry Brewerton Chief Nuclear Officer 3/14/2007 2/17/2008
Vice President, Government

Celona, David L and Regulatory Affairs 371472007 371472008
Vice President, FE&G

Jacobs, Dwight L. Accounting 41372007 6/16/2008



Wiesen, F. Wavne

Wiesen, F. Wayne

Arnold, Todd W

Pashos, Kay E.
Malz. David S.
Janson, Julia S.
Janson, Julia S.

Senior Vice President. Legal
Assistant Secretary

Senior Vice President.
Customer Service

Vice President. Regulatory
Strategy

Assistant Secretary

Senior Vice President
Corporate Secretary

3142007
3/14,2007

37142007

371472007

4/3/2006
371472007
3/14:2007
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8/12/2008
8/12/2008

8/13/2008

10/8/2008
127172008
12/1/2008
12/1/2008

Carter, Brett C.

Carter, Brett C.

Holeman, Theopolis

Newiton. Paul Robert
Wewton, Paul Robert
Meyer, Sandra Palmer
Holeman, Theopolis
Reising, Ronald R.

De May, Stephen Gerard

Rolfe, Christopher Clay
Rolfe, Christopher Clay
Smith, Paul G.

Hauser, David Lee

Trent, B. Keith
Trent, B. Keith

Hauser, David Lee

Wood, Jr., Barry W.

Roebel, John J.

Caldwell. Myron Lawing

Manes. Gianna M.

Vice President, Custonier
Service

Vice President, Customer
Origination and Retention

Senior Vice President, Power
Delivery

Senior Vice President, Legal
Assistant Secretary
President

Senior Vice President

Vice President

Vice President

Chief Administrative Officer
Group Executive

Vice President, Rates

Group Executive

Chief Strategy, Policy and
Regulatory Officer

Group Executive

Chief F

et

Vice President, Business
Relations and Development

Senior Vice President,
Engineering and Technical
Services

Senior Vice President, Rates
and Regulatory Accounting

Senior Vice President. Retail
Customer Services

inancial Officer

8/13/2008

3/14/2007

3/14/2007

3/14/2007
3/1412007
4/3/2006
12/10/2008
3/14/2007
11/15/2007

3/14/2007
3/14/2007

5/7/2008
3/14/2007

6/29/2007
3/14/2007

3/14/2007

371472007

371472007

3/14/2007

12/82008

12/8/2008
12/8/2008
12/10/2008

12/10/2008
12/10/2008
12/10/2008
12/31/2008
1/1/2009
3/1/2009

5/31/2009
5/31/2009
/172009
7/1/2009
7/1/2009

7/1/2009
7/1/2009

8/1/2009

12/6/2009

12:6/2009

12:/6/2009



Newton. Paul Robert
Young. Steven Keith

Arnold, Todd W

Eiser. Lawrence G.

Senior Vice President,
Wholesale Customers and
Regulated Commodity
Management

Chief Financial Officer

Senior Vice President. Smart
Grid and Customer Systems

Vice President, Cali Center
Operations

12/10/2008
/1/2009

8/13/2008

3/14/2007

Case No. 2011-124
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12/6/2009
1729/2010

173172010

3/31/2010

Snead, Ronald C.

Manes, Gianna M.
Walker, Patricia K.
Henry, Robert S.
Meyer. Sandra Palmer
Mehring, James E.
Roche, Cathy Steele

Roche. Cathy Steele
Mohler, David W.

De May, Stephen Gerard

Schultz, Theodore Edward

Esamann, Douglas F

Turner, James L.

Love, Sherwood Lee

“UGroup EXecutive™

3L n. el A &
VLU T TOSIULHTTTYS0T

Management

Senior Vice President, Retail
Customer Products and
Services

Senior Vice President, Gas
Operations

Vice President, System
Operations

Senior Vice President, Power
Delivery

Vice President, Field
Operations

Chief Communications Officer
Senior Vice President

Vice President

Chief Risk Officer

Vice President, Energy
Efficiency

Senior Vice President,
Strategy and Planning

3/14/2007

12/7/2009

3/14/2007

3/14/2007

12/10/2008

3/14/2007

3/14/2007

3/14/2007

3/14/2007

3/1/2009

6/29/2007

6/29/2007

Chief Operating Officer

Assistant Treasurer

TAI3I006T

6/29/2G07
3/14/2007

3/31/2010

5/16/2010

5/31/2010

5/31/72010

5/31/2010

6/1/2010

7/1/2010

7/1/2010

7/30/2010

7/30/2010

8/31/2010

11/19/2010

12/31/2010
12/31/2010

T23vR0 T
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DUKE ENERGY OHIO, INC. OFFICERS (4-03-2006 TO 12-31-2010)

Appointed Entity

Adams, Susie C.
Beach, Richard G.
Butler, Keith Gerard

Tvpe

Vice President, Business
Support

Assistant Secretary

Senior Vice President, Tax

Senior Vice President,

Date First Elected

Date Resigned

5/7/2008
4/3/2006
3/14/2007

Caldwell, Myron Lawing

Campbell, Russell K.
Carrick. M. Allen
Council, Donna T.

