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KRS 278.180 30 days’ notice of rates to PSC. James P. Henning

807 KAR 5:001 The original and 10 copies of application plus James P. Henning
Section 7(1) copy for anyone named as interested party.
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807 KAR 5:001 {a) Amount and kinds of stock authorized. John L. Sullivan, I}
Section 12(2) (b) Amount and kinds of stock issued and
outstanding.

(¢) Terms of preference of preferred stock
whether cumulative or participating, or on
dividends or assets or otherwise.

(d) Brief description of each mortgage on
property of applicant, giving date of execution,
name of mortgagor, name of mortgagee, or trustee,
amount of indebtedness authorized to be secured
thereby, and the amount of indebtedness actually
secured, together with any sinking fund
provisions.

(e) Amount of bonds authorized, and amount
issued, giving the'name of the public utility which
1 issued thie same, describing each class separately,
‘and giving date of issue, face value, rate of
‘interest, date of maturity and how secured,
together with amount of interest paid thereon
duriiig the last fiscal year.

(f) Edch nofe outstanding, giving date of
| issue, amount, date of maturity, rate of interest, in
whose favor, together with amount of interest paid
thereon during the last fiscal year.

(g) Other indebtedness, giving same by
classes and describing security, if any, with a brief
statermnent of the devolution or assumption of any
portion of such indebtedness upon or by persen or
corporation if the original liability has been
transferred, together with amount of interest paid
thereon during the last fiscal year,

(h) Rate and amount of dividends paid during
the five (5) previous fiscal years, and the amount
of capital stock on which dividends were paid each
year.

1 4 807 KAR 5:001 Detailed income staternent and balance sheet. David L. Doss
Section 12(2)(i)

1 5 807 KAR 5:001 Full name, mailing address, and electronic mail James P. Henning
Section 14(1) address of applicant and reference to the particular
provision of law requiring PSC approval.




Forecasted Test Period Filing Requirements

Duke Energy Kentucky, Inc.
Case No. 2017-00321

Table of Contents
Vol, | Tab Filing Desecription Sponsoring
H # Requirement Witness
1 6 | 807 KAR 5:001 If a corporation, the applicant shall identify in the James P, Henning
Section 14(2) application the state in which it is incorporated and
the date of its incorporation, attest that it is
currently in good standing in the state in which it
is incorporated, and, if it is not a Kentucky
corporation, state if it is authorized to transact
business in Kentucky.
1 7 807 KAR 5:001 If a limited liability company, the applicant shall James P. Henning
Section 14(3) identify in the application the state in which it is
organized and the date on which it was organized,
attest that it s in good standing in the state in
which it is organized, and, if it is not a Kentucky
limited liability company, state if it is authorized ,
to transact business in Kentucky.
1 8 807 KAR 5:001 If the applicant is a limited partnership, a certified James P. Henning
Section 14(4) copy of its limited partnership agreement and all
amendments, if any, shall be annexed to the
application, or a written statement attesting that its
partnership agreement and all amendments have
been filed with the commission in a prior
proceeding and referencing the case number of the
prior proceeding.
1 9 807 KAR 5:001 Reason adjustment is required, James P. Henning
Section 16 William Don Wathen, .
(1(b)(1)
1 10 | 807 KAR 5:001 Certified copy of certificate of assumed name James P. Henning
Section 16 required by KRS 365.015 or statement that
(1)(b)(2) certificate not necessary.
1 11 [ 807 KAR 5:001 New or revised tariff sheets, if applicable in a Bruce L. Sailers
Section 16 format that complies with 807 KAR 5:011 with an
(D(B)(3) effective date not less than thirty (30) days from
the date the application is filed
1 12 | 807 KAR 5:001 Proposed tariff changes shown by present and Bruce L. Sailers
Section 16 proposed tariffs in comparative form or by
(Mb)(4) indicating additions in italics or by underscoring
and striking over deletions in current tariff.
1 13 | 807 KAR 5:001 A statement that notice has been given in James P. Henning
Section 16 compliance with Section 17 of this administrative
{(D)(BY5) regulation with a copy of the notice.
1 14 | 807 KAR 5:001 If gross annual revenues exceed $5,000,000, James P. Henning
Section 16(2) written notice of intent filed at least 30 days, but
not more than 60 days prior to application. Notice
shall state whether application will be supported
by historical or fully forecasted test period.
1 15 | 807 KAR 5:001 Notice given pursuant to Section 17 of this James P. Henning

Section 16(3)

administrative regulation shall satisfy the
requirements of 807 KAR 5:051, Section 2.




Section 16(7)(e)

charge of Kentucky operations providing:

1. That forecast is reasonable, reliable, made in
good faith and that all basic assumptions used
have been identified and justified; and

2. That forecast contains same assumptions and
methodologies used in forecast prepared for use
by management, or an identification and
explanation for any differences; and

3. That productivity and efficiency gains are
included in the forecast.

16 | 807 KAR 5:001 The financial data for the forecasted period shall Robert H. Pratt
Section 16(6)(a) be presented in the form of pro forma adjustments
to the base period.
17 | 807 KAR 5:001 Forecasted adjustments shall be limited to the Sarah'E. Lawler
Section 16(6)(b) | twelve (12) months immediately following the Cynthia S. Lee
suspension period. Robert H. Pratt
18 | 807 KAR 5:001 Capitalization and net investment rate base shall Sarah E. Lawler
Section 16(6){c) be based on a thirteen (13) month average for the
forecasted period.
19 | 807 KAR 5:001 After an application based on a forecasted test Robert H. Pratt
Section 16(6)(d) | period is filed, there shall be no revisions to the
forecast, except for the correction of mathematical
errors, unless the revisions reflect statutory or
regulatory enactments that could not, with
reasonable diligence, have been included in the
forecast on the date it was filed. There shall be no
revisions filed within thirty (30) days of a
scheduled hearing on the rate application.
20 | 807 KAR 5:001 The commission may require the utility to prepare Robert H. Pratt
Section 16(6)(e) an alternative forecast based on a reasonable
number of changes in the variables, assumptions,
and other factors used as the basis for the utility's
forecast.
21 ] 807 KAR 35:001 The utility shall provide a reconciliation of the rate Sarah E. Lawler
Section 16(6)(f) base and capital used to determine its revenue
requirements.
22 | 807 KAR 5:001 Prepared testimony of each witness supporting its All Witnesses
Section 16(7)(a) application including testimony from chief officer
in charge of Kentucky operations on the existing
programs to achieve improvements in efficiency
and productivity, including an explanation of the
purpose of the program.
23 | 807 KAR 5:001 Most recent capital construction budget containing Robert H. Pratt
Section 16(7){(b) | at minimum 3 year forecast of construction Joseph A. Miller
expenditures. Anthony J. Platz
24 | 807 KAR 35:001 Complete description, which may be in prefiled Robert H. Pratt
Section 16(7)(c) testimony form, of all factors used to prepare
forecast period. All econometric models,
variables, assumptions, escalation factors,
contingency provisions, and changes in activity
levels shall be quantified, explained, and properly
supported.
25 { 807 KAR 5:001 Annual and monthly budget for the 12 months Robert H. Pratt
Section 16(7)(d) | preceding filing date, base period and forecasted
. period.
26 | 807 KAR 5:001 Attestation signed by utility’s chief officer in James P. Hemning




27

807 KAR 5:001
Section 16(7)(f)

For each major construction project constituting

5% or more of annual construction budget within 3

year forecast, following information shall be filed:

1. Date project began or estimated starting date;

2. Estimated completion date;

3. Total estimated cost of construction by year
exclusive and inclusive of Allowance for Funds
Used During construction (“AFUDC”) or
Interest During construction Credit; and

4. Most recent available total costs incurred
exclusive and inclusive of AFUDC or Interest
During Construction Credit.

Robert H, Pratt
Joseph A. Miller
Anthony J. Platz

28

807 KAR 5:001
Section 16(7)(g)

For all construction projects constituting less than
5% of annual construction budget within 3 year
forecast, file aggregate of information requested in
paragraph (f) 3 and 4 of this subsection.

Robert H, Pratt
Joseph A. Miller
Anthony J. Platz

29

807 KAR 5:001
Section 16(7)(h)

Financial forecast for each of 3 forecasted years

included in capital construction budget supported

by underlying assumptions made-in projecting

results of operations and including the following

information:

1. Operating income statement {exclusive of
dividends per share or eamings per share);

2. Balance sheet;

3. Statement of cash flows;

4. Revenue requirements necessary to support the
forecasted rate of return;

5. Load forecast including energy and demand
(electric);

6. Access line forecast (telephone);

7. Mix of generation (electric);

8. Mix of gas supply (gas);

9. Employee level;

10.Labor cost changes;

11.Capital structure requirements;

12.Rate base;

13.Gallons of water projected to be sold {water);

14.Customer forecast (gas, water);

15.MCF sales forecasts (gas);

16.Toll and access forecast of number of calls and
number of minutes (telephone); and

17.A detailed explanation of any other information
provided.

Robert H, Pratt
John Verderame
John L. Sullivan, III
Benjamin Passty

30

807 KAR 5:001
Section 16(7)(i)

Most recent FERC or FCC audit reports.

David L. Doss

31

807 KAR 5:001
Section 16(7)(j)

Prospectuses of most recent stock or bond
offerings.

John L. Sullivan, IT]

32

807 KAR 5:001
Section 16(7)(k)

Most recent FERC Form 1 (electric), FERC Form
2 (gas), or PSC Form T (telephone).

David L. Doss

33

807 KAR 5:001
Section 16(7)(I)

Annual report to shareholders or members and
statistical supplements for the most recent 2 years
_prior to application filing date,

John L. Sullivan, II]

34

807 KAR 5:001
Section 16(7)(m)

Current chart of accounts if more detailed than
Uniform System of Accounts charts.

David L. Doss

35

807 KAR 5:001
Section 16(7)(n)

Latest 12 months of the monthly managerial
reports providing financial results of operations in

comparison to forecast.

David L. Doss




36

807 KAR 5:001
Section 16(7)0)

Complete monthly budget variance reports, with
narrative explanations, for the 12 months prior to
base period, each month of base period, and
subsequent months, as available.

David L. Doss
Robert H. Pratt

6-8

37

807 KAR 5:001
Section 16(7}(p)

SEC’s annual report for most recent 2 years, Form
10-Ks and any Form 8-Ks issued during prior 2
years and any Form 10-Qs issued during past 6
quarters.

David L. Doss

38

307 KAR 5:001
Section 16(7)(q)

Independent auditor’s annual opinjon report, with
any written communication which indicates the
existence of a material weakness in internal
controls,

David L. Doss

39

807 KAR 5:001
Section 16(7)(r)

Quarterly reports to the stockholders for the most
recent 5 quarters.

John L. Sullivan

40

807 KAR 5:001
Section 16(7)(s)

Summary of latest depreciation study with
schedules itemized by major plant accounts,
except that telecommunications utilities adopting
PSC’s average depreciation rates shall identify
current and base period depreciation rates used by
major plant accounts. If information has been
filed in another PSC case, refer to that case’s
number and style.

John J, Spanos

41

807 KAR 5:001
Section 16(7)(t)

List all commercial or in-house computer

software, programs, and models used to develop
schedules and work papers associated with
application. Include each software, program, or
model; its use; identify the supplier of each; briefly
describe software, program, or model;
specifications for computer hardware and
operating system required fo run program

Sarah E. Lawler

42

807 KAR 5:001
Section 16(7)(u})

If utility had any amounts charged or allocated to
it by affiliate or genera] or home office or paid any
monies to affiliate or general or home office
during the base period or during previous 3
calendar years, file:

1. Detailed description of method of calculation
and amounts allocated or charged to utility by
affiliate or general or home office for each
allocation or payment;

2. method and amounts allocated during base
period and method and estimated amounts to be
allocated during forecasted test period;

3. Explain how allocator for both base and
forecasted test period was determined; and

4. All facts relied upon, including other regulatory
approval, to demonstrate that each amount
charged, allocated or paid during base period is
reasonable.

Jeffrey R. Setser

10

43

807 KAR 5:001
Section 16(7)(v)

If gas, electric or water utifity with annual gross
revenues greater than $5,000,000, cost of service
study based on methodology generally accepted in
industry and based on current and reliable data
from single time period.

James E. Ziclkowski




i1

44

807 KAR 5:001
Section 16{7)(w)

Local exchange carriers with fewer than 50,000
access lines need not file cost of service studies,
except as specifically directed by PSC. Local
exchange carriers with more than 50,000 access
lines shall file:
1. Jurisdictional separations study consistent with
Part 36 of the FCC’s rules and regulations; and
2. Service specific cost studies supporting pricing
of services generating annual revenue greater
than $1,000,000 except local exchange access:
a.  Based on current and reliable data from
single time period; and
b.  Using generally recognized fully
allocated, embedded, or incremental cost
principles.

N/A

11

45

807 KAR 5:001
Section 16(8)(a)

Jurisdictional financial summary for both base and
forecasted periods detailing how utility derived
amount of requested revenue increase.

Sarah E. Lawler

11

46

807 KAR 5:001
Section 16(8)(b)

Jurisdictional rate base summary for both base and
forecasted periods with supporting schedules
which include detailed analyses of each
component of the rate base.

Sarah E. Lawler
Cynthia S. Lee
Robert H. Pratt
Lisa M., Belluci
James E. Ziolkowski
David L. Doss

11

47

807 KAR 5:001
Section 16(8)(c)

Jurisdictional operating income summary for both
base and forecasted periods with supporting
schedules which provide breakdowns by major
account group and by individual account.

Sarah E. Lawler

11

48

807 KAR 5:001
Section 16(8}(d)

Summary of jurisdictional adjustments to
operating income by major account with
supporting schedules for individual adjustments
and jurisdictional factors.

Sarah E. Lawler

Cynthia S. Lee

Robert H. Pratt
James E. Ziolkowski

13

49

807 KAR 5:001
Section 16{8)(e)

Jurisdictional federal and state income tax
summary for both base and forecasted periods with
all supporting schedules of the various components
of jurisdictional income taxes.

Lisa M. Bellucei

11

50

807 KAR 5:001
Section 16(8)(f)

Summary schedules for both base and forecasted
periods (utility may also provide summary
segregating items it proposes to recover in rates) of
organization membership dues; initiation fees;
expenditures for country club; charitable
contributions; marketing, sales, and advertising;
professional services; civic and political activities;
employee parties and outings; employee gifts; and
rate cases.

Sarah E. Lawler

11

51

807 KAR 5:001
Section 16(8)(g)

Analyses of payroll costs including schedules for
wages and salaries, employee benefits, payroll
taxes, straight time and overtime hours, and
executive compensation by title.

Sarah E. Lawler
Tom Silinski

11

52

807 KAR 5:001
Section 16(8)(h)

Computation of gross revenue conversion factor
for forecasted period,

Sarah E. Lawler

11

53

307 KAR 5:001
Section 16(8)(i)

Comparative income statements (exclusive of
dividends per share or eamings per share), revenue
statistics and sales statistics for 5 calendar years
prior to application filing date, base period,
forecasted period, and 2 calendar years beyond
forecast period.

David L. Doss
Robert H. Pratt




11 54 | 807 KAR 5:001 Cost of capital summary for both base and John L. Sullivan, 111
Section 16(8)(j) forecasted periods with supporting schedules
providing details on each component of the capital
structure.
11 55 | 807 KAR 5:001 Comparative financial data and earnings measures Cynthia S. Lee
Section 16(8)(k) for the 10 most recent calendar years, base period, Robert H. Pratt
and forecast period. John L. Sullivan
David L. Doss
11 56 {807 KAR 5:001 Narrative description and explanation of all Bruce L. Sailers
Section 16(8)(1} | proposed tariff changes.
11 57 1| 807 KAR 5:001 Revenue summary for both base and forecasted Bruce L. Sailers
Section 16(8)(m) | periods with supporting schedules which provide
detailed billing analyses for all customer classes.
11 58 | 807 KAR 5:001 Typical bill comparison under present and Bruce L. Sailers
Section 16(8)(n) | proposed rates for all customer classes.
11 59 | 807 KAR 5:001 Request for waivers from the requirements of this Legal
Section 16(10) section shall include the specific reasons for the
request. The commission shall grant the request
. upon good cause shown by the utility.
11 60 | 807 KAR 5:001 (1) Public postings. James P. Henning
Section (17)(1) (2) A utility shall post at its place of business a

copy of the notice no later than the date the
application is submitted to the commission.

(b) A utility that maintains a Web site shall,
within five (5) business days of the date the
application is submitted to the commission, post
on its Web sites:

1. A copy of the public notice; and

2. A hyperlink to the location on the
commission’s Web site where the case documents
are available,

(c) The information required in paragraphs (a)
and (b) of this subsection shall not be removed
until the commission issues a final decision on the

_application.




11

61

807 KAR 5:001
Section 17(2)

(2) Customer Notice.

{(2) If a utility has twenty (20) or fewer
customers, the utility shall mail a written notice to
each customer no later than the date on which the
application is submitted to the commission.

(b) If a utility has more than twenty (20)
customers, it shall provide notice by:

1. Including notice with customer bills mailed
no later than the date the application is submitted
to the commission;

2. Mailing a written notice to each customer no
later than the date the application is submitted to
the commission;

3. Publishing notice once a week for three (3)
consecutive weeks in a prominent manner in a
newspaper of general circulation in the utility's
service area, the first publication to be made no
later than the date the application is submitted to
the commission; or

4. Publishing notice in a trade publication or
newsletier delivered to all customers no later than
the date the application is submitted to the
comimission.

(c) A utility that provides service in more than
one (1) county may use a combination of the
notice methods listed in paragraph (b) of this
subsection.

James P. Henning

11

62

807 KAR 5:001
Section 17(3)

(3) Proof of Notice. A utility shall file with the
commission no later than forty-five (45) days from
the date the application was initially submitted to
the commission:

(a) If notice is mailed to its customers, an
affidavit from an authorized representative of the
utility verifying the contents of the notice, that
notice was mailed to all customers, and the date of
the mailing;

{b) If notice is published in a newspaper of
general circulation in the utility’s service area, an
affidavit from the publisher verifying the contents
of the notice, that the notice was published, and
the dates of the notice’s publication; or

{c) If notice is published in a trade publication
or newsletter delivered to all customers, an
affidavit from an authorized representative of the
utility verifying the contents of the notice, the
mailing of the trade publication or newsletier, that
notice was included in the publication or
newsletter, and the date of mailing.

James P. Hemning




11

63

807 KAR 5:001
Section 17(4)

(4) Notice Content. Each notice issued in accordance
with this section shall contain:

(a) The proposed effective date and the date the
proposed rates are expected to be filed with the
commission;

(b) The present rates and proposed rates for each
customer classification to which the proposed rates
will apply;

(c} The amount of the change requested in both
dollar amounts and percentage change for each
customer classification to which the proposed rates
will apply;

(d) The amount of the average usage and the
effect upon the average bill for each customer
classification to which the proposed rates will apply,
except for local exchange companies, which shall
include the effect upon the average bill for each
customer classification for the proposed rate change
in basic local service;

(e) A statement that a person may examine this
application at the offices of (utility name) Jocated at
{utility address);

(f) A statement that a person may examine this
application at the commission’s offices located at 211
Sower Boulevard, Frankfort, Kentucky, Monday
through Friday, 8:00 a.m. to 4:30 p.m., or through the
commission’s Web site at http:/psc.ky.gov;

(g) A statement that comments regarding the
application may be submitted to the Public Service
Commission through its Web site or by mail to Public
Service Commission, Post Office Box 6185, Frankfort,
Kentucky 40602;

(h) A statement that the rates contained in this
notice are the rates proposed by (utility name) but
that the Public Service Commission may order rates
to be charged that differ from the proposed rates
contained in this notice;

(i) A statement that a person may submit a timely
written request for intervention to the Public Service
Commission, Post Office Box 615, Frankfort,
Kentucky 40602, establishing the grounds for the
request including the status and interest of the party;
and

(i) A statement that if the commission does not
receive a written request for intervention within thirty
(30) days of initial publication or mailing of the
notice, the commission may take final action on the
application.

Bruce L. Sailers

11

64

807 KAR 5:001
Section 17(5)

(5) Abbreviated form of notice. Upon written
request, the commission may grant a utility
permission to use an abbreviated form of
published notice of the proposed rates, provided
the notice includes a coupon that may be used to
obtain all the required information.

N/A

12

807 KAR 5:001
Section 16(8)(a)
through (k)

Schedule Book (Schedules A-K)

Various

I3

807 KAR 5:001
Section 16(8)(1}
through (n)

Schedule Book (Schedules L-N)

Bruce L. Sailers




14 - Work papers Various

15 807 KAR 5:001 Testimeony (Volume 1 of 6) Various
Section 16(7}a)

16 807 KAR 5:001 Testimony (Volume 2 of 6) Various
Section 16(7)(a)

17 807 KAR 5:001 Testimony (Volume 3 of 6) Various
Section 16(7)(a)

18 807 KAR 5:001 Testimony {Volume 4 of 6) Various
Section 16(7)(a)

19 807 KAR 5:001 Testimony (Volume 5 of 6) Various
Section 16(7)(a)

20 807 KAR 5:001 Testimony {Volume 6 of 6) Various
Section 16(7)(a)

20 KRS 278.2205(6) | Cost Allocation Manual Legal

-10 -
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Bringing the future to light.

A= DUKE
“&° ENERGY.

2015 ANNUAL REPORT AND FORM 10-K



. ' KyPSC Case No. 2017-00321 .
FR 16(7)(1) Attachment - Annual Report 2016 * .
_ S Page2 of 258 - -

Our annual report enters the digital age.
We are driving innavation in everything we do, including how we connect
with our shareholders and customers. That's why next year we'll deliver a

new, interactive digftal format of the annual report —~ and why this 2016
report will be the last printed in its current format.

ihBuke CINERGY, %8 Progress Energy
i ¥y —— CORET €PaL - I







KyPSC Case No. 2017-00321
Attachment - Annual Report 2016
I Page 4 of 258

Lyni g, Good 7 Chalrman, President and Chief Exaeutive Officer

Dear Stakeholders:

Customer demand, market forces, policy choices and more are challenging our industry as never before,
The companies that succeed in this dynamic environment are those that anticipate and adapt.

I am pleased to say Duke Energy is leading the way.

in the past year, we completed our multiyear portfolio transition, lowering our business risk to provide
shareholders with more consistent earnings and cash flow growth. We sold our assets in Latin America and
completed our acquisition of Piedmont Natural Gas, a premier natural gas company that will give us critical
mass in this growing sector. As a result, Duke Energy now operates almost exclusively in stable, predictable
regulated businesses.

As we transitioned, our long-term strategy continued to guide our company forward. Last year, we improved
our industry-leading safety performance. We responsibly managed costs out of the business while keeping
our growth capital plan on track. We also delivered financial results at the high end of our projections and
continued to pay our dividend, now going on 91 consecutive years.

2016 was a pivotal year. It represented the culmination of work underway since 2013 to transform the
company. Today's Duke Energy now stands as a leading, regulated electric and natural gas infrastructure
business. Cur success in driving this transformation, while also delivering solid financial results, gives us
great confidence about the future,

In this letter, we outline last year’s accomplishments and share our vision for where we want to take
Duke Energy. As you will see, we have an ambitious, achievable strategy focused on modernizing our
energy grid, generating cleaner energy and building our naturai gas infrastructure — all while providing
customers with the service they value.

This is our path forward. With a clear strategy and a focus on delivering value to customers, our future
is bright.

5 1% DUKE ENERGY



Our Financial Highlights®
{In millions, excent per-share amounts and ratics) 2016
Cperating Results

Total operating revenues $22,743

Income from continuing operations $2,578
Net income $2,170
Cash Flow Data _
Net cash provided by operating activities '$6,798
Common Stock Data
Shares of common stock outstanding
Year-end 700
Weighted average — basic and diluted 691
Reported diluted earnings per share (GAAP) $3.11
Adjusted diluted earnings per share (Non-GAAP) $4.69
Dividends declared per share $3.36
Balance Sheet Data _
Total assets $132,761
Long-term debt including capital leases, less current maturities  $45,576
Total Duke Energy Corporation stockholders' equity : $41,033

Dividends Declared
Per Share (s doars!

Earnings Per Share
indollass) M Reporled Difuled %= Adjusted Diluted

KyPSC Case No. 2017-00321
FR 16(7)(I) Attachment - Annual Report 2016

2015°

$22,371

$2,654
$2,831

$6,676

- 688

694

- $4.05
$4.54
- $3.24

$121,156
$36,842
$39,727

2014

$22,509
$2,538
$1,889

$6,586

707
707
$2.66
$4.55
$3.15

$120,557
$36,075
$40,875

Page 5 of 258

Capital and Investment
Expenditures s i bilions)

20:4 2015 2016 2015

2014

2015

2014

2015

2016

“Significant kanzactions etieeted in the results above inslude: i? the sale of the Internationat Dispusat Group in 2046, inchufing a oss on sale recorded within dissentinued cperations
{xn8 Hote 2 1o tha Consolidated Financial Statements, “Aoquisitions and Bispositions "} (i) ha acquisition of Piadment in 2015, meluding losses oo inferast rate swaps related to the

aegisition financing (see Nete 2); (i) 2014 impainment of the Midwest Dispasal Group fee Houte 21; Gv) 2014 inerermenlal tax expanse iesulting from the decision to repatriate 2l

rumulative historical undistibuled foreign sarnings (see Mate 22, “lagome Taas™); {0 2014 ingrease in the Irigalion ressrvo refated 1o e sriming! investigation of the Dan River

aal ash release {see Note 5, "Commitments and Contingencies™); and i} costs W achicve mergers in 26106, 2015 and 2014,
*Prior year da10 has been recast to reflset e classification of the Intematicnal Disposal Groug as discontmued aparalians,

2016 ANNUAL REPORT /7 7



Delivering Financial Results

In 2016, we produced strong financial results.
We delivered adjusted diluted earnings per
share of $4.69, which was at the high end of
our guidance range. These results were driven
by our outstanding safety and operational
performance, continued cost discipline and
successful deployment of growth capital
consistent with our strategy.

We understand we represent a solid, long-term
holding for our investors. Foundational to this

is the strength of our dividend, This year will
mark the 91st consecutive year we have paid a
quarterly dividend, and we expect to maintain our
annual dividend growth at a rate consistent with
our earnings growth. This is a tradition we are
proud to continue as we return value to investors.

Our total shareholder return was 13.5 percent
in 2016, compared to negative 10.8 percent
in 2015. The utility industry outperformed the
broader market last year, despite rising interest
rates and speculation on policy and regulatory
changes impacting the energy industry.

The total shareholder return of the Philadelphia
Utility Index (UTY) was 17.4 percent in 20186,
compared to negative 6.3 percent in 2015.
Despite solid returns to investors last year, we
trailed the UTY due to the uncertainty associated
with our portfolio transition. Thanks to a great
deal of hard wark, we put that uncertainty behind
us in 2016 and are now focused on executing
our regulated growth strategy for years to come.

= &% DUKE ENERGY
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“We produced strong financial results this year, with positive
shareholder returns, solid earnings per share and successful execution
on our growth capital plan — while reducing operating costs.”

%teve Young / Executive Vice President and Chief Financial Officer

This February, we announced our 2017 adjusted
diluted earnings guidance range of $4.50 to $4.70
per share. Our five-year, annual long-term growth
rate remains 4 to 6 percent and is underpinned
by delivering strong results on our growth capital
plan, which we increased by 25 percent to $37
billien. With this five-year plan, we are focused
on meeting the changing needs of our customers
and communities, and delivering superior returns
to our investors. We will continue our cost
management efforts throughout our business,
keeping our pledge to maintain flat operating
and maintenance expenses through 2020.

We are confident in our ability to continue
delivering a reliable, growing dividend and
achievable earnings growth, providing an
attractive, risk-adjusted shareholder return for
our investors, As a capital-intensive industry,
our growth is supported by the strength of our
balance sheet, which remains a continued focus
for our company.

Executing Our Strategy

For the past several years, we have worked to
realign our business portfolio. An important step
in this process was to remove volatility from our
financial results.

Last year, we announced our intention to exit our
international business to focus on predictable,
stable earnings and cash flows, In October 2016,
we reached agreements to sell our holdings

in Brazil to China Three Gorges Corporation
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Anthony Alston and James Mendenhall / Solar Technicians, Dogwood Solar Site

for approximately $1.2 billion, and sell our Modernizing the energy grid
remaining Latin American assets to | Squared
Capital for approximately $1.2 billion. These
transactions were complex undertakings and

our team worked to complete them ahead of

schedule, closing both in December 2016.

In this era of transformation, the demands on
our system have never been greater. Robust
investment to modernize our energy grid is
essential to providing greater flexibility, better
reliability and more products and services for

The cash proceeds, approximately $1.9 billion, our customers.

were used to reduce Duke Energy holding

company debt and support our balance sheet. Our transmission and distribution system is
the largest in the nation, when measured in

With our transition complete, our vision for line miles. The scale of this system requires

where we want to take Duke Energy is clear. consistent investment, and we have a 10-year,

We're focused on modernizing our energy grid, $25 billion plan to modernize the energy grid.

generating cleaner energy and building our Our initial grid investment plan focuses on

enhancing basic service offerings with smart
meters and communications technologies,
increasing power quality and improving reliability.
These investments will also support more
distributed energy resources on our system

and make the grid more resilient to storms and
cybersecurity threats.

natural gas infrastructure. And we will build

on our foundation of customer satisfaction and
stakeholder engagement. Everything we do
begins with customer service and we understand
that working with our stakeholders is critical to
our success.

We see great opportunities ahead as we Smart meters help us meet the changing needs
continue invesiing in infrastructure our of our customers who want more choice and
customers value and delivering sustainable control over their energy usage, while giving
growth for our investors. us the ability to manage the grid more efficiently.

“Uniting Duke Energy and Piedmont establishes scale for our natural gas
platform that will provide strong growth opportunities for years to come.”