Daji, Swati V.

De May, Stephen Gerard
De May, Stephen Gerard

Finnigan, John J.

Gainer, James B.
Ghartey-Tagoe, Kodwo
Ghartey-Tagoe, Kodwo
Good, Lynn J.

Harrell, Richard D.
Harrington, Sue Cochran

Havi!aﬁd, Richardm\;‘r\}jﬂm -

Hofmann, Michael L.
Jamil, Dhiaa M.

Jamil, Dhiaa M.

Janson, Julia S.

Lucas Hil. Robert Theodore
Maliz. David S

Maltz. David S.

Manes, Gianna M.

Financial Planning and
Analysis

Vice President, Asset
Management

Assistant Treasurer
Assistant Treasurer
Chief Risk Officer
Treasurer

Senior Vice President

Vice President, Government
and Regulatory Affairs

Vice President, Federal
Regulatory Policy
Assistant Secretary
Vice President, Legal
Chief Financial Officer
Vice President, Field
Operations

Assistant Secretary

Senior Vice President,

Projects

Vice President, Generation
Operations Non-Regulated
Chief Generation Officer
Group Executive

President

Assistant Secretary

Vice President

Corporate Secretary

Senior Vice President

L COnSHUCHONANA. MAJOLe s s e

12/7/2009

3/31/2010
3/14/2007
12/16/2006
7/30/2010
F1/715/2007
3/172009

11/10/2008

3/14/2007
11/10/2008
11/10/2008

172912010

6/1/2010
6/29/2007

21712008

6/4/2008
7/27/2009
7/27/2009
12/1/2008

4/3/2006
12/1/2008
12/1;2008
5/16/2010



Manes. Gianna M.
Manly. Marc E
Manly, Marc E.

Mehring, James E.
Mohler, David W.
Mohler. David W

Monday, Karen R,
Mullinax, A. R.

Moallinay A D

Tvrthrdesy

Chief Customer Officer
Group Executive

Chief Legal Officer

Vice President, Gas
Operations

Chief Technology Officer
Senior Vice President

Vice President, Foundation

5/16/2010
371402007
3/14/2007

6/1/2010
3/1472007
7/30/2010
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Newton, Paul Robert
O'Connor, C. James
Peeler, V. Nelson
Reising, Ronald R.
Reising, Ronald R.

Ringel, Robert J.

Roebel, John J.
Rogers, James E.

Stanley, Jim L.

Tyndall, William F.

Weber, Jennifer L.
Weber, Jennifer L.

Whitlock. Charles R.
Wiles. James D.
Young, Steven Keith
Young, Steven Keith
Mitchell, Lon C
Barry. Paul Herbert

and Business Management 2112010
Chief Information Officer 3/14/2007
Senior. Vice President 3/14/2007
Senior Vice President,

Strategy, Wholesale

Customers and Commodities

& Analytics 12/7/2009
Vice President, Human

Resources 4/3/2006
Vice President and Project

Director, Enterprise Asset

Management Initiative 6/29/2007
Chief Procurement Officer 3/14/2007
Senior Vice President 17172009
Assistant Corporate Secretary 12/10/2008
Senior Vice President,

Generation Support 12/7/2009
Chief Executive Officer 3/14/2007
Senior Vice President, Power

Delivery 5/31/2010
Senior Vice President, Federal

Government and Regulatory

Affairs 4/27/2009
Chief Human Resources T
Officer 11/10/2008

Senior Vice President

President, Commercial Asset
Management and Operations

Vice President, Accounting
Controller

Senior Vice President

Vice President

Vice President

11/10/2008

1172010
6/16/2008
371472007
3/14/2007

4/3/2006

4/312006

10/13/2006
1071572006



O'Connor, Thomas C.

O'Connor, Thomas C

Newton, Paul Robert

ha Y 1 1 Ll I.
ROTOCT“JOTHT =

Director

Group Executive & Chief
Operating Otficer, US
Franchised Electric & Gas

Group Vice President,
General Counsel & Secretary,
US Franchised Electric & Gas

Group Vice President -
Engineering & Technical

Sepices
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Council, Donna T.

De May, Stephen Gerard

Holeman, Theopolis

Davis, Curtis Henry

Turner, James L.
Mc Collum, Jr., William Ralph
Meyer, Sandra Palmer

Caldwell, Myron Lawing
Jacobs, Dwight L.
Jacobs, Dwight L.
Wiesen, F. Wayne
Good, Lynn J.

General Manager, Cash
Management and Assistant
Treasurer

General Manager, Financing
and Assistant Treasurer

Group Vice President, Power
Delivery

Vice President - Commercial
Generation

Group Executive & Chief
Commercial Officer, US
Franchised Electric & Gas

Director

Director

Group Vice President and
Chief Financial Officer
Controller

Vice President

Vice President

Vice President

““Whitlock, Charles R

O'Connor, Thomas C.