Frank Yoho / Executive Vice President — Natural Gas Business

2016 ANNUAL REPORT /4 /
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“We're constantly challenging ourselves to mest and exceed

We began deployment in the Midwest in 2009,
have moved to the Carolinas and we have plans
to deploy in Florida over the next several years.

Already, our initial grid investments saved millions
by automating manual processes and reducing
the number of trips to start and stop service for
customers. These investments have also allowed
us to save over 50 million outage minutes for
customers in 2016, a two-fold increase from
2015. As we modernize our grid, we expect to
reduce our outage frequency and duration rates
by 50 percent over the next 10 years.

OGenarating cleaner energy

Investing in cleaner, natural gas generation and
renewables helps us move toward a low-carbon
future. Our focus on generating cleaner energy,

along with the retirement of more than 40 older
coal units, has led to a 29 percent reduction in
our carbon dioxide emissions since 2005.

Last year, we made progress on our major natural
gas-fired generation projects. That included

our Western Carolinas Modernization project in
Asheville, North Carolina, the Lee combined-
cycle facility in South Carolina and our Citrus
County plant in Florida. These projects continue
to move forward as planned, remaining on time
and on budget.

Natural gas investments complement our
continued focus on expanding our renewable
portfolio. Last year, Duke Energy Renewables, our
commercial business unit, added 550 megawatts

%% DUKE ENERGY

customers' expectations by enhancing our technologies to
deiiver smarter, more advanced solutions.”

Boug Esamann / Executive Vice President — Energy Solutions

and President — Midwest and Florida Regions

— 400 megawatts of wind and 150 megawatts of
solar. Our growing portfolio now includes 21 wind
projects and 63 solar facilities across 14 states.

In our regulated service territoties, we connected
over OO megawatts of renewables to our
systems. In 2016, we received approval for

our Crane naval station solar plant in Indiana,
announced two new solar projects in Florida as
well as two projects totaling 75 megawatts in our
Duke Energy Carolinas service territory.

Our commercial investments — more than $5
biltion over the past 10 years — plus our regulated
renewables footprint have positioned us as a top
five renewables company in the country with over
3,000 combined megawatts.

Our investment plan will continue to advance
that position. In the next decade, we will invest
$11 billion on new, highly efficient natural gas
generation and cleaner renewable energy sources.
These renewable energy sources include hydro,
wind and solar projects. With these investments,
and our carbon-free nuclear generation, by 2026,
we will reduce carbon emissions by 35 percent
from our 2005 levels.

Butlding our natural gas infrastructure
tt takes an extensive, resilient distribution
network to deliver the benefits of natural gas,

and we have made significant progress in
building that infrastructure.



In October 2016, we completed our $4.9 biltion
acquisition of Piedmont Natural Gas. Uniting
Duke Energy and Piedmont created scale for

our natural gas platform that will provide strong
growth opportunities for years to come. With

this acquisition, we now operate a five-state
natural gas distribution business and have sizable
investments in midstream natural gas pipelines.
We now rank second nationally for natural gas
consumption across our electric utilities and local
distribution companies.

We are excited about our growing midstream
business as we invest in the Atlantic Coast,
Sabal Trail and Constitution pipelines. This
infrastructure will bring much needed natural
gas supplies to the eastern United States,
spurring economic growth and helping us grow
our customer base in the Southeast.

Natural gas will play a major rale in our
company’s continued growth. We plan to double
the contribution of our natural gas infrastructure
business, accounting for 15 percent of our
portfalio in the next 10 years.

KyPSC Case No. 2017-00321
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“We continue to engage and develop relationships with stakeholders,
as we recognize the important role they play in our ability to deliver
on our strategy.”

lulie fanson / Executive Vice Prestdent, Chief Legal Officer and Corporate Secretary

Transforming the customer experience

As customer expectations continue to evoive, we're
enhancing our technology infrastructure to deliver
smarter, more advanced customer solutions.

During 2016, we enhanced our basic services ta
customers, including proactive outage natification
options via vaoice, email and two-way text. in
addition, customers can get predictive high bill
usage alerts, giving them greater control over
their monthly bill. Last year, we began testing a
prepayment bitling program in select regions of
South Carolina, giving customers greater choice
in how they pay their bills.

The rate of innovation, driven by our customers’
experiences with other industries, demands we
constantly challenge ourselves without sacrificing
affordable rates or reiiable service and we're
doing that at Duke Energy. The investments

we are making support our goal of moving the
company into the first quartile for customer
satisfaction and maintaining that position for
years to come.

“We believe smart investments to modernize our energy grid
are essential to providing greater flexibility, better reliability
and more products and services for our customers.”

Ligyd Yatas / Executive Yice President — Customer and Delivery
Operations and President — Carolinas Region

2015 ANNUAL REPCRT /& /
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Matt Robinsopn ¢ Lineman, Hurricane Matthew Response Team

Engaging stakeholders

We understand the important role stakeholders
play in our ability to deliver on our strategy and
meet our customers’ expectations. We continue
to engage with them, and we’re committed

to finding the right balance between safety,
reliability and affordability.

Our industry continues to transform and our
investments are changing with it. We believe
our method of recovery must adapt as well.
QOver the next 10 years, we will work with
regulators and legislators to modernize our
recovery mechanisms in all of our jurisdictions.

Maintaining Safe,
Efficient Operations

The foundation for our growth and success is our
continued operational excellence. That remains
a constant focus for our company, and it always
starts with safety. We improved on our industry-
leading performance from 2015, reducing our
total incident case rate and OSHA-reportable
employee safety incidents. In 2016, we had no
work-related fatalities.

“Safety and operational excellence are critical to our growth
and success. I'm proud to say that in 2016 we improved

upon our industry-leading performance.”

Ohidaa famll / Executive Vice President and Chief Operating Officer

7 DUKE ENERGY

Today, Duke Energy leads the industry in
employee safety and we will continue our focus
moving forward. Nothing will deter us from our
commitment to safety.

Our generation fleet met the demands of our
customers, despite a summertime record for
usage in the Carolinas. In 2016, our nuclear
fleet increased its capacity factor for the fourth
consecutive year to 95.7 percent, a new record
and the 18th consecutive year our capacity
factor was above 90 percent, Our fossil-hydro
organization afso made improvements. Our

Bad Creek hydro facility celebrated its 25th
anniversary, and we announced pfans to upgrade
the facility, adding nearly 200 megawatts of clean
generating capacity. Our Edwardsport gasified-
coal plant continued to improve its performance,
setting continuous operation records.

We maintained this performance while
responding to three natural disasters — one of
which left significant damage throughout the
Carolinas in its wake. Hurricane Matthew was

a historic storm, requiring an equally historic
response. kn the Carolinas, we set a company
record for restoring power, reducing outages from




1.4 miltion to fewer than 60,000 in five days.
We tapped resources from across our company
to support our customers. We also leveraged
our industry partnerships and communication
channels, placing over a million proactive
calls to customers and sending more than 3
million emails.

The lengths our employees went through

to support impacted communities was truly
inspiring. They showed the very best of

Duke Energy: excellence and commitment

to our customers, regardless of the conditions
or situations.

Qur commitment to operational excellence
extends to environmentat stewardship. In 2016,
we reduced reportable environmental events by
17 percent compared to 201 5. We also made
significant progress closing our coal ash basins
to help protect communities and the environment
while managing costs. For example, in North
Carclina, we safely excavated more than 5
million tons of coal ash, moving it to permanent
storage locations. In June 2016, North Carolina's
coal ash legislation was updated, giving us the
opportunity to use capping systems to safely
close many basins in place once certain near-
term projects are completed. We also pubfished
our basin closure plans across our service
territories and announced two locations

where ¢oal ash will be reprocessed for use

in concrete products.

KyPSC Case No, 2017-00321
FR 16(7)(I) Atéachment - Annual Repor¢ 2016
Page 11 of 258

“Volunteerism is an integral part of our commitment to customers. n 20186,
our employees volunteered thousands of hours of community service in
their local communities for a variety of causes and organizations.”

Melissa Anderson / Executive Vice President —
Administration and Chief Human Resaurces Officer

In addition, we exceeded the promised savings to
customers as part of our Progress Energy merger.
The dedicated efforts of our teams allowed us

to complete this important milestone - $687
million in guaranteed savings — a full year ahead
of our original commitment.

Qur foundation of safety, operational and
environmental excellence is unwavering.
Any success we achieve starts here,

Serving Our Communities

Our commitment to our customers and
communities extends beyond the services
we provide.

We are proud to be an economic engine for

the communities we call home. Last year,

Duke Energy helped attract $4.1 billion in capital
investment in our service territories, leading to
the creation of over 14,000 jobs. For the 12th
consecutive year, Duke Energy was named to Site
Selection magazine's annual list of Top Utilities in
Economic Development.

In 2016, the Duke Energy Foundation donated
more than $30 million in charitable gifts to
communities and local organizations, focusing
on early childhood literacy, science, technology,
engineering and mathematics (STEM) education,
workforce preparedness and environmental
stewardship. Our efforts helped address the
needs of our communities across our service
territories. In Indiana, our Power of Reading

2016 ANNUAL REPCRT /37



Summit brought over 400 teachers together,
focused on improving literacy and arming
teachers with new tools and tactics to
support students.

Volunteerism is also an integral part of

Duke Energy's commitment to customers.
Throughout the year, our employees volunteered
thousands of hours of community service in
their local communities for a variety of causes
and organizations.

Our sustainability efforts contribute to the vitality
of our communities. For the 11th consecutive
year, Duke Energy was named to the Dow Jones
Sustainabhility Index. Since 1999, the index has
identified top performing companies in each
sector based on various environmentai, economic
and social criteria.

We want to do what's right for our customers and
communities and our work last year shows our
long-term commitment to them.

Bringing The Future to Light

Every hour of every day, more than 25 million
people and businesses count on Duke Energy for
safe, reliable and affordable energy. The service
we provide is the lifeblood of our communities
and we have an obligation to help propel them
forward. That's an awesome responsibility.

Since | became CEOQ in 2013, | have seen that
conviction every day at Duke Energy. | see it

in the eyes of 29,000 employees who remain
dedicated to putting our customers first. Their
dedication was on full display this year as they
responded to three major storms.

This conviction was shown as we completed our
portfolio transition to put our company in the
best position for long-term growth and success.
And | saw the conviction in our company's
leadership, from our Board of Directors to our
senior leadership team, who helped chart the
right course for Duke Energy.

It's truly an honor to serve as the CEO of
this company.

+ 3% DUKE ENERGY
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Aspirations for the next deci?

s Invest $25 billion in modemizing
our energy delivery system.

s Invest $11 billion in generating
cleaner energy through natural gas
and renewables.

« Double the contribution of our
natural gas infrastructure business
to 15 percent.

= Achieve and sustain top quartile
customer satisfaction,.

= Maintain our world-class safety
standards and operational excellence.

= Modernize the reguiatory constructs
in all of our jurisdictions.

As the photos in this report show, Duke Energy
has a rich, 113-year history of serving our
customers. We've adapted to their ever-changing
needs and that now extends to this report.
Starting next year, we will create an enhanced,
digital annual report, compiementing our move
to an online annual shareholder mesting.

I'm confident today’s Duke Energy will continue
to adapt. As | travel and interact with customers,
employees and stakeholders, | am reminded of
the impact our company has on the communities
we serve — and why our transformation is so
important to so many who have a stake in

Duke Energy's success. Qur performance in 2016
only renews my confidence in our employees,

our leadership and our strategy as we continue

to bring the future to light.

. s

Lynn J. Good
Chairman, President and Chief Executive Officer

March 2, 2017



Duke Energy At A Glance

Electric Utilities and Infrastructure

Generation Dive

rsity {percent owned capacity}!

38% Natural Gas/Fuel Oil
37% Coal
18% Nuclear

#% Hydro and Solar

Generated (ner output gigawali-nours (GWh))*

35% Coal

35% Nuclear

29% Natural Gas/Fue! Oil
i% Hydro and Solar

Customar Diversity (o billed GWh sales)”

32% Residential

30% General Services
20% Industrial

15% Wholesale/Other

Electric Utilities and Infrastructure conducts operations primarily
through the regulated public utilities of Duke Energy Carolinas,
Duke Energy Progress, Duke Energy Florida, Duke Energy Indiana
and Duke Energy Ohio.

Electric Opsrations

= (Owns approximately 49,300 megawatts (MW) of
generating capacity

= Service area covers about 95,000 square miles with an
estimated population of 24 million

= Service to approximately 7.5 million residential, commercial
and industrial customers

= 268,700 miles of distribution lines and a 32,200-mile
transmission system

' As of December 31, 2016.
“For the year-ended December 31, 2016.

3Chart reflects the 3 manths for which Piedmont was owned hy Duke Energy
in 20185, and 12 months for other existing Duke Energy gas uperations.
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Natural Gas Customer Diversity

Gas Utilities and Infrastructure conducts natural gas distribution
operations primarily through the regulated public utifities of
Piedmont Natural Gas and Duke Energy Ohia.

Natural Gas Operations?

31% Power Generation

25% Residential

22% General Services

14% Wholesale/Other
%% Industrial

= Regulated natural gas transmission and distribution services to
approximately 1.6 million customers in the Carolinas, Tennessee,
southwesiern Ohio and northern Kentucky

= Maintains more than 32,900 mies of natural gas transmission
and distribution pipelines, and 26,600 miles of natural gas
service pipelines

Duke Energy Renewables

Generation Diversity (percent owned capacilyy

79% Wind
21% Solar

|
i

Duke Energy Renewables primarily acquires, devetops, builds

and operates wind and solar renewable generation throughout

the continental U.S. The portfolio includes nonregulated renewable
energy and energy storage assets.

Duke Energy Renewables, part of the Commercial Renewables
business segment, includes utility-scale wind and solar generation
assets which total 2,900 MW across 14 states from 21 wind

and 63 solar projects. The power produced from renewable
eneration is primarily sold through long-term contracts to
utilities, electric cooperatives, municipalities and commercial

and industyial customers.

As part of its growth strategy, Duke Energy Renewables has
expanded its investment portfolio through the addition of
distributed solar companies and projects, energy storage
systems and energy management solutions specifically tailored
to commercial businesses and other institutions.
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From lett £a vight. Ann Maynard Gray (Retiring at 2017 Annual Meeting of Shareholders), James B. Ryler, Ir., John H. Farsgren, Daniel R. DiMicco,
Carlos A. Saladrigas, Thomas E. Skains, Lynn J. Good, John T. Herran, E. Marie McKee, William E. Kennard, Michaeal G. Browning,
William E. Webster, Ir,, Michaei J. Angelakis, Charles W. Moorman IV and Theadore F. Craver, Jr. {Net Pictured)

Michael J. Angelakis

Chairman and Chief Executive
Officer ~ Atairos Management, L.P.

® Chair, Audit Committee

= Member, Finance and Risk
Management Committee

@ Director of Duke Energy
since 2015

Michael G. Browning

Chairman ~ Browning
Consolidated, LLC

i Independent Lead Director

# Chair, Corporate
Governance Committee

2 Member, Compensation
Committee, Finance and Risk
Management Committee

# Director of Duke Energy
since 2006

Theodore F. Craver, Jr.
Retired Chairman, President
and Chief Executive Officer ~
Edison Inteynational

@ Member, Finance and Risk
Management Committee,
Reguiatory Policy and
Operatfons Committee
Director of Duke Energy
sinee 2017

i

3
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Daniel R. DiMicco

Chairman Emerftus, Retired
President and Chief Executive
Officer -~ Nucor Corporation

= Member, Corporate
Governance Committee,
Nuclear Oversight Committee

# Director of Duke Energy
since 2007

John H. Forsgren
Retired Vice Chajrman, Executive

Vice President and Chief Financial
Officer ~ Northeast Utilities

® Chair, Finance and Risk
Management Committee

= Member, Audit Committee

# Director of Duke Energy
since 2009

Lynn J. Goed

Chairman, President and
Chief Executive Officer —
Duke Energy Corporation

@ Director of Duke Energy
since 2013

Ann Maynard Gray
Retired Vice President, ABC,

Inc. and President, Diversified
Publishing Group of ABC, Inc.

= Member, Corporate Governance
Committee, Finance and Risk
Management Commitiee

% Director of Duke Energy
since 1997

John T. Herron
Retired President, Chief Executive

Officer and Chief Nuclear Officer ~
Entergy Nuclear

& Chair, Nuclear
Oversight Committee

a Member, Regulatory Policy
and Operations Committes

= Director of Duke Energy
since 2013

James B. Hyler, Jr.

Retired Vice Chairman and Chief
Operating Officer - First Citizens
BancShares, Ine.

% Chair, Regulatory Policy
and Cperations Committee

= Member, Audit Committee

© Director of Duke Energy
since 2012

William E. Kennard

Non-Executive Chairman ~
Velocitas Partners, LLC

%  Member, Corporate Governance
Committee, Finance and Risk
Management Committee,
Regulatory Policy and
Operations Committee

% Director of Duke Energy
since 2014

E. Marie McKee

Retired Senlor Vice President —
Corning Incorporated

# Chaly, Compensation Committee
= Member, Audit Ccmmittee
= Directer of Duke Energy

since 2012

Charles W. Moorman IV

President and Chief Executive
Qificer -~ Amtrak

@ Memher, Compensation
Committes, Nuclear
Qversight Committee

= Director of Duke Energy
since 2016

Carlos A. Saladrigas
Chairman - Regls HR Group

% Member, Audit Committee,
Compensation Committee

@ Director of Duke Energy
since 2012

Thomas E. Skains
Retired Chairman, President and

Chief Executive Oificer - Piedmont
Netural Gas Company, Inc.

a Member, Nuclear Oversight
Committee, Regulatory Policy
and Cperations Committee

% Director of Duke Energy
since 2016

William E. Webster, Jr.

Retired Executive Vice President,
Industry Strategy for the Institute
of Nuclear Power Operations

@ Member, Muclear Oversight
Committee, Reguiatory Policy
and Operations Committee

# Director of Duke Energy
since 2016

2017 Duke Energy Corporation 162772 3/17
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FORWARD-LOOKING INFORMATION

This document includes forward-logking statements within the meaning
of Section 274 of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934, Forward-looking statements are hased ¢n management's
beliefs and assumptions and can often be identified by terms and phrases that
include “anticipate,” “believe,” “intend,” “estimate,” “expect,” “continue,”
"should,” “could,” “may,” “plan,” “project,” “predict,” "will,” “potential,”
“forecast,” “target,” “"guidance,” “outlook” or other similar terminelogy. Various
factors may cause actual results to be materially different than the suggested
outcomes within farward-loaking statements; accordingly, thers is no assurance
that such results will be realized. These factars include, but are not limited to:
state, federal and foreign legislative and regulatory initiatives, including costs
of compliance with existing and future environmental requirements or climate
change, as well as rulings that affect cost and investment recovery or have
an impact on rate structures or market prices; the extent and timing of costs
and liabilities to comply with federal and siate |aws, regulations and legal
requirements refated to coal ash remediation, including amounts for required
closure of certain ash impoundments, are uncertain and difficult to estimate;
the ability ta recover eligible costs, including amounts associated with coal ash
impoundment retirement abligations and costs related to significant weather
events, and to earn an adequate return on investment threugh the regulatery
process; the costs of decommissioning Crystal River Unit 3 and other nuclear
facilities could prove to be more extensive than amounts estimated and all costs
may not be fully secoverable through the regulatory process; credit ratings of
the company or its subsidiaries may be different from what is expected; costs
and effects of legal and administrative proceedings, seftlements, investigations
and claims; industrial, commercial and residential growth or decline in service
territeries or customer bases resulting from variations in customer usage
patterns, including energy efficiency efforts and use of alternative energy
sources, including self-generation and distributed generation technologies;
federal and state regulations, faws and other efforts designed to promote
and expand the use of energy efficiency measures and distributed generation
technologies, siech as private sofar and battery storage, in our service territories
could result in customers leaving the electric distribution system, excess
generation resources as well as stranded costs; advancements in technology;
additional competition in electric and natural gas markets and continued
industry consolidation; the influence of weather and other natural phenomena
on operatiens, including the economic, operational and other effects of severe
storms, hurricanes, droughts, earthquakes and tornadoes, including extreme
weather associated with climate change; the ability to successfully operate
electric generating facilities and deliver electricity to customers including
direct or indirect effects to the company resulting from an incident that
affects the U.S. electric grid or generating resources; the ability ta complete
necessary or desirable pipeline expansion ar infrastructure projects in our
natural gas husiness; operational interruptions to our natural gas distribution
and fransmission activities; the availability of adequate interstate pipeline
transportation capacity and natural gas supply; the impact on facilities and
business from a terrorist attack, cybersecurity threats, data security breaches,
and other catastraphic events such as fires, explosions, pandemic health events
or other similar occurrences; the inherent risks associated with the aperation
and potential construction of nuclear facilities, including environmental, heafth,
safety, regulatory and financial risks; the timing and extent of changes in
commedity prices, interest rates and foreign currency exchange rates and the
ability to recover such costs through the regulatory process, where appropiiate,
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and their impact on liquidity pasitions and the value of underlying assets; the
results of financing efforts, including the ability to obtain financing an favorable
terms, which can ba affected by various factors, including credit ratings, interest
rate fluctuations and general economic conditions; the credii ratings may be
different from what the company and its subsidiaries expect; declines in the
market prices of equity and fixed income securities and resultant cash funding
requiremenis for defined benefit pension plans, other post-retirement benefit
plans, and nuclear decommissioning trust funds; constructien and development
risks associated with the completion of Duke Energy and its subsidiaries’
capital investment projects, including risks related to financing, obtaining and
complying with terms af permits, meeting construction budgets and schedules,
and satisfying operating and envirenmental performance standards, as well

as the ability to recover costs from customers in a timely manner or at all;
changes in rules for regional transmission organizations, including changes

in rate designs and new and evolving capacity markets, and risks related to
obligations created by the default of other participants; the ability to control
operation and maintenance costs; the level of creditworthiness of counterparties
to transactions; employee workforce factors, including the potential inability

to attract and retain key personnel; the ability of subsidiaries to pay dividends
or distriburtions to Duke Energy Corparation helding company (the Parent);

the performance of projects undertaken by our nonsegulated businesses and
the success of efforts to invest in and develop new oppartunities; the effect

of accounting pronouncements issued periodically by accounting standard-
setting bodies; substantial revisien ta the U.S. tax code, such as changes to

the cerporate tax rate or a material change in the deductibility of interest; the
impact of potential goodwill impairments; the ability te successfully complete
future merger, acquisition or divestiture plans; and the ability to suceessfully
integrate the natural gas businesses following the acquisitian of Piedmont
Natural Gas Company, Inc. and reaiize anticipated benefits,

Additional risks and uncertainties are identified and discussed in Duke
Energy's and its subsidiaries’ reports filed with the U.S. Securities and Exchange
Commission (SEC} and available at the SEC's website at www.sec.gov, In light
of these risks, uncertainties and assumptions, the events described in the
forward-looking statements might nat occur or might occur to a different extent
or at a different fime than described. Forward-looking statements speak only
as of the date they are made; Duke Energy expressly disclaims an ebligation to
publicly update or revise any forward-looking statements, whether as a result of
new information, future events or etherwise.

NON-GAAP MEASURES

Adjusted Diluted Earnings Per Share {“EPS")
Duke Energy's 2016 Annual Report references adjusted diluted EPS
for 2016, 2015 and 2014 of $4.69, $4.54 and $4.55, respectively.
Management evaluates financial performance in part based on adjusted
diluted EPS, a non-GAAP financial measure. Adjusted diluted EPS represents
diluted EPS frem continuing aperations attributable to Duke Energy Corporation
common stockholders, adjusted for the per share impact of special items. As
discussed below, special items include certain charges and credits, which
management helieves are not indicative of Duke Energy's ongoing performance.
Management believes the presentation of adjusted diluted EPS provides
useful information to investors, as it provides them with an additional relevant
comparison of Duke Energy's performance across periods. Management uses
this non-GAAP financial measure for planning and forecasting and for reporting
resuits to the Duke Energy Board of Directors (Board of Directors), employees,



stockholders, analysts and investors. Adjusted diluted EPS is also used as a basis
for employee incentive bonuses. The mast directly comparable GAAP measure
for adjusted diluted EPS is reported diluted EPS atiributable to Duke Energy
Corporatian common stockhofders.

Spacial items included in $he periods presented include the fellowing, which
management believes do not reftect ongoing costs:

« Costs to Achieve Mergers represents charges that resuit from potential or
completed strategic acquisitions.

= (ost Savings Initiatives represents severance charges related to
companywide initiatives to standardize processes and systems, leverage
technology and workforce eptimization,

* Commercial Renawables Imgairment and Asset Impairment represent
other-than-temporary impairments.
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Coal Ash Plea Agreements Reserve represent charges e
agreements and settlement agreements with regulators and ather
governmental entities.

Adjusted diluted EPS also include the operating resuits of the nonregulated
Midwest generation business and Duke Energy Retail Sales (collectively, the
Midwest Generation Disposal Group) and the Latin American generation business
(International Disposal Group), which have been classified as discontinued
aperations. Management believes inclusion of the eperating results of the disposal
groups within adjusted diluted EPS results in a hetter reflection of Duke Energy’s
financial performance during the period.

Duke Energy's adjusted diluted EPS may not be comparable to a similarly
titled measure of another company because oiher entities may not calculate the
measure in the same manner.

The following is a reconciliation of reported diluted EPS to adjusted diluted EPS for 2016, 2015 and 2014:

Years Ended December 31,
(Per diluted share) 2016 2015 2014
Reparted EPS $3.11 $4.05 $2.66
Adjustments to Reported:
Costs to Achieve Mergers 048 0.09 0.18
Cost Savings Initiatives 0.08 0.13 —
Commercial Renewatles Impairment 0.07 — —
Edwardsport Settlement — 0.08 —
Ash Basin Settlement and Penalties — 0.02 —
Asset Impairment — — .08
Coal Ash Plea Agreements Reserve — — .14
Asset Sales — — (0.01)
Economic Hedges {mark-to-market) — — 4.01
Discontinued Qperations 0.95 0.17 1.49
Adjusted Oiluted EPS $4.69 $4.54 $4.55

Adjusted Diluted EPS Outlook

Duke Energy’s 2016 Annual Repart references Duke Energy’s forecasted
2017 adjusted diluted EPS outtook range of $4.50 to $4.70 per share. The materials
also reference the five-year, long-term range of annual grawth of 4 to 6 percent
in adjusted diluted EPS (on a compound annual growth rate (“CAGR") basis).
Adjusted diluted EPS is a non-GAAP financial measure as it represents diluted EPS

from continuing operations attributatle to Duke Energy Corporation shareholders,
adjusted for the per share impact of special items (as discussed above under
Adjusted Diluted EPS). Due to the forward-looking nature of this ngn-GAAP
financial measure for future periods, informatien to reconcile it to the most directly
comparable GAAP financial measure is not available at this time, as management
i5 unable te project all special items for future periods, such as legal settlements,
the impact of regulatory orders or asset impairments,
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GAUTIONARY STATEMENT REGARDING FORWARD-LOQKING INFORMATION

This dacument includes forward-looking statements within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, Forward-laoking
statements are based on management's beliefs and assumptions and can often be identifiad by
terms and phrases that include “anticipate,” “believe,” “intend,” “estimate,” “expact,” “continue,”
"should," "could,” “may,” “plan,” “project,” “predict,” “will,” “potential,” “forecast,” “target,”
“guidance,” “outlook"” or other similar terminology. Various factors may cause actual results to be

materially different than the suggested cutcomes within forward-looking statements; accordingly, there

is no assurance that such results will be realized. These factors include, but are not limited to:
» State, federal and foreign legistative and regulatory initiatives, including costs of compliance
with existing and future environmental requiremerds or climate change, as well as rlings that
affect cost and investment recovery or have an impact on rate structures or market prices;
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« The exent and timing of costs and liabilitias to comply with federal and state laws, regulations
and legal requiremants related to coal ash remediaticn, including amounts for required closure
of certain ash impoundments, are uncertair: and difficult to estimate;

« The ahility to recover eligihle costs, including amounts associated with coal ash impeundment
retrement obligations and costs related to significant weather events, and to eam an
adequate retum on investment through the regulatory pracess;

* The costs f decommissioning Crysta! River Urit 3 and cther nuclear facilities could prove to
he more extensive than amounts estimated and all costs may not be ully recoverable through
the regulatory progess;

* Costs and effects of kegal and administrative proceedings, settlements, investigations
and claims;

* Industrial, commercial and residential grawth or decline in service temitories or customer
bases resulting from variations in customer usage pattems, including energy efficiency efforts
and use of altemative energy sources, including self-generation and distributed generation
technalogies;

+ Federal and state regulations, laws and other efforis desigred to promote and expand the use
of energy efficiency measures and distributed peneration technologies, such as private solar
ang battery storage, in Duke Energy service temitories could result in customers leaving the
elsctric distribution system, excess generation resources as well as stranded costs;

* Advancements in technology;

= Additional competition in electric and natura! gas markets and continued industry
cansolidation;

* The influence of weather and other natural ghenomena on operations, including the economic,
operational and other effects of severe starms, humicanes, droughts, earthguakes and
temadoes, including exireme weather asscclated with climate change;

« The ability to successtully operate electric generating facilities and deliver eleclricity ta
customers including direct or indirect effests to the company resulling from an incident that
affects the 1.S. electric grid or generating resounces;

= The ahility to complete necessary or desirable pipeling expansion o infrastructure projects in
aur natural gas husiness;

* Qperational interruptions to pur natural gas distribution and transmission activities;

» The availability of adequate interstate pipeling transportation capacity and natural gas supply.