Mc Collum, Jr., William Ralph
Mc Collum, Jr.,, William Ralph
Mc Collum, Jr., William Ralph

Trent. B. Keith

Peeler, V. Nelson
Barry, Paul Herbert

Vice President

Vice President
Vice President
Group Executive

Chief Regulated Generation
Officer

Chief Strategy and Policy
Officer

Vice President, Performance
Support

Chief Development Officer

4/3/2006 10/15/2006
4372006 10/15/2006
1312006 3/14/2007
4/3/2006 3/14/2007
4/3/2006 3/14/2007
4/3/2006 371472007
4/3/2006 3/14/2007
4/3/2006 3/14/2007
4/3/2006 3/14/2007
10/15/2006 3/14/2007
4/3/2006 3/1472007
4/3/2006 3/14/2007
4/3/2006 3/14/2007
/3/2006 3/14/2007
/3/20006 3/14/2007
4/3/2006 3/14/2007
CTA372006TT T TTTSIATZ007
10/15/2006 3/14/2007
10/15/2006 3/14/2007
3/14/2007 3/30/2007
3/14/2007 3/30/2007
3/14/2007 /1292007
3/14/2007 6/29/2007
3/14/2007 7:312007

B S R PP



Case No. 2011-124
Staff-DR-01-026
Page 9 of 15

Barry. Paul Herbert Senior Vice President 371472007 7/31i2007
Good. Lynn J. Senior Vice President 31412007 117152007
De May. Stephen Gerard Assistant Treasurer 4/3/2006 11/15/2007
Good. Lynn J. Treasurer 4/3/2006 11/15/2007
Barron. Jr., Henry Brewerton Chief Nuclear Officer 3/14/2007 2/1712008
Barron, Jr., Henry Brewerton Group Executive 3/14/2007 2/17/2008
Senior Vice President.
Midwest Generation
Davis, Curtis Henry Operations 3/14/2007 2/29/2008
Viee-President=Government
Celona, David L and Regulatory Affairs 3/1472007 3/14/2008
Vice President, FE&G
Jacobs, Dwight L. Accounting 4/1372007 6/16/2008
Wiesen, . Wayne Senior Vice President, Legal 3/14/2007 8/12/2008
Wiesen, F. Wayne Assistant Secretary 4/3/2006 8/12/2008
Senior Vice President,
Armold, Todd W Customer Service 3/14/2007 8/13/2008
Vice President, Regulatory
Pashos, Kay E. Strategy 3/14/2007 10/8/2008
Maltz, David S. Assistant Secretary 4/3/2006 12/3/2008
Janson, Julia S. Senior Vice President 3/14/2007 12/1/2008
Janson, Julia S. Corporate Secretary 3/14/2007 12/1/2008
Vice President, Customer
Carter, Brett C. Service 8/13/2008 12/8/2008
Senior Vice President, Power
Holeman, Theopolis Delivery 3/14/2007 12/10/2008
Newton, Paul Robert Senior Vice President, Legal 3/14/2007 12/10/2008
Newton, Paul Robert Assistant Secretary 3/14/2007 12/10/2008
Meyer, Sandra Palmer President 4/3/2006 12/10/2008
Senior Vice President,
Wholesale Customers and
Regulated Commodity
Newton, Paul Robert Management 12/10/2008 12/10/2008
Holeman, Theopolis Senior Vice President 12/10/2008 12/31/2008
Reising, Ronald R, Vice President 3/14/2007 1172009
De May, Stephen Gerard Vice President 11/1572007 3/1/2009
Rolfe, Christopher Clay Chief Administrative Officer 371472007 5/31/2009
Rolfe, Christopher Clay Group Executive 3/14/2007 5/31/2009
Smith, Paul G. Vice President, Rates 5/7:2008 6/1/2009



Trent. B. Keith
Hauser, David Lee
Trent, B. Keith
Hauser, David Lee

Hauser, David Lee

Wood, Ir., Barry W.

Chief Strategy, Policy and
Regulatory Officer

Group Executive
Group Executive
Director

Chief Financial Officer

Vice President. Business
Relations and Development

Senior Vice President,

6292007
3/14/2007
3/14/2007
3/14/2007
3/14/2007

3/14/2007
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7:1:2009
7172009
712009
77172009
7/1/2009

8/172009

Whitlock, Charles R,

Roebel, John J.

Caldwell, Myron Lawing

Manes, Gianna M.

Grigsby, Phillip C.

Whitlock, Charles R.
Young, Steven Keith
Manly, Marc E.

Arnold, Todd W.

o Y +
CUTTRNICIUTar 7x3o0T

Management

Senior Vice President,
Engineering and Technical
Services

Senior Vice President, Rates
and Regulatory Accounting

Senior Vice President, Retail
Customer Services

Senior Vice President,
Midwest Generation Portfolio

Senior Vice President,
Commercial Asset
Management and Midwest
Generation

Chief Financial Officer

Director

Senior Vice President, Smart
Grid and Customer Systems

3/14/2007

3/14/2007

3/14/2007

12/8/2008

3/4/2008

12/7/2009
7/1i12009
7/1/2009

8/13/2008

12/6/2009

12/6/2009

12/6/2009

12/6/2009

12/7/2009

1/1/2010
112972010
172972010

1/31/2010



Case No, 2011-124

DUKE ENERGY CORPORATION OFFICERS (4-03-2006 TO 12-31-2{{f{% 1 926
Date First Date
Appointed Entity Tvpe Elected Resigned
Beach, Richard G. Assistant Secretary 1/3/2003
Bowman, Roberta Bromberg Group Executive HZH0/2008
Bowman, Roberta Bromberg Chief Sustainability Officer 1171072008
Butler, Keith Gerard Senior Vice President, Tax 1102008
Carrick, M. Allen Assistant Treasurer 111072008
Council, Domnna T. Assistant Treasurer 4372006
Daji, Swati V. Chief Risk Officer 12/7/2009
De May, Stephen Gerard Treasurer 12/20/2007
De May, Stephen Gerard Senior Vice President 3/112009
Good, Lynn J President 7/172009
Maltz, David S. Corporate Secretary 12/1/2008
Manly, Marc E. Group Executive 11/10/2008
Manly, Marc E. Chief Legal Officer 1171072008
Mohler, David W. Senior Vice President 12/7/2009
Mohler, David W. Chief Technology Officer 11710/2008
Muilinax, A. R, Chief Information Officer 11/10/2008
Mullinax, A. R, Senior Vice President 11/10/2008
O'Neill, Teresa M. Assistant Secretary 11/10/2008
Reising, Ronald R. Senior Vice President 1/1/2009
Reising, Ronald R. Chief Procurement Officer 11/10/2008
Ringel, Robert J. Assistant Secretary 12/10/2008
Weber, Jennifer L. Senior Vice President 11/10/2008
Weber, Jennifer L. Chief Human Resources Officer 11/10/2008
Young, Steven Keith Chief Financial Officer 4/3/20006
Young, Steven Keith Controller 4/3/2006
Ables, Dorothy M. Vice President, Internal Audit 4/3/2006 12/19/2006
Anderson, Paul M. Chairman of the Board 4/3/2006 17212007
Barron, Jr., Henry Brewerton Group Executive and Chief Nuclear Officer 10/24/2006 2/17/2008
Barron, Jr., Henry Brewerton Group Executive 10/24/2006 3/31/2008
Barry, Paul Herbert Senior Vice President and Chief Development Officer 4/3/2006 7/3172007
Bowman, Roberta Bromberg Vice President, Sustainability and Community Affairs 12/19/2006 3/1/2008
Browning, Jeffery G. Chief Ethics and Compliance Officer 12/1:2008 3/31/2010
Browning, Jeffery G. Vice President, Audit Services 1271972006 3/31/2010
Browning, Jeffery G. Senior Vice President 6/1/2010 12/9/2010




Senior Vice President, Rates and Regulatory
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Caldwell. Myron Lawing Accounting 127192006 9:30,2009
Council, Donna T. Assistant Treasurer 4/3/2006 12/16/2006
De May, Stephen Gerard Vice President 11/15/2007 2/28/2009
De May. Stephen Gerard Assistant Treasurer 4/3/2006 F1/15/2007
De May, Stephen Gerard Chief Risk Officer 3/1/2009 9/30/2009
Group Executive, Investor Relations and Chief
Dill. Julie A. Communications Officer 4/3/2006 12/19/2006
Esamann, Douglas F Semior Vice President, Strategy and Planning 12/19/2006 12/9/2010
Feld, Karen R. Vice President, Corporate Human Resources 4/3/2006 1/1/2009
Fowler, Fred J. Group Executive and President, Duke Energy Gas 4/3/2006 12/19/2006
Group Executive and President, Commercial
Good, Lynn J. Businesses 11/15/2007 7/2/2009
Good, Lynn J. Senior Vice President and Treasurer 4/3/2006 11/15/2007
Grigsby, Phillip C. Vice President, Business Development 12/19/2006 3/1/2008
Hauser, David Lee Group Executive and Chief Financial Officer 4/3/2006 6/30/2009
Hermanson, Todd A. Vice President, Global Risk Management 12/19/2006 4/30/2007
Interim Vice President, Audit Services and Chief
Hunter. Amelia D. Ethics and Compliance Officer 6/1/2010 12/9/2010
Irvin, Robert Vice President, Market and Portfolio Analysis 4/3/2006 12/19/2006
Senior Vice President, Ethics and Compliance and
Janson, Julia S, Corporate Secretary 4/3/2006 12/1/2008
Love, Sherwood Lee Assistant Treasurer 4/3/2006 12/9/2010
Maliz, David S. Assistant Corporate Secretary 4/3/2006 12/10/2008
Group Executive and Chief Regulated Generation
Mc Collum, Jr., William Ralph Officer 10/24/2006 4/1/2007
McKone, Leo Timothy Vice President, Compliance 4/3/2006 6/10/2006
McLean, Colon S. Vice President, Human Resources Business Support 4/3/2006 8/1/2008
Mogg, Jim W. Advisor to the Chairman 4/3/2006 9/1/2006
Mohler, David W. Vice President 4/3/2006 9/30/2009
O'Connor, Thomas C. Businesses 4/3/2006 11/15/2007
Senior Vice President and Chief Communications
Roche, Cathy Steele Officer 4/3/2006 7/172010
Rolfe, Christopher Clay Group Executive and Chief Administrative Officer 4/3/2006 5/31/2009
Ruff, Ellen Tart President, Office of Nuclear Development 12/1:2008 12/31/2010
Schultz, Theodore Edward Vice President. Energy Efficiency 12/19/2006 8/31/2010
Executive Advisor to the Chairman. President and
Shaw. Ruth Gwynn Chief Executive Officer 4/3/2006 4/30/2007
Simpson. Phyllis Tucker Assistant Corporate Secretary 4/3/2006 6/30/2007
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Stempien. Catherine S. Senior Vice President Legal. Corporate Legal Services 4/3:2006 12/1/2008
Senior Vice President. Investor Relations and Financial