= The impact an facilities and business fram a terrorist attack, cybersecurtly threats, data
security breaches and cther catastrophic events, such as fires, explosions, pandemic health
events or ather similar occurences;

« The inherent risks assaciated with the operation and patential construction of nuclear
facilities, including enviranmental, health, safety, regulatory and financial risks;

« The timing and extent of changes in commedity prices, interest rates and forgign cumency
exchange rates and the ability to recover such costs through the regulatory process, where
appropriate, and their impact on liquidity positions and the value of underlying assets;

« The results of financing efforts, including the ability o obtain financing on favorable terms,
which can be affected by various factors, including credit ratings, interest rate fluctuations
arx genesal economic conditions;

* Credit ratings of the Duke Energy Registrants may be different from what is expacted;

« Declings i the market prices of equily and fixed-income securities and resultant cash funding
requirements for defined benefit pansion plans, other past-retirement benefit plans and
muclear decommissioning trust funds;

« Construction and develepment risks associated with the completion of the Duke Energy
Registrants' capital investment projects, including risks related to financing, obtaining and
complying with terms of permits, mesting construction budgets and schedules and satisfying
operating and environmental performance standards, as well as the abiliy to recover costs
fram customers in a fimely manner, or at all;

= Changes in rules for regional transmission arganizations, including changas in rato designs
and new and evolving capacity markets, and risks related to ebligations created by the default
of other participants;

= The ability to control operation and maintenance costs;

= The level of creditworthiness of counterparties to transactions;

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

* The ability of subsidiaries to pay dividends or distributions to Duke Energy Corporation
holding company (the Parent};

* The performanca of projects undertaken by our nonregulated businesses and the
success of efforts to invest in and develop new opportunities;

= The effect of accounting pronouncements issued perivdically by accounting standard-
setting bodies;

* Substantial revision to the {1.S. tax cade, such as changes o the corporate tax rate or a
material change in the deduclibility of interest;

* The impact of potential gocdwill impairments;

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

» The ability te successfully integrate the natural gas businesses following the acquisition
of Piedmant Natura! Gas Company, Inc. and realize anticipated benefits,

Additional risks and uncertainties are identified and discussed in the Duke Energy
Registrants' reports filed with the SEC and available at the SEC's website at www.sec.gov. In
light of these risks, uncertainties and assumptions, the events described in the forward-looking
statements might not occur or might occus fo a different extent or at a different time than
described. Forward-loking statements speak only as of the date they are made and the Duke
Energy Ragistrants expressly disclaim an obligation te publicly updata ar revise any forward-
looking statements, whether as a resilt of new information, future events or otherwise.
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Glossary of Terms
The following terms or acronyms used in this Form 10-K are defined below:
Term or Acronym Definition Term or Acronym Definition
the 2012 Settlement ........... Settlement agreement in 2012 among Duke CEO. i Chief Executive Officer
Energy Florida, the Florida OPC and other : . . . .
customer advocates Cinergy ..., Elnirgy gorptI (collectively with its subsidiaries)
the 2013 Settlement, ............. Seftlement agreement in 2013 among Duke 00, ooy arhon Imf: °
Energy Florida, the Florida OPC and other CoalAshhct...............0 North Caralina Coal Ash Management
customer advocates Act of 2014
2013 Agreement .. ............ 2013 revised and restated stipulation and Coal Ash Commission .......... Coal Ash Management Commission
settlement agreement COL. v Combined Operating License
the 2015Plan ................ ]Duke tﬁnefg Corporation 2015 Long-Term the Company................. Duke Energy Corporation and its subsidiaries
n
flcet .we i . T Consolidated Complaint......... Corrected Verified Consolidated Shareholder
AP Atlantic Coast Pipeline, LLC, a limited liability Derivative Complaint
d by Deminion, Duke E -
:ﬁﬁ]gﬂ{hﬂ? %omypar?r (];";2" R EnSTgy Constitution. ................. Constitution Pipeline Company, LLC
ACP PIDEINE ..\ ovvvervnenn The approvimately 600-mile proposed CPON. .o Certificate of Public Convenience and
interstate natural gas pipeline Necessity
AFUDC..........oocviini..s Altowance for funds used during construction ~~ CPP-vvevi Clean Power Plan
AHFS. Assets held far sale CRC. ...l Cinergy Receivables Company LLC
A Administrative Law Judge Crystai RiverUnit3............ Crystal River Unit 3 Nuclear Plant
Amended Complaint . ... Amended Verified Cansolidated Shareholder ~ CSA- - -ovveeriini Comprehensive Site Assessment
Derivative Complaint CSAPR...........coevoven, Cross-State Air Pollution Rule
ML e Advanced Metering Infrastructure o] [ Combustion Turbine
AOCL ..o Accumulated Other Comprehensive Income TG e e China Three Gorges Energy S.A.r..
(Loss) o OWA .o Clean Water Act
ARO...covvvnririniens Rsset R?hrement Obligation DATC ... Duke-American Transmission Co,
ARP. o Alternative Revenue Programs D.C. Gireuit Court. ............. LS. Court of Appeals for the District of
theASR....oooiiii et Accelerated Stock Repurchase Program Columbia
ASRP..... Accelerated natural gas service fine the Dealers ....oovvvevennnn.. Goldman, Sachs & Co. and JP Morgan
replacement program Chase Bank
Barclays .................... Barclays Capital Inc. DEBS. ..t Duke Energy Business Services, LLC
BOWF ..o Benton County Wind Farm, LLC 11341 Duke Energy Commercial Asset Management,
Beckjord . ......ociiiiiiiinn Beckjord Generating Station LLC
BISON. oo Bison Insurance Company Limited DEFPF....cvveviiiinivas Duke Energy Florida Project Finance, LLC
Board of Directors . . ........... Duke Energy Board of Directors DEFR....ovovviiiinie, Duke Energy Florida Receivables, LLG
Bresalier Complaint. ... Shareholder derivative lawsuit fled by Saul ~ DEIOE ..o Deloitte & Touche LLF, and the member
Bresalier related to ash basin management firms of Deloitte Touche Tohmatsu and their
practices respective affiliates
Bresalier Defendants........... Several current and former Duke Energy DEPR.......ovniiiiin, Duke Energy Progress Receivables, LLC
officers and directors named in the Bresalier DERF........coiviniiit, Duke Energy Receivables Finance Company,
Complaint LLC
Bridge Facility . ............... $t}.9 billion senior secured financing facility 1] 1 Duke Energy Trading and Marksting, LLC
with Barclays Capital nc. DHHS. ... Morth Carolina Department of Health and
Brunswick................... Brunswick Nuclear Plant Human Services
CAA . .o Clean Air Act DOE....coiivv s U.3. Department of Energy
Calping .......ooeviviiianns Cafpine Corporation 11 Department of Justice
Cardinal..............coiis Cardinal Pipeline Company, LLC Dominion. .....ovvveeveennans Dominion Resources
Catawba .................... Catawba Nuctear Station DSM ..o Demand Side Management
O Combined Cycle Dth oo Dekatherm
COR...oee Coal Combustion Residuals Duke Energy. ..........vvvnet Duke Energy Corporation (collectively with its
¥ 1 T Carbon Capture and Storage subsidiaries}
CECPCN. ....eeveeeeeenn Certificate of Environmental Compatibilityand ~ Duke Energy Carolinas. ... Buke Energy Carolinas, LLG

Public Convenience and Necessity
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Term or Acrenym Befinition Term er Acronym Dcen 31 o=
X us\- FoJF SIS D S pe)
Duke Energy Defendanis ........ Several current and former Duke Energy officers Interim FERC Mitigation......... Interim firm power sale agreements mitigation
and directors named as defendants in the plans related to the Progress Energy merger
Gonsolidated Complaint Intemational Disposal Geaup . .. .. Duke Energy's international business, excluding
Duke Erergy Florida............ Duke Energy Florida, LLC National Methanol Company
Duke Energy Indiana ........... Duke Energy Indiana, LLC [ Integrated Resourca Plans
Duke Energy Kentucky.......... Duke Energy Kentucky, Inc. RS .. Internal Ravenue Service
Duke Energy Ohio. ............. Duke Energy Ohio, Inc. ] I Independent Spent Fuel Storage Installation
Duke Energy Progress .......... Duke Energy Progress, LLC ] Independent System Qperator
Duke Energy Registrants ........ Duke Energy, Duke Energy Carolinas, Progress TG e Investment Tax Credit
Energy, Duke Erergy Progress, Duke Energy : " o
Florida, Duke Energy Ohio, Duke Energy Indiana [ Indiana Uiility Regulatory Commission
and Piedmont Investment Trusts ............. Grantor trusts of Duke Energy Progress,
Duke Energy Florida and Duke Energy tndiana
Dynegy.........ocovvvivinnns Dynegy Inc. ™ Joint D A
EastBend................... East Bend Generating Station DR oint |spa.tc . greoment
- KO Transmission .............. ¥0 Transmission Company
BE. e Energy efficiency KPSC emtuck Putlic Servive Coiss
EGU.....cooii Electric Generating Units o Ki" u? ¥ FUDIIC Service Lommission
ES.o Environmental Impact Statement Voo K![mt !
ELG . v veeeeereeeeens Effluent Limitations Guidelines AAERERTIEERERE R EERE L' °“:at,t' our- .
A US. Environmental Protection Agency C...iiinns - .t ....... ocal Distribution Company
EPC...oo o Engineering, Procurement and Construction Legacy Duke Energy Direclors . .. gf;eél:rbeirtsogf the pre-merger Duke Energy Board
ageement Le Duke E Florid d nuclear plant i
. Y, e e uke Energy Florida's proposed nuclear plani in
EPS. .ol EarnnTgs Per S.hare Levy County, Florida
Y Electric Security Plan UBOR oo London Interbank Offered Rate
ER o Effective tax rate Long-Term FERC Mitigation . .. ... The revised market power mitigation plan
Exchange Act................. Exchange Act of 1934 selated to the Progress Energy merger
FASB ... Financial Accounting Standards Board MAFS. . Mercury and Air Toxics Standards
FERG .c.ovee i1 Faderal Energy Regulatory Commission T Thousand cubic feet
310 Fitch Ratings, Inc. MeGuire. ..o McGuire Nuclear Station
FirstEnergy ...t FirstEnergy Corp. ierger Chancery Litigation ... ... Four shareholder derivative lawsuits filed in
Florida QPC.................. Florida Qffice of Public Counsel the Delaware Chancery Court related to the
; 3 tration statemt Progress Energy merger
O S-3.ce Regfstratton st e-men Mesirov Complaint. ............ Shareholder derivative complaint file by
FP&L ... .o Florida Power & Light Company Judy Mesirov
L ] Florida Public Service Commission MOP Manufactured gas plant
AR Financial transmission rights Midwest Generation Disposal Group Duke Energy Ohio’s nonregulated Midwest
GAAP. ..o, Generally Accented Accounting Principles in the generation business and Duke Energy Retail
United States Sales, LLC
GHG. .. Greenhouse Gas MISO...ooovi Midcontinent Independent System Operator, Inc.
GPC.......ooviiiiins Georgia Power Company MMBlu ..o, Millian British Thermal Unit
GWh Gigawatt-ours MPP Money Purchase Pension
Harris ..o, Shearon Harris Nuclear Plant Moody's ..ovenvvieninn Moody’s Investors Service, lnc.
HBOSS ....... JETTRR North Carofina House Bifl 998, or the North MIBE.....oiiiinn Methyl tertiary butyl ether
Carolina Tax Simplification and Rate MIEP. ot MISO Transmission Expansion Planning
Reduction Act
] ] Comd MW . Megawatt
:-l;nes. d """""""""" :238: EnlergyAgt;mp e: LP and Enel L Multi Value Projects
quared. ... .o nerlam Aggregator, L.P and Enerlam
Holding Ltd. MWh . Megawatt-hour
NCODEQ ......ocovveevveennn North Caralina Department of Environmental
BNR ... ... Incurred but not yet reported Quality (formerly the North arofina Department
L [nter-Company Power Agreement of Environment and Natural Resources)
GGG ... Integrated Gasification Combined Cycle NOEMC ..o Narth Caralina Electric Membership Corporation
IGCC Rider. .................. Tr?ctkiggt rr{ﬁchl;i;lismduset:t tloG Eegmier tc}gsts NCEMPA ...oeviiiniinnnns North Carolina Eastern Municipal Power Agency
related to the Edwardspo plant from L
retail eleciric custumerl; NCRC.......cooiiiiiies Florida's Nuclear Cost Recovery Clause
IGCC Settiement ... ........... 2015 Settlement to resolve disputes with NCRS...oovviniii Nuclear Power Plant Cost Recovery Statutes
intervenars refated to five IGCC riders NCUC ..o North Carolina Utilities Commission
IMR . ..o Integrity Management Rider NCWARN ...........ccoiit. M.C. Waste Awareness and Reduction Network
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NOTF .o Nuclear decommissioning trust funds RCRA.......oee i, Resaurce Canservation and Recavery Act
NEIL .. Nuclear Electric Insurance Limited REP. . Requests for Proposal
NYSDEC............coienit, New York State Department of Environmental Relative TSR ...t TSR of Duke Energy stock relative to a
Conservation pre~defined peer group
NMG s National Methanol Company Robinson.................... Robinson Nuclear Plant
NOL.............. i Net operating loss RO ..o e Regional Transmission Organization
NOV. ., Notice of violation SabalTrail ........covieiins Sabal Trail Transmission, LLC
NO oo Nitrogen oxide Sabal Trail Pipeline ............ Sabal Trail Natural Gas Pipeline
WPNS. . o Normal purchase/normai sale SACE.......cccviiiiiennn Southern Alliance of Clean Energy
WRC. ... U.S. Nuclear Regulatory Commissian SAFSTOR.........cvvventts A method of decommissioning in which a
. nuclear facility is placed and maintained in a
NWRA ..o Nuclear Waste Policy Act of 1982 condition that allows the facilty to be safely
NYAG. . ... New York Attorney General stored and subsequently decontaminated fo
NSE. o New York Stock Exchange levels that permit release for unrestricted use
OCODEE « v oo Oconee Nuclear Statien S.C. Court of Appeals........... Court of Appeals of South Caralina
OPEB....vterieeee e Other Post-Retirement Benefit Obligations SCCL. South Carolina Coastal Conservation League
OPEB Assets ............ou.os Other post_retirement p|an assets are SCOHEC. ......oveeeeen SDulth Carolina Depaﬂment of Health and
comprised of the Retirement Plan of Piedmont Environmental Control
Golltht) Meéncall Plan,, %nd t?e'follogwng - SEC. ... Securities and Exchange Commission
oluntary Employees’ Beneficiary Association .
Trusts: Duke Energy Corporation Employse SELC ... Southern Environmental Law Center
Benefits Trust, Piedmont Natural Gas Company Segment Income .. ............ Income from continuing operations net of
501(c)(9) Trust for Retired Bargaining Unit income attributable to noncontrolling interests
Employees and the Piedmoni Natural Gas -
Company 501(c)(9) Trust for Retired Nan- S, e e Sulfur diode )
Bargaining Unit Employees Spectra Capital ............... Spectra Energy Capital, LLC
ORS. ... .. Office of Regulatory Staff S&P. Standard & Poor's Rating Services
Osprey Plant acquisition . ....... Duke Energy Florida's purchase of a Catpine 880 Standard Service Offer
Corporanqn 5 599-MwW comb!ned-cycle natural State Utility Commissions .. ..... NCUC, PSCSC, FPSC, PUCO, IURC, KPSC and
gas plant in Auburndale, Florida TRA (Collectively)
O, Other-than-temporary impairment State Eleciric Utiity Commissions - NCUC, PSCSC, FPSC, PCO, IURC and KPSC
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ITEM 1. BUSINESS

DUKE ENERGY

General

Duke Energy Corporation {collactively with its subsidiaries, Duke Energy)
is an energy company headquartered in Charlotte, North Carolina, subject to
regulaiion by the Federal Energy Regulatory Commission (FERC). Duke Energy
operates in the United States (U.S.) primarily thraugh its direct and indirect
subsidiaries. Certain Duke Energy subsidiaries are alse subsidiary registrants,
including Duke Energy Carolinas, LLC (Duke Energy Carolinas}; Progress Energy,
Inc. {Progress Energy); Duke Energy Progress, LLC {Duke Energy Progress);

Duke Energy Florida, LLC (Duke Energy Florida); Duke Energy Ohio, Inc. {Duke
Energy Ohio}; and Duke Energy Indiana, LLC {Duke Energy Indiana), On October 3,
2016, Duke Energy acquired Piedmant Natural Gas Company, Inc. (Piedmant)
which also became a whelly awned subsidiary and subsidiary registrant of Duke
Energy. Duke Energy's consofidated financial statements include Piedmont's
results of operations and cash flow activity subsequent to the acquisition, See
Note 2 for additional information regarding the acquisition. When discussing
Duke Energy’s censolidated financial information, it necessarily includes the
results of its seven separate subsidiary registrants {collectively referred to as the
Subsidiary Registrants}), which along with Duke Energy, are collectivaly referred to
as the Duke Energy Registrants (Duke Energy Registranis).