Trauschke. R. Sean Planning 1171372007 4/24/2009

Trauschke, R. Sean Vice President, Investor Relations 4/3/2006 11/15/2007
Group Executive and Chief Strategy, Policy and

Trent, B. Keith Regulatory Officer 1/3/2006 7/2/2009
Group Executive; President and Chief Operating

Tumer, James L. Officer, US Franchised Electric and Gas 4/3/2006 12/31/72010

van Kempen, Wouter T. Vice President, Mergers and Acquisitions 4/3/2006 10/24/2006
Sentor-Mice-Rresident-and-Chief Human-Resources

Weber, Jennifer L. Officer 11/1/2008 12/31/2010
Senior Vice President, Finance Program Office and

Whitney, Sara (Sally) Sally Finance Information Technology 4/312006 7/112010

Williams, Richard Tyrone Vice President, Enterprise Field Services 4/3/2006 12/19/2006
Vice President, Commereial Telecom and Investment

Wolf, Gregory C. Management 4/3/2006 12/19/2006



Appointed Entity

Beach, Richard G.

Bowman, Roberta
Bromberg

Type

Assistant Secretary

Group Executive

CINERGY CORP. OFFICERS (4-03-2006 to 12-31-2010)

Date First Elected

17372003

117102008
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Date Resigned

Bownmmr—Roberta
Bromberg

Butler, Keith Gerard

Carrick, M. Allen
Council, Donna T.
Daji. Swati V.

De May, Stephen Gerard
De May, Stephen Gerard

Good, Lynn J.
Maltz, David S.
Manly, Marc E.
Manly, Marc E.
Mobhler, David W,
Mohler, David W.
Mullinax, A. R.
Mullinax, A. R.
O'Neill, Teresa M.

Reising, Ronald R.

Reising, Ronald R.

Ringel, Robert J.
Weber, Jennifer L.

R L TURSIP R T R

Chief Sustainability Officer
Senior Vice President, Tax
Assistant Treasurer
Assistant Treasurer

Chief Risk Officer
Treasurer

Senior Vice President
President

Corporate Secretary
Group Executive

Chief Legal Officer
Senior Vice President
Chief Technology Officer
Chief Information Officer
Senior Vice President
Assistant Secretary

Senior Vice President

Chief Procurement Officer
Assistant Secretary

Senior Vice President

" Chief Human Resources

11/10/2008
11/10/2008
11/10/2008
4/3/2006
12/7/2009
12/20/2007
3712009
7/172009
12/1/2008
11/10/2008
11/10/2008
12/7/2009
11/10/2008
1171072008
11/10/2008
11/10/2008
1/1/2009

11710/2008
12/10/2008

11710/2008

Weber, Jennifer L. Officer 11/10/2008
Young, Steven Keith Chief Financial Officer 4/3/2006
Young, Steven Keith Controller 4/3/2006
Butler, Keith Gerard Vice President, Tax 4/3/2006 11/10/2008
Council, Donna T. Assistant Secretary 4/3/2006 11/10/2008
De May. Stephen Gerard Assistant Treasurer 4/3i2006 12/20/2007
De May, Stephen Gerard Vice President 12:20/2007 3/1/2009
De May. Stephen Gerard Chief Risk Officer 3712009 [2/6/2009
Fite. Beverly J. Assistant Secretary 4/3/2006 11/20/2006
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Good. Lynn L. Treasurer 4:3/2006 12/20/2007
Good. Lynn | Vice President 4/3/2006 12/20/2007
Hauser. David Lee President 4/3/2006 7/1/2009
Janson, Julia S, Secretary 7/19/2000 11/10/2008
Janson, Julia S, Senior Vice President 11/10/2008 12/1/2008
Janson. Julia S. Corporate Secretary 11/10/2008 12/1/2008
Love, Sherwood Lee Assistant Treasurer 11/10/2008 12/31/2010
Lucas i, Robert Theodore  Assistant Secretary 4/3/2006 11/10/2008
Maltz, David S. Assistant Secretary 4/3/2006 12/1/2008
Maltz. David S. General Counsel /3/2006 11/10/2008
Matthews, Kalyn T, Assistant Treasurer 4/3/2006 11/10/2008
Mohler, David W. Vice President 11/10/2008 12/6/2009
Reising, Ronald R. Vice President 11/10/2008 17172009
Chief Communications
Roche, Cathy Steele Officer 11/10/2008 71172010
Roche, Cathy Steele Senior Vice President 11/10/2008 7712010
Rolfe, Christopher Clay Chief Administrative Officer 11/10/2008 5/31/2009
Rolie. Christopher Clay Group Executive 11/10/2008 5/31/2009
Trauschke, R. Sean Vice President 4/3/2006 11/10/2008
Trauschke, R. Sean Chief Risk Officer 4/3/2006 11/10/2008
Trent, B. Keith Group Executive 11/10/2008 7/1/2009
Chief Strategy, Policy and
Trent, B. Keith Regulatory Officer 11/10/2008 7/1/2009







Duke Energy Kentucky

Case No. 2011-124

Staff First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-027

REQUEST:

I} . | - - - - .
Froviae=an uxaamuxhuua‘ chart-that-shows-the-pame-and.-tifle.of each person r‘nrrenﬂy

23

employed as a vice president or above for each of the following entities. Duke Energy,
Cinergy, Duke Ohio, and Duke Kentucky

RESPONSE:
See Staff-DR-01-027 attachment.

PERSON RESPONSIBLE: James E Rogers
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CURRENT DUKE ENERGY OHIO, INC. VICE PRESIDENTS AND ABOVE as of

Appointed Entity

Adams. Susie C.
Butler, Keith Gerard

5/05/2011

Type
Vice President, Business
Support
Senior Vice President, Tax

Senior Vice President,

Einancial-Planning.and

Date First Elected

5/7/2008
3/14/2007

it

Caldwell, Myron Lawing
Campbell, Russell K.
Daji, Swati V,

De May, Stephen Gerard
De May, Stephen Gerard

Finnigan, John J.
Gainer, James B.
Ghartey-Tagoe, Kodwo

Good, Lynn .

Harrell, Richard D.

Haviland, Richard W.

Hofmann, Michael L.
Jamil, Dhiaa M.

FAIT, Diffag W e

Janson, Julia S.
Maltz, David S.
Maltz, David S.
Manes, Gianna M.
Manes, Gianna M
Manly, Marc E.
Manly. Marc E.

Mehring, James E.
Mohler. David W

Analysis

Vice President, Asset
Management

Chief Risk Officer
Treasurer

Senior Vice President

Vice President, Government
and Regulatory Affairs

Vice President, Federal
Regulatory Policy

Vice President, Legal
Chief Financial Officer

Vice President, Field
Operations

Senior Vice President,
Construction and Major
Projects

Vice President, Generation
Operations Non-Regulated

Chief Generation Officer

GTDHpEiECuﬁVE/' At e SR L

President

Vice President

Corporate Secretary
Senior Vice President
Chief Customer Officer
Group Executive

Chief Legal Officer

Vice President, Gas
Operations

Chief Technology Officer

12/7/2009

3/31/2010
7/30/2010
11/15/2007
3/1/2009

11/10/2008

3/14/2007
11/10/2008
1/129/2010

6/1/2010

2/17/2008

6/4/2008
7/27/2009

12/1/2008
12/1/2008
12/1/2008
5/16/2010
5/16/2010
3/14/2007
3/14/2007

6/1/2010
3/14/2007
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Mohler. David W. Senior Vice President 7:30:2010
Vice President, Foundation

Monday, Karen R. and Business Management 2/172010

Mullinax, A. R. Chief Information Officer 3/14/2007

Mullinax, A. R. Senior Vice President 3/14/2007
Sentor Vice President,
Strategy, Wholesale
Customers and Commodities

Newton, Paul Robert & Analytics 12/7/2009
Vice President, Human

Q'Connor. C. James Resources 4/3/2006
Vice President and Project
Director, Enterprise Asset

Peeler, V. Nelson Management Initiative 6/29/2007

Reising, Ronald R. Chief Procurement Officer 3/14/2007

Reising, Ronald R. Senior Vice President 1/1/2009
Senior Vice President,

Roebel, John J. Generation Support 12/7/2009

Rogers, James E. Chief Executive Officer 3/14/2007
Senior Vice President, Power

Stanley, Jim L. Delivery 5/31/2010
Senior Vice President, Federal
Government and Regulatory

Tyndall, William F. Affairs 4/27/2009
Chief Human Resources

Weber, Jennifer L. Officer 11/10/2008

Weber, Jennifer L.