Piedmant, a North Carolina corporation, is an energy services company
whose principal business is the distribution of natural gas to over 1 million
residential, commercial, industrial and power generation custamers in portions
of North Carolina, South Caralina and Tennessee, including customers served by
municipalities wha are Piedmont's sales for resale customers. In Octeber 2016,
Duke Energy completed the acquisition of Piedmont for a total cash purchase
price of $5.0 billion 2nd assumed Piedmont's existing long-term debt, which
had an estimated fair valug of approximately $2.0 billion at the time of the
acquisition. The acquisition provides a foundation for Duke Energy to establish
a broader, lang-term strategic natural gas infrastructure platform to supplement
and complement its existing natural gas pipeline investments and regulated
natural gas business in the Midwest. For additional information on the details of
this transaction, including preliminary purchase price allocation and acquisition
financing, see ltem 7, Management's Discussion and Analysis of Financial
Condition and Results of Operations (MD&A) and Note 2 ta the Consolidated
Financial Statements, “Acquisitions and Dispositions.”

In December 2016, Duke Energy completed the sale of its Latin American
businesses o focus on its domestic regulated electiic and gas businesses,
which was further bolstered by the acquisition of Piedmont. The sale of the
International Energy businesses, excluding an equity method investment in
National Methanol Company {(NMC), was completed through two transactions
including the sale of Duke Energy's Brazilian business to China Three Gorges
and Duke Energy’s remaining Central and South American businesses to |
Squared Capital (collectively, the International Disposal Group). See Note 2 to
the Consolidated Financial Statements, “Acquisitions and Dispositions,” for
additional informatien.

The Duke Energy Registrants electranicatly file reports with the Securities
and Exchange Commission (SEC), including annual reperts an Form 10-K,
quarterly reparts an Form 10-0Q, current reports on Form 8-K, proxies and
amendments to such reparts.
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The public may read and copy any materials the Duke Energy Regisirants
file with the SEC at the SEC's Public Reference Room at 100 F Street, NE,
Washington, DC 20549, The public may cbtain information on the operation of
the Public Reference Ream by calling the SEC at 1-800-SEC-0330. The SEC
alsa maintains an internet site that contains reports, proxy and information
statements and other informatien regarding issuers that file elactronically with
the SEC at http://www.sec.gov. Additionally, information about the Duke Energy
Registrants, including reports filed with the SEC, is available through Duke
Energy's website at http://www.duke-energy.com. Such reports are accessible
at no charge and are made available as soon as reasonably practicable after
such material is filed with or furnished to the SEC.

Business Segments

The acquisition of Piedmont and sale of the International Disposal Group
has resulted in a realigned business with three reportable operating segments
(business segments}; Electric Utilities and Infrastructure, Gas Utilities and
Infrastructure and Cammercial Renewables, The remainder of Duke Energy's
operations is presented as Other. Duke Enargy’s chief eperafing decision-maker
routinely reviews financial information about each of these business segments
in deciding how to allocate resources and evaluate the performance of the
business. For additienal information on each of these business segments,
including financial and geographic information, see Note 3 to the Conselidated
Financial Statements, “Business Segments." The following sections describe the
business and operations of each of Duke Energy's business segments, as well
as Other.

ELECTRIC UTILITIES AND INFRASTRUCTURE

Electric Utilitias and Infrastructure conducts operations primarily
through the regulated public utilities of Duke Energy Carolinas, Duke Energy
Progress, Duke Energy Flarida, Duke Energy Indiana and Duke Energy
Ohig. Electric Uktlities and Infrastructure provides retail electric service
through the generation, transmission, distribution and sale of electricity
to approximately 7.5 millian customers within the Southeast and Midwest
regions of the U.S. The service territory is approximately 95,000 square miles
across six states with a total estimated population of 24 millien people.

The operations include electricity soldé wholesale te municipalities, electric
cooperative utilities and other load-serving entities. Electiic Utilities and
Infrastructure is also a joint owner in certain electric transmission projects.
Electric Utilities and Infrastructure has a 50 percent ownership intersst

in Duke-American Transmission Co. (DATC), a partnership with American
Transmission Company, formed to design, build and operate transmission
infrastructure, DATC awns 72 percent of the transmission service rights to
Path 15, an 84-mile transmission ling in central California. Electric Utilities
and Infrastructure alse has a 50 percent ownership interest in Pieneer
Transmission, LLC, which builds, owns and operates electric transmission
facilities in North America.

The electric operations and investments in projects are subject to the
rules and regulations of the FERC, the North Carelina Utilities Commission
(NCUC), the Public Service Commission of South Caralina {PSCSC), the Florida
Public Service Commission (FPSC}, the Indiana Utility Regulatory Commission
(IURC), the Public Utilities Cemmission of Ohio (PUCO) and the Kentucky Public
Service Commission (KPSC).
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The following table represents the distribution of billed sales by custemer class for the year ended December 31, 2016.
Duke Duke Duke Duke Duke
Energy Energy Energy Energy Energy
Carolinas®  Progress®  Florida™ Ohio®  Indiana™
Residential 32% 26% 509% 35% 28%
General service 3% 3% 38% 38% 24%
Industrial 25% 15% 8% 1% 1%
Total retail sales 80% 64% 96% 7% 81%
Wholesale and other sales 10% 36% 4% ¥ 19%
Total sales 100% 100% 100% 100% 100%

{a} Primary general service sactors includz health care, education, financial services, infarmation technology and military buildings. Primary industrial sectors include textiles, chemicals, rubber and plastics, papar, food 2nd

heverage and auto manofacturing,

(b} Primary general service sectors include tourism, health care and government facilities and schols. Primary industrial sectors include phosphate rock mining and processing and cilrus and other food procsssing.
{c} Primary general service seclars Include health care, education, real estate and rental leasing financial and insurance services, water/wastewater services and wholesale trade services, Primary industrial sectors Includa

primary metals, chemicals, food and baverage and transportation.

{d) Primary general service sectors inzlude retail, financial, health care and education services, Primary industrfal sectors include metals, lransparlation, building materfals, food and beverage and chemicals.

The number of residential and general service customers within the Electric
Utilities and Infrastructure service territory is expected to increase over time.
While economic conditions within the service territary continue to improve, sales
growth has been hampered by continued adoption of energy efficiencies and
self-generation, The continued adoption of more efficient housing and appliances
is expected to have a negative impact on average usage per residential customer
over time. While residential sales increased in 2016 compared ta 2015, the
growth rate was modest when compared to histerical periods.

Seasonality and the Impact of Weather

Revenues and cosis are influenced by seasonal weathar patterns. Peak sales
of electricity eccur during the summer and winter manths, which results in higher
ravenue and cash flows during these periods. By contrast, lower sales of electricity
occur during the spring and fall, allowing far scheduled plant maintenance.
Residential and general service customers are more impacted by weather than
industrial customers. Estimated weather impacts are based an actual current
perfod weather compared to normal weather conditions. Normal weather conditions
are defined as the fang-term average of actual historical weather conditions.

The estimated impact of weather on eamnings is based on the temperature
variances from a normal condition and customers” historic usage patterns. The
methodology used to estimate the impact of weather does not consider all variables
that may impact customer response to weather conditions such as humidity in
the summer or wind chill in the winter. The precisien of this estimate may also be
impacted by applying long-term weather trends to shorter-term periods.

Heating-degree days measure the variation in weather based an
the extent the average daily temperature falls below a base temperature.
Coaling-degrae days measure the variation in weather based on the extent the
average daily temperature rises above the base temperature. Each degree of
temperature below the base temperature counts as ong heating-degree day
and each degree of temperature above the base temperature counts as one
cooling-degree day.

Competition

Retail

Electric Utilities and Infrastructure’s businesses operate as the sole
supplier of electricity within their service territories, with the exception af Ohio,
which has a cempetitive sleciricity supply market for generation service. Electric
Utilities and tnfrastructure owns and operates facilities necessary to transmit
and distribute electricity and, except in Ohio, to generate electricity. Services
are priced by state commission approved rates designed to include the costs
of providing these services and a reasonable return on invested capital, This
regulatory policy is intended to provide safe and refiable electricity at fair prices.

Competition in the regulated electric distribution business is primarily
from the development and deployment of alternative energy sourges
including on-site generation from industrial customers and distributed
generation, such as private Solar, at residential, general service and/or
industrial customer sites.

Duke Energy is not aware of any proposed legislation within any of its
jurisdictions that would provida retail customers the right ta choose their
electricity provider or otherwise restructure or deregulate the electric industry,
including broadly subsidizing distributed generation such as private solar.

Although there is no pending legislation at this tirme, if the retail jurisdictions
served by Electric Utilities and Infrastructure become subject to deregulation, the
recavery of stranded ¢osts could become a significant consideration, Stranded costs
primarily include the generation assets of Electric Utilities and Indrastructure whose
value in a competitive marketplace may be less than their current book value, as
well as above-market purchased pewer commitments from qualifying facifities
(QFs). The Public Ukility Regulatory Policies Act of 1978 (PURPA) established a
new class of generating facilities as QFs, typically small power production facilities
that generate power within a utility company's service teritary for which the utility
companies are legally obligated to purchase the energy at an avoided cost rate.
Thus far, all states that have passed restructuring legislation have provided for the
opportunity te recover a substantial portion of stranded costs.

Electric Utilities and Infrastructure's largast stranded cost exposure is
primarily related te Duke Energy Flarida’s purchased power commitments with
QFs, under which it has future minimum expected capacity payments through
2043 of $2.8 billion, Duke Energy Florida was obligated to enter into thess
contracts under provisions of PURPA. Duke Enargy Florida continues to seek
ways to address the impact of escalating payments under these contracts.
Howgver, the FPSC allows full recovery of the retail portion of the cost of power
purchased from QFs, For additional information related to these purchased
power commitments, see Note 5 to the Consolidated Financial Statemants,
“Commitments and Contingencies.”

In Chio, Electric Utilities and infrastructure conducts compefitive auctions
for eleckricity supply. The cost of energy purchased through these auctions is
recovered from retail customers. Electric Utilities eamns retail margin in Ohio
on the transmission and distribution of efectricity and not on the cost of the
underlying energy.

Wholesale

Duke Energy competes with other utilities and merchant generators for
bulk power sales, sales to municipalities and cooperatives and wholesale
transactions under primarily cost-based contracts approved by FERC. The
principal factars in competing for these salas are price, availability of capacity
and power and reliability of service, Prices are influenced primarily by market
conditions and fuel costs.
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Increased competition in the wholesale electric utility industry and
the availability of transmissien access could affect Electric Utilities and
Infrastructure’s load forecasts, plans for power supply and whelesale energy
sales and related revenues. Wholesale energy sales will be impacted by the
extent to which additional generation is available te sell to the wholesale market
and the ability of Electric Utilities and Infrastructure to attract new customers
and to retain existing customers,

Energy Capacity and Resources

Electric Utilities and Infrastructure owns approximately 43,300 megawatts
(MW) of generation capacity. For additional information on owned generatian
facilities, see [tam 2, “Properties.”

Energy and capacity are also supplied thraugh contracts with ather
generators and purchased on the open market. Factors that could cause
Electric Utilities and Infrastructure to puschase power for its customers
include generating plant outages, extreme weather conditions, generation
reliability, demand growth and price. Electric Utilities and Infrastructure has
intercennectiens and arrangements with its neighboring ufilities to facilitate
planning, emergency assistance, sale and purchase of capacity and energy and
reliability of power supply.

Electric Utilities and Infrastructure's generation portfolie is a balanced mix
of energy resources having different operating characteristics and fuel sources
designed to provide energy at the lowest possible cost to meet its obtigaion to
serve retail customers. All options, including owned generation resources and
purchased power opportunities, are continualy evaluated on a real-time basis
to select and dispatch the lowest-cost resources available to meet system load
requirements.

Potential Plant Retirements

The Subsidiary Registrants periodically file Integrated Resource Plans
(IRP) with state regulatory commissions. The IRPs provide a view of forecasted
energy needs over 2 long term (10 o 20 years) and options being considered

Sources of Electricity
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to meet those needs. Recent IRPs filed by the Subsidiary Registrants included
planning assumptions to potentially retire certain coal-fired generating facilities
earlier than their current estimated useful lives, primarily because these
facilities do not have the requisite emission control equipment to meet United
States Environmental Protection Agency (EPA) regulations recently approved or
proposed, Duke Energy continues to evaluate the potential need to retire these
coal-fired penerating facilities earlier than the current estimated useful lives
and plans to seek regulatory racovery for amounts that would not be otherwise
recovered when any of these assets are retired. For additional information
related to potential plant retirements see Note 4 to the Consolidated Financial
Statements, “Regulatery Matters.”

On October 23, 2015, the EPA published in the Federal Register the final
Clean Power Plan (CPP} rule that regulates carbon dioxide (C0,) emissians from
existing fossil fuel-fired electric generafing units (EGUs). The CPP establishes
C0, emission ratas and mass cap goals that apply to existing fossil fuel-fired
EGUSs. Petitions challenging the rule have been filed by several groups. On
February 9, 2016, the Supreme Court issued a stay of the final CPP rule, halting
implementation of the CPP until legal challenges are resolved. States in which
Duke Energy Registrants operate have suspended work on CPP compliance
plans as a result of the stay. Qral arguments before 10 of the 11 judges on
D.C. Circuit Court were heard on September 27, 2016. The court is expected to
decide the case in early 2017.