Whitlock, Charles R.
Wiles, James D.
Young, Steven Keith

““Yoiing, Steven Keith T T

Senior Vice President

President, Commercial Asset
Management and Operations

Vice President, Accounting
Controller

enior Vice Président T T

11/10/2008

17172010
6/16/2008
3/14/2067

e
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CURRENT DUKE ENERGY KENTUCKY, INC. VICE PRESIDENTS AND ABOVE as

of 5/05/2011
Appointed Entity Tvpe Date First Elected
Vice President, Business
Adams, Susie C. Support 5/7/2008
Butler, Keith Gerard Senior Vice President, Tax 3/14/2007

Senior Vice President,
Einancial Planning and

Caldwell, Myron Lawing Analysis 12/7/2009
Vice President, Asset

Campbell, Russell K. Management 3/31/2010

Duji, Swati V. Chief Risk Officer 7/30/2010

De Way, Siephen Gerard Treasurer 11/15/2007

De May, Stephen Gerard Senior Vice President 3/1/2009

Vice President, Government

Finnigan, John J. and Regulatory Affairs 11/10/2008
Vice President, Federal

Gainer, James B. Regulatory Policy 3/14/2007

Ghartey-Tagoe, Kodwo Vice President, Legal 11/10/2008

Good, Lynn J. Chief Financial Officer 1/29/2010

Senior Vice President,
Construction and Major

Haviland, Richard W, Projects 2/17/2008
Jamil, Dhiaa M. Chief Generation Officer 7/2712009
Jamil, Dhiaa M. Group Executive 7/27/2009
Janson, Julia S. President 12/1/2008
Maltz, David S. Vice President 12/1/2008
Maltz, David S. Corporate Secretary 12/1/2008
NIARES, Granma WA T SRR VG PresTdent T e s Qg T e e
Manes, Gianna M. Chief Customer Officer 5/16/2010
Manly, Marc E. Group Executive 3/14/2007
Manly, Marc E. Chief Legal Officer 3/14/2007
Vice President, Gas
Mehring. James E. Operations 6/1/2010
Mohler, David W, Chief Technology Officer 3/14/2007
Mohler, David W. Senior Vice President 7/30/2010

Vice President. Foundation
Monday. Karen R. and Business Management 27172010



Mulhinax, A R.
Mullinax, A R

Newton, Paul Robert

Or'Connor, C. James

Peeler. V. Nelson

Chief Information Officer

Senior Vice President

Senior Vice President.
Strategy, Wholesale
Customers and Commodities
& Analytics

Vice President, Human
Resources

Vice President and Project
Director, Enterprise Asset
Management [nitiative

3/14/2007
31472007

12/7/2009

4/3/2006

6/29/2007
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Reising, Ronald R
Reising, Ronald R

Rocbel, John .
Rogers, James E.

Stanley, Jim L.

Svreek, Mark A.

Tyndall, William F.

Weber, Jennifer L.
Weber, Jennifer L.
Wiles, James D.
Young, Steven Keith
Young, Steven Keith

Chief Procurement Officer
Senior Vice President
Senior Vice President,
Generation Support

Chief Executive Officer

Senior Vice President, Power
Delivery

Vice President, Business
Development and Origination

Senior Vice President, Federal
Government and Regulatory
Affairs

Chief Human Resources
Officer

Senior Vice President

Vice President, Accounting
Controller

Senior Vice President

3/14/2007
1/1/2009

12/7/2009
3/14/2007

573172010

3/14/2007

/27/2009

11/10/2008
11/10/2008
6/16/2008
3/14/2007
3/14/2007
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CUURENT CINERGY CORP. VICE PRESIDENTS AND ABOVE as of 5/05/2011

Appointed Entity

Bowman, Roberta
Bromberg

Butler, Keith Gerard
Daji, Swati V.
De May, Stephen Gerard

Tvpe

Chief Sustainability Otficer
Senior Vice President, Tax
Chief Risk Officer
Treasurer

Date First Elected

11/10/2008
11/10/2008

12/7/2009
12/20/2007

De May, Stephen Gerard
Good, Lynn J.

Maltz, David S.

Manly, Marc E.

Manly, Marc E.

Mobhler, David W.
Mohler, David W.
Mullinax, A. R.
Mullinax, A. R.

Reising, Ronald R.

Reising, Ronald R
Weber, Jennifer L.

Weber, Jennifer L.
Young, Steven Keith
Young, Steven Keith

Senior Vice President
President

Corporate Secretary
Group Executive

Chief Legal Officer
Senior Vice President
Chief Technology Officer
Chief Information Officer
Senior Vice President
Senior Vice President

Chief Procurement Officer
Sentor Vice President

Chief Human Resources
Officer
Chief Financial Officer

Controller

3/1/2009
7/1/2009
12/1/2008
11/10/2008
11/10/2008
12/7/2009
11/10/2008
11/10/2008
11/10/2008
17172009

11/10/2008
11/10/2008

11/10/2008
4/3/2006
4/3/2006
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CURRENT DUKE ENERGY CORPORATION VICE PRESIDENTS AND ABOVE s of 5/05/2011

Date First

Appointed Entity Tvpe Elected
Bates, Richard B Vice President. Mergers and Acquisitions 3/1/2008
Bowmarn, Roberta Senior Vice President and Chief
Bromberg Sustainability Officer 3/1/2008