Compliance with CPP could cause the industry to replace coal-fired
generation with natural gas and renewables. Costs to operate coal-fired
generation plants continue te grow due to increasing enviranmental compliance
requirements, including ash management costs unrelated to CPP, which
may result in the retirement of coal-fired generation plants earlier than the
current end of useful tives. If the CPP is ultimately upheld by the courts
and implementation goes forward, the Duke Energy Registrants could incur
increased fuel, purchased pewer, operation and maintenance and other costs for
replacement generation as a result of this rule. Due to the uncertainties related
to the implememtation of the CPP. the Duke Energy Registrants cannot predict the
outcome of these matters.

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

electricity and fuel costs for the three years ended December 31, 2016.

Cost of Delivered Fuel per Nat

Generation by Source Kilowatt-hour Generated (Cents)

2016 2015 2014 2016 2015 2014
Coalte 1.1% 29.0% 33.5% 3.07 3.24 354
Nuclear® 4% 27.0% 26.1% 0.68 0.85 0.65
Natural gas and oil* 22.9% 23.1% 19.0% 3.07 3.74 4.70
All fuels (cost-based on weighted average)® 11.4% 79.1% 78.6% 2.22 2,30 2.86
Hydroelectric and solar® 0.7% 0.8% 0.8%
Total generation 18.1% 719.9% 79.4%
Purchased power and nat interchanga 21.8% 20.1% 20.6%
Total sources of energy 100.0% 100.0% 100.0%

{a) Statistics related to all fuels reflect Electric Utilities and Infrastructure’s ownership interest in jointly owned generation facilities.

{b) Generating figurss ara net of output required to replenish pumped storage facilities during off-peak periods.

Coal

Electric Utilities and Infrastructure meets its coal demand through a
portfolio of long-term purchase contracts and short-term spot market purchase
agreements. Large amounts of coal are purchased under long-term contracts
with mining eperators who mine both underground and at the surface,

Electric Utilities and Infrastructure uses spet market purchases to meet coal
requirements not met by long-term contracts, Expiration dates for its fong-
term contracts, which have varieus price adjustment provisians and market

re-openers, range from 2017 to 2019 for Duke Enargy Carolinas, 2017 to 2019
for Duke Energy Progress, 2017 to 2019 for Duke Energy Florida, 2017 for Duke
Energy Ohio and 2017 te 2025 for Duke Energy [ndiana, Eleciric Utilities and
Infrastructure expects to renew these contracts or enter inko simifar contracts
with other suppliers as existing contracts expire, though prices will fluctuate
over time as coal markets change. Coal purchased for the Carolinas is
primarily produced from mines in Central Appalachia, Northern Appalachia and
tha [llinois Basin. Coal purchased for Florida is primarily produced from mines
in Colerade and the IHineis Basin. Coal purchased for Kentucky is delivered by
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barge and is produced from mines along the CGhia River in lllinois, Ghio, West
Virginia and Pennsyivania. Coal purchased for Indiana is primasily produced in
Indiana and Illinais. Electric Utilities and Infrastructure has an adequate supply
of coal under confract to meet its hedging guidelines regarding projected future
constmption. As a result of volatility in natural gas prices and the associated
impacts on coal-fired dispatch within the generation fleet, coal inventories

will continue to fluctuate. Electric Utilities and Infrastructure continues to
actively manage its portfolio and has worked with suppliars to obtain increased
flexibility in its coal contracts.

The current average sulfur centent of coal purchased by Electric Utilities
and Infrastructuse is between 1.5 percent and 2 percent for Duke Energy
Carolinas, between 1.5 percent and 2 percent for Duke Energy Progress,
batween 1 percent and 3 percent for Duke Energy Florida, between 3 percent
and 3.5 percent for Duke Energy Chio and between 2.5 percent and 3 percent
for Duke Energy Indiana. Electric Utilities and Infrastructure's envirenmental
controls, in combination with the use of sulfur dioxide (S0,) emission
allowances, enable Electric Utilities and Infrastructure to satisfy current SO,
emission limitations for its existing facilities.

Nuclear

The industrial processes for producing nuclear generating fuel generally
involve the mining and mitling of uranium ore to produce uranium concentrates,
and services ta convert, enrich and fabricate fuel assemblies.

Electric Utilities and Infrastructure has contracted for uranium materials
and services te fuel its nuclear reactars. Uranium concentrates, cenversion
services and enrichment services are primarily met through a diversified
partfolia of long-term supply contracts. The contracts are diversified by
supplier, country of origin and pricing. Electric Utilities and [nfrastructure
staggers its contracting so that its portfolie of long-term contracts covers the
majority of its fuel requirements in the near term and decreasing portions of
its fuel requirements over time thereafter. Near-term requirements not met by
lang-term supply contracts have been and are expected to be fulfilled with spot
market purchases. Due to the technical complexities of changing suppliers of
fuel fabrication services, Electric Utilities and Infrastructure generally sources
these services to a single domestic supplier on a plant-by-plant basis using
multiyear contracts.

Electric Uiilities and [nfrastructure has enterad into fuel contracts that
cover 100 percent of its uranium concentrates, conversion services and
enrichment services requirements through at least 2017 and cover fabrication

The fallowing table summarizes purchased power the pravious three years:
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services requizements for these plants through at least 2019. For future
requirements not already covered urder long-term contracts, Eleciric Utilities
and Infrastructure believes it will be able to renew cantracts as they expire, or
enter into similar centractual arrangements with other suppliers of nuclear fuel
materials and services.

Natural Gas and Fuel Oif

Natural gas and fuel oil supply for Electric Utilities and Infrastructure's
generation fleet is purchased under standard industry agreements from
varigus suppliers, including Piedmont. Natural gas supply agreements
typically provide for a percentage of forecasted burns being procured over
time, with varied expiration dates. Electric Utilities and Infrastructure beligves
it has access to an adequate supply of natural gas and fuel oil for the
reasenably foreseeable future,

Electric Utilities and Infrastructure has certain dual-fuel generating
facilities that can operate utifizing both naturai gas and fuel oil. The cost of
Electric Utilities and Infrastructure’s natural gas and fuel ail is fixed price
or determined by published market prices as reported in ¢ertain industry
publications, plus any transportation and freight costs. Duke Eneray
Caralinas, Duke Energy Progress, Duke Energy Florida and Duke Energy
Indiana use derivative insiruments to manage a pertion of their exposure to
price fluctuations for natural gas.

Electri¢ Utilities and Infrastructure has firm interstate and intrastate
natural gas transportation agreements and storage agreements in place
to support generation needed for load requirements. Electric Utilities and
Infrastructure may purchase additional shorter-term gas transportation
and uiilize natural gas interruptible transportation agreements to support
generation needed for doad requirements. The Electric Utilities and
Infrastructure natural gas plants are served by various supply zones and
multiple pipelines.

Purchased Power

Electric Uiilities and Infrastructure purchases a portion of its capacity
and system requiremants through purchase obligations, leases and purchase
contracts, Electric Utilities and Infrastructure believes it can obtain adequate
purchased power capacity to meet future system lead needs. However, during
periods of high demand, the price and availability of purchased power may be
significantly affected.

2016 2015 2014
Purchase obligations ard leases (in millions of magawatt-hours (MWh))® 18 149 143
Purchase capacity under contract (in MW)® 4588 4573 4,500

(a) Represents approximately 7 percent of total system seguirements for 2016 and 6 percent for 2015 and 2014,

(b) These agreements include approximately 451 MW of firm capacity under contract by Quke Energy Florida with QFs.

Inventory

Generation of electricity is capital intensive. Electric Utilities and
Infrastructure must mainiain an adequate stock of fuel and materials and
supplies in order fo ensure continuous operation of generating facilities and
reliable delivery to customers. As of December 31, 2016, the inventory balance
for Electric Utilities and Infrastructure was approximately $3.4 billien. For
aditional infarmation on inventory see Note 1 o the Consalidated Financial
Statements, “Summary of Significant Accounting Policies.”

Ash Basin Management

On September 20, 2014, the North Caralina Coal Ash Management Act
of 2014 (Coal Ash Act) became law and was amended on June 24, 2015, and
July 14, 2016. The Coal Ash Act, as amended, regulates the handling of coal

ash within the state and requires closure of ash impoundments by no later than
December 31, 2029, based on risk rankings, among other detailed requirements.
The Coal Ash Act leaves the decision on cost recovery determinations related

ta closure of coal ash surface impoundments (ash basins or impotndments) to
the normal ratemaking processes before utility regulatory commissions. Duke
Energy has and will periodically submit to appiicable autharities required site-
specific coal ash impoundment remediation or closure plans. These plans and all
associated permits must be approved before any work can begin.

On April 17, 2015, the EPA published in the Federal Register a rule to
regulate the dispesal of coal combustion residuals (CCR} from eleciric utilities
as solid waste. The rule classifies CCR as nenhazardous under Subtitte D of the
Resource Consarvation and Recovery Act (RCRA). The RCRA and the Coalf Ash
Act, as amended, finalized the legal framewark related to coal ash management
practices and ash basin closure.
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Duke Energy has advanced the strategy and implementatian for the
remediation or closure of coal ash basins. In 2015, Duke Energy began
activities at certain North Carolina sites specified as high risk by the Coal
Ash Act, including maving coal ash eff-site for use in structural fill or to lined
landfills. Additional modifications to operating coal plants are underway to
camply with RCRA,

Far additienal information en the ash basins, see Notes 5 and § to the
Consolidated Financial Statemenis, "Commitments and Contingencies™ and
“Asset Retirement Oblfgations,” respactively.

Nuclear Matters

Duke Energy owns, whally or partially, 11 operating nuclear reactors
located at six stations. The Crystal River Unit 3 Nuclear Plant (Crystal River
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Unit 3} permanently ceased aperation in February 2013, Nuclear insurance
includes: nuclear fiability coverage; property, decontamination and premature
decommissioning coverage; and replacement power expense coverage. Jaint
ownears reimburse Duke Energy for certain expenses associated with nuclear
insurance in accordance with joint ownar agreements. The Price-Andersen Act
requires plant owners to provide for public nuclear liability claims resulting
{rom nuclear incidents to the maximum total financiat protection liability, which
is approximately $13.4 billion. For additional information on nuclear insurance
see Note 5 to the Consolidated Finangial Statements, “Commitments and
Contingencies.”

Duke Energy has a significant future financial cammitment to dispose of
spent nuclear fuel and decommission and decontaminate each plant safely. The
NCUC, PSCSC and FPSC require Duke Energy to update their cost estimates for
decommissioning their nuclear plants every five years.

The following table summarizes the fair value of nuclear decommissioning trust fund (NDTF) balances and ¢ost study results for Duke Energy Carolinas, Duke

Energy Progress and Duke Energy Florida.

NDTF®
Decommissioning Year of
{in millions} December 31, 2016 December 31, 2015 Gosts=® Cost Study
Duke Energy ] 6,205 $ 5825 $ 8,150 2013 and 2014
Duke Energy Carolinas 3713 3,050 3420 2013
Duke Energy Progress 211 2,035 3,550 2014
Duke Energy Florida™ 715 740 1,180 2013

{a} Amounts for Progress Energy equal the sum of Duke Energy Progress and Duke Enrgy Florida,

() Amounts include the Subsidiary Registrants’ ownership Interestin jointly awned reactors. Other joint ownars are respansible for decommissioning costs related to thelr interest in Lhe reactors.
{c) Ouke Energy Plarida received reimbursements form the NOTF for costs refated to enguing decommissioning activity of Crystal River Unit 3 during 2016.

The NCUC, PSCSC, FPSC and FERC have allowed Electric Utilities and
Infrastructure to recover estimated decommissioning costs through retail and
wholesale rates aver the expected remaining service periods of their nuclear
stations. Electric Utilities and Infrastrizcture helieves the decommissioning costs
being recovered through rates, when coupled with the existing fund balance
and expected fund earnings, will be sufficient to provide for the cost of future
decommissioning. For additional information, see Nete 9 o the Consolidated
Finangial Statements, "Asset Retirement Obligatiens.”

The Nuclear Waste Policy Act of 1982 (as amended) (NWPA) provides
the framework for development by the federal government of interim storage
and permanent disposal facilities for high-level radioactive waste materials.
The NWPA pramotes increased usage of interim storage of spent nuclear fuel
at existing nuclear plants. Electric Utilities and Infrastructure will continue to
maximize the use of spent fuel storage capability within its own facilities for as
long as feasible.

Under federal law, the U.S, Department of Energy (DOE} is responsible
for the selection and construction of a facility for the permanent disposal of
spent nuclear fuel and high-level radioactive waste. Delays have occurred in the
DOE’s proposed germanent repository to be located at Yucca Mountain, Nevada,
At this time, DOE's focus is en developing consolidated storage for commercial
spent nuclear fuel at ene or more central sites rather than at a permanent
repository,

Until the DOE bagins to accept the spent nuclear fuel, Duke Energy
Carolinas, Duke Energy Progress and Duke Energy Florida will continue to safely
manage their spent nuclear fuel. Under current regulatory guidelines, Shearon
Harris Nuclear Plant (Harris) has sufficient storage capacity in its spent fuel
pools through the expiration of its renewed operating license. Crystal River Unit
3 was retfired in 2013 and placed in SAFSTOR prior to final decommissioning.
The spent fuel is currently stored in the spent fuel pool. An independent spent
fuel storage installation will be installed te accommodate storage of all the
spent nuclear fuel until the DOE accepts the spent nuclear fuel. With certain
modifications and approvals by the U.S. Nuclear Regulatory Commission (NRC)
to expand the on-site dry cask storage facilities, spent nuclear fuel dry storage
facilities will be sufficient to provide storage space of spent fuel through the
expiration of the operating licenses, including any license renewals, for the
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Brunswick Nuglear Plant (Brunswick), Catawba Nuclear Station (Catawba),
McGuive Nuclear Station (McGuire), Oconee Nuclear Station (Oconee) and
Rebinson Nuclear Plant (Robinson). _

The nuclear power industry faces uncertainties with respect to the cost
and [ong-term availability of disposal sites for spent nuclear fuel and other
radioactive waste, compliance with changing regulatory requirements, capital
outlays for modificatiens and new plant canstruction, the technological and
financial aspects of decommissioning plants at the end of their licensed lives
and requirements relating to nuclear insurance.

Flectric Utilities and Infrastructure is subject te the jurisdiction of the NRC
for the design, construction and aperation of its nuclear generating facilities.
The following table includes the current year of expiration of nuglear operating
licenses for nuclear stations in operatien. Nuclear operating licenses are
potentially subject o extension.