Senior Vice President, Audit Services and
Browning, Jeffery G. Chief Ethics and Compliance Officer 6/1/2010
Butler, Keith Gerard Senior Vice President, Tax 4/3/2006
Senior-Vice-President. Einancial Planning and
Caldwell, Myron Lawing Analysis 10/1/2009
Daji, Swati V. Chief Risk Officer 10/1/2009
Vice President, Global Risk Management and
Daji, Swati V. Insurance 10/1/2009
De May, Stephen Gerard Treasurer 11/15/2007
De May, Stephen Gerard Senior Vice President, Investor Relations 10/1/2009
Good, Lynn J. Chief Financial Officer 7/1/2009
Good, Lynn J, Group Executive 11/15/2007
Jamil, Dhiaa M. Group Executive and Chief Nuclear Officer 2/18/2008
Jamil, Dhiaa M. Chief Generation Officer 7/2/2009
Vice President, Legal and Assistant Corporate
Maltz, David S. Secretary 12/19/2006
Manes, Gianna M. Chief Customer Officer 5/16/2010
Manes, Gianna M. Senior Vice President 5/16/2010
Manly, Marc E. Corporate Secretary 12/1/2008
Manly, Marc E. Group Executive and Chief Legal Officer 4/3/2006
Vice President, Federal Policy and
Marshall, Beverly Kaye Government Affairs 4/3/2006
Mobhler, David W. Chief Technology Ofticer 4/3/2006
Mohler, David W. Senior Vice President 9/1/2009
oo Senior Viee President and Chief Information L
Mullinax, A.R. ~ Officer 4/3/2006
Senior Vice President, Supply Chain and
Reising, Ronald R. Chief Procurement Officer 12/19/2006
Vice President, Legal and Assistant Corporate
Ringel, Robert J. Secretary 12/19/2006
Rogers, James E. Chatirman 17272007



Rogers. James E.
Stowell, John L.
Trent, B. Keith
Trent. B. Keith
Tyndall, William F.

Weber, Jennifer L.
Young, Steven Keith

President and Chief Executive Officer
Vice President. Environmental Health and
Safety Policy

Group Executive

President, Commercial Businesses

Senior Vice President, Federal Government
and Regulatory Affairs

Group Executive, Human Resources and
Corporate Relations

Senior Vice President and Controller

Case No. 2011-124
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4/3/2006
12/19/2006
4/3/2006
7/2/2009
4/1/2009

17172011
4/3/2006







Duke Energy Kentucky

Case No. 2011-124

Stall First Set Data Requests
Date Received: April 28, 2011

STAFF-DR-01-028

REQUEST:

Provide all post-merger anticipated changes to the oreanizational __charts provides in

response to the preceding request. Also indicate where one person is anticipated to
occupy two or more positions within the same entitiy or across multiple entities.

RESPONSE:
See Staff-DR-01-028 Attachment

PERSON RESPONSIBLE: Legal
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Top Tier Leaders of the Combined Company

Jim Rogers

Executive Chairman 18 Member Board of Directors

%&’e’ﬁ’y‘ &:2 Progress Energy Creating the Leading U.S. Utility ~ January 10, 2011
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Additional information and Where To Find it

This docurment does not constitute an offer to sell or the solicitetion of an offer to buy any securities or a solicitation of any vote or approval nor shall there be any sale of
secuiities in any jurisdiction in which such offer, solicitation or sale would be unlawiul prior (o registration or qualification under the securities laws of any such jurisdiction in
connection with the proposed merger between Duke Energy and Progress Energy, Duke Energy will file with the SEC a Registration Statement on Form S-4 that will include
ajoint proxy statement of Duke Energy and Progress Energy that also constitutes a prospsetus of Duke Energy Duke Energy and Progress Energy will deliver the joint
proxy statement/orospectus to their respective shareholders. Duke Energy and Progress Energy urge investors and shareholders to read the joint proxy
statementiprospectus regarding the proposed merger when it becomes available, as well as other documents filed with the SEC, because they will contain
important information. You may obtain copies of all documents filed with the SEC regarding this transaction, free of charge, at the SEC's website {www.sec goy). You
may also obtain these documents, free of charge, from Duke Energy’s website (www. duke-snsrqy.com) under the heading “Investors™ and then under the heading
“Financials/SEC Filings ” You may also obtain these documents, free of charge. from Progress' website (www oroaress-sneray.com) under the tab "Investors™ and then
under the heading *SEC Filings "

P,

Duke Energy, Progress Energy, and their respective directors, executive officers and certain other members of management and employees may be soliciing proxies from
Duke Energy and Progress Energy sharehoiders in favor of the merger and related matters information regarding the persons who may, under the rules of the SEC, be
deemed participants in the solicitation of Duke Energy and Progress Energy shareholders in connection with the proposed merger will be set forth in the joint proxy
statementfprospectus when it is filed with the SEC. You can find information about Duke Energy's executive officers and directors in its definitive proxy statement filed with
the SEC on March 22, 2010 You can find information about Progress Energy's executive officers and directors in its definitive proxy statement filed with the SEC on March
31, 2010 Additional information about Duke Energy’s executive officers and directors and Progress Energy's executive officers and directors can be found in the above-
referenced Registration Statement on Form S-4 when it becomes available. You can obtain free copies of these documents from Duke Energy and Progress Energy using
the contact information above

%%. g’g Pregress Energy 2 Creating the Leading U.S. Utility - January 10, 2011