Unit Year of Expiration
Duke Energy Garolinas

Catawba Unit 1 & 2 2043
McGuire Unit 1 2041
McGuire Unit 2 2043
QOconee Unit 1 & 2 2033
Ocanee Unit 3 2034
Duke Energy Progress

Brunswick Unit 1 2036
Brunswick Unit 2 2034
Harrig 2046
Robinsen 2030

Duke Energy Florida has reguested the NRC to terminate the Crystal River
Unit 3 operating license as Crystal River Unit 3 permanently ceased operation
in February 2013, For additional information on decommissioning activity, see
Note 4 to the Consclidated Financial Statemants, “Regulatory Matters.”
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On Qctober 27, 2016, and December 15, 2016, the NRC issued combined
operating licenses for Duke Energy Florida's proposed Levy Nuclear Plant Units
1 and 2 (Levy) and Duke Energy Carolinas’ William States Lee Ilf Nuclear Station
Units 1 and 2, respectively, For additional information on these proposed nuclear

plants, see Note 4 to the Consolidated Financial Statements, “Regulatory Mattes.”

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

Regulation

State

The NCUC, PSCSC, FPSC, PUCO, IURC and KPSC (collectively, the state
electric utility commissions) approve rates for Duke Energy's retail electric
service within their respective states, The state electric uiility commissions,
to varying degrees, have authority over the consiruction and operation of
Electric Utilities and Infrastructure’s generating facilities. Certificates of Public
Convenience and Necessity issued by the state electric utility commissions,
as applicable, authorize Electric Utilities and Infrastructure to construct and
operate its electric facilities and to sell electricity to retail and wholesale
customers. Prior approval from the relevant state electric utility commission
is required for the entities within Electric Utilittes and Infrastructure fo issue
securities. The underlying concept of utility ratemaking is to set rates at a level
that allows the utility to cellect revenues equal to its cost of providing service
plus earn a reasonable rate of return on its invested capital, including equity.

In addition to rates approved in base rate cases, each of the state electric
utility commissions allow recovery of certain costs through various cost-recovery
clauses to the extent the respective commission determines in periodic hearings
that such costs, including any past over or under-recovered costs, are prudent.

Fuel, fuel-related costs and certain purchased pawer costs are eligible
for recovery by Electric Utilities and Infrastructure. Electric Utilities and
Infrastructure uses coal, hydraelectric, natural gas, ¢il, renewable generation
and nuclear fuel to generate electricity, thereby maintaining a diverse fuel mix
that helps mitigate the impact of cost increases in any one fuel. Due to the
associated regulatory treatment and the method allowed for recovery, changes
in fuel costs from year to year have no material impact on operating results of
Electric Utilities and Infrastructure, unless a commission finds a portien of such
costs to have been imprudent. However, delays hetween the expenditure for fuel
costs and recovery fram customers can adversely impact the timing of cash
flows of Electric Utifities and Infrastruciure,

0On December 8, 2016, the PSCSC approved Duke Energy Progress' 2016
South Carolina rate case authorizing an increase of approximately $56 million
in revanues over a two-year period. An incraase of appeoximately $38 million
in revenues was effective January 1, 2017, and an additional increase of
approximately $18.5 million in revenues will be effective January 1, 2018.

Duke Energy Progress will amortize approximately $18.5 million from the cost

of removal reserve in 2087. Other terms include a rate of return on equity of

10.1 percent, recovery of coal ash costs incurred from January 1, 2015, thiough
June 30, 2016, aver a 15-year period and engoing deferral of allacated ash basin
closure costs from July 1, 2016, until the next base rate case. This represents the
only base rate case approved and effective in the past three years.

For more information on rate matters and other regulatory proceedings,
see Note 4 to the Conselidated Financial Statements, “Regulatory Matters.”

Federal

The FERC approves Electric Utilities and Infrastructure’s cost-based
rates for electric sales to certain power and transmission wholesale customers.
Regutaifons of FERC and the state electric utility commissions govern access to
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ragulated electric and other data by nonregutated entities and services provided
between regulated and nenregulated energy affiliates. These regulations affect
the activities of nonregulated affiliates with Electric Utilities and Infrastructure.

Regional Transmission Organizations (RT®). PJM Interconnection,
LLC {PJV) and Midcontinant Independent System Operatar, Inc. (MISO) are
the Independent System Oparators (IS0) and FERC-approved RT0s for the
regions in which Duke Energy Ohio and Duke Energy Indiana operate. PIM and
MISO operate energy, capacity and other markets, and control the day-to-day
operations of bulk power systems through central dispatch.

Duke Energy Ohiois a member of PJM and Duke Enargy Indiana is a
member of MISO. Transmission owners in these RT0s have turned over control
of their transmission facifities and their iransmissien systems are currently
under the dispatch control of the RTOs. Transmission service is provided
on a regionwide, open-access basfs using the transmission facilities of the
RT0 members at ratas based on the costs of transmission service.

Envirgnmental. Electric Utilities and Infrastructure is subject to the
jurisdiction of the EPA and state and local environmental agencies. For a
discussion of environmental regulation, see “Environmental Matters” in this
section. See “Other Malters” section of MD&A for a discussion abaut potential
Global Climate Change legistation and other EPA regulations under development
and the potential impacts such lagislation and regulation could have on Duke
Energy's operations.

GAS UTILITIES AND INFRASTRUCTURE

Gas Utilities and Infrastructure conducts natural gas operations primarify
through the regulated public utilities of Piedmont and Duke Energy Ohio, The
natural gas operations are subject to the rules and regulations of the NCUC,
PSCSC, PUCO, KPSC, Tennessee Regulatory Authority (TRA) and the FERC. Gas
Utilities and Infrastructure serves residential, commercial, industrial and power
generation natural gas customers, Gas Utilities and Infrastructure has over
1.5 million customners, including more than 1 millien custemers located in North
Caralina, South Caralina and Tenngssee, and an additional 529,000 customers
lecated within southwestern Ohio and narthern Kentucky, In the Carolinas, Ohio
and Kentucky, the service areas are comprised of numerous cities, towns and
communities. In Tennessee, the service area is the metropolitan area of Nashville.

The number of residential, commercial and industrial customers within the
Gas Utilities and Infrastructure service teeritory is expected to increase over time.
Average usage per residential customer is expected to remain flat or decline for
the foreseeable future, however decoupled rates in North Carolina and various
rate design mechanisms in other jurisdictions to partially mitigate the impact
of the declining usage per custemer trend on overall profitability. While total
industrial and general service sales increased in 2016 whan compared to 2015,
the growth rate was modest when compared to historical pariods.

Gas Utilities and Infrastructure also owns, operates and has investments
in various pipeline transmission and natural gas storage facilities.

Natural Gas for Retail Distribution

Gas Utilities and Infrastructure is responsible for the distribution of
natural gas to retail customers in its North Carolina, South Carofina, Tennessee,
Ohio and Kentucky service territories. Gas Utilities and Infrastructure’s natural
gas procurement strategy is to contract primarily with major and independent
producers and marketers for gas supply. It also purchases a diverse portfalio
of transportation and storage service from interstate pipelines, This strategy
allows Gas Utilities and Infrastructure to assure reliable natural gas supply and
iransportation for its firm custemers during peak winter conditions. When firm
pipeline services or coniracted gas supplies are tempararily not needed due to
market demand fluctuations, Gas Utilities and Infrastructure may refease these
services and supplies in the secondary market under FERC-appraved capacity
release provisions or make wholesale secandary market sales. In 2016, firm
supply purchase commitment agrsements provided approximately 86 pescent of
the natural gas supply for Piedmont and 53 percent for Quke Energy Ohio.
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Seasonality and the Impact of Weather

Gas Utilities and Infrastructure’s costs and revenues are influenced by
seasonal patterns due to peak natural gas sales occuring during the winter
months. Residential custemers are the most impacted by weather, There are
certain regulatory mechanisms for the North Carotina, South Carolina and
Tennessee service territaries that normalize the margins collected from certain
customer classes during the winter, providing for an adjustment either up or
down. In North Caralina, rate design provides protection from both weather
and other usage variations such as conservation, while Seuth Carolina and
Tennessee revenues are adiusted solely based on weather. Rate design for
the Chio service territory alse mitigates the impacts of weather on customer
bills. Estimated weather impacts are based on actual current period weather
compared to normal weather coenditions. Narmal weather conditions are defined
as the leng-term average of actual historical weather conditions.

Degree-day data are used to estimate energy required to maintain
comfortable indoor temperatures based on each day's average temperature.
Heating-degree days measure the variation in weather based on the extent the
average daily temperature falls below a hase temperafure. The methodology
used to estimate the applicable impact of weather does nat consider all
variables that may impact custemer response to weather conditions, such as
wind chill. The precision of this estimate may alse be impacted by applying
long-term weather trends to sharter-term periods.

Competition

Gas Utilities and Infrastructure’s businesses operate as the sole supplier
of natural gas within their retail service territorias, with the exception of Ohio,
which has a competitive natural gas supply market for distribution service. Gas
Utilities and Infrastructure owns and operates facilities necessary to transport
and distribute natural gas. Gas Utilities and Infrastructure earns retail margin
on the transmission and distribution of natural gas and not on the cost of the
underlying commodity. Services are priced by state commission approved rates
designed to include the costs of providing these services and a reasonable
return on invested capital, This regulatory policy is intended to provide safe and
reliable natural gas at fair prices.

In residential, commercial and industrial customer markets, natural
gas distribution operations compete with ather companies that supply energy,
primarily electric companies, propane and fuel oil dealers, renewable energy
providers and coal companies in relation to sources of energy for electric power
plants, as well as nuclear energy. A significant competitive factor is price. Gas
Utilities and Infrastructure’s primary product competition is with electricity
for heating, water heating and cooking. Increases in the price of natural gas
or decreases in the price of other energy sources could negatively impact
competitive position by decreasing the price benefits of natural gas to the
consumer. In the case of industrial customers, such as manufacturing plants,
adverse economic or market conditions, including higher gas costs, could cause
these custemers to suspend business operations or to use alternative seurces
af energy in favor of enargy sources with lower per-unit costs.

Higher gas casts or decreases in the price of other energy saurces may
allow competition from altemative energy sources for applications that have
traditienally used natural gas, encouraging seme customers to move away
from natural gas-fired equipment $o equipment fueled by other energy sources.
Competition between natural gas and other forms of energy is alse based
on efficiency, performance, reliability, safety and other non-price factors.
Technological improvements in other energy sources and events that impair
the public perception of the non-price attributes of natural gas cauld erode
our competitive advantage. These factors in turn could decrease the demand
far natural gas, impair our ability to attract new customers and cause existing
custemers to switch to ather forms of energy or to bypass our systems in favor
of alternative competitive sources. This could result in slew or ng customer
growth and could cause customers to reduce or cease using our product,
theraby reducing our ability to make capital expenditures and otherwise grow
our business and adversely affecting eur earnings.
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Pipeline and Storage Investments

Duke Energy, through its Gas Utilities and Infrastructure segment, is a
47 percent equity member of Atlantic Coast Pipeline, LLC (ACP) that plans
to build and own the proposed Atlantic Coast Pipeline (ACP Pipeling), an
approximately 600-mile interstate natural gas pipeline. Priar ta the Piedmont
acquisition, Duke Energy owned a 40 percent equity ownership in ACR. The
pipeline is intended to transport diverse gas supplies into southeastern markets,
Duke Energy Carolinas, Duke Energy Progress and Piedmont, among athers, will
be customers of the pipeline. The estimated in-service date of the pipeline is in
the second half of 2019.

Gas Utilities and Infrastructure also has a 7.5 percent equity ownership
interest in Sabal Traif Transmission, LLC (Sabal Trail). Sabal Trail is a jeint
venture that is constructing a 515-mile natural gas pipeline (Sabal Trail
pipeling) to transport natural gas to Florida. The Sabal Trail pipeline has received
regulatory approvals and initiated construciion of the pipeline with an expected
in-service date in mid-2017. The Sabal Trail pipeline will traverse Alabama,
Georgia and Florida,

As a result of the Piedmont acquisition, Duke Energy, through its Gas
Utilities and Infrastruciure segmenti, has a 21.49 percent equity ewnership
interest in Cardinal Pipeling Company, LLC (Cardinal), an intrastate pipeline
located in North Carolina regulated by the NCUC, and a 24 percent equity
ownership interest in Constitution Pipeline Company, LLC (Constitution), an
interstate pipeline development company fermed to develop, construct, own
and operate a 124-mile natural gas pipeline and related facilities connecting
shale natural gas supplies and gathering systems in Susquehanna County,
Pennsylvania, to Iroquois Gas Transmission and Tennessee Gas Pipeline
systems in New York, regulated by the FERC.

Duke Energy, as a result of the Piedmont acquisitian, alsa has a
45 percent equity awnership in Pine Needle LNG Company, LLC {Pine Needle,
an interstate liquefied natural gas storage facility located in North Carolina and
a 50 percent equity ownershig interest in Hardy Storage Company, LLC (Hardy
Storage), an underground interstate natural gas storage facility located in Hardy
and Hampshire counties in West Virginia, both regufated by the FERC.

KO Transmission Company (KO Transmission), a wholly owned subsidiary
of Duke Energy Ohio, is an interstate pipeline company engaged in the business
of transporting natural gas and is subject to the rules and regulations of FERC,
KO Transmission's 90-mile pipeline supplies natural gas to Duke Energy Chio
and interconnects with the Columbia Guif Transmission pipeling and Tennessee
(Gas Pipeline. An approximately 7D-mile portion of KO Transmission's pipeline
facilities is co-owned by Columbia Gas Transmission Corporagion.

See Notes 4, 12 and 17 to the Consolidated Financia! Statements,
“Regulatory Matters,” “Investments in Unconsolidated Affiliates” and “Variable
Interast Entities," respectively, for further information on Duke Energy's pipeline
investments,

Inventory

(as Utilities and Infrastructure must maintain adequate natural gas
inventory in order te provide reliable delivery to customers. As of December 31,
2016, the inventary balance for Gas Utilittes and Infrastructure was
$1D8 million. For mare information on inventory, see Note 1 to tha Consolidated
Financial Statements, “Summary of Significant Accounting Policies.”

Regulation

State

The NCUC, PSCSC, PUCO, TRA and KPSC (callectively, the state gas
utility commissians) approve rates for Duke Energy's retail natural gas service
within their respective states. The state gas utility commissians, to varying
degrees, have authority over the construction and operation of Gas Utilities
and Infrastructure’s natural gas distribution facilities. Certificates of Public
Convenience and Necessity or Certificates of Environmental Compatibility
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and Public Necessity issued by the state gas ulility commissions or other
government agancies, as applicable, autharize Gas Utilities and Infrastructure
to construct and operate its natural gas distribution facilities and to sell natural
gas to retail and whalesale customers. Prior approval from the relevant state
gas utility commission is required for Gas Utilities and Infrastructure to issue
securities. The underlying cancept of utility ratemaking is 1o set rates at a level
that allows the utility to collect revenues equal to its cost of providing service
plus a reasonable rate of return on its invested capital, including equity.

In addition to amounts coflected from custormers though approved base
rates, each of the state gas utility commissions allow recavery of certain costs
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through various cosi-recovery clauses to the extent the respective commission
determines in periodic hearings that such costs, including any past over- or
under-recavered costs, are prudent,

Natural gas costs are eligible for recovery by Gas Utilities and
Infrastructure. Due to the associated regulatory treatment and the method
allowed for racovery, changes in natural gas costs from year to year have no
material impact on operating results of Gas Uiilities and Infrastructure, unless
a commission finds a portion of such costs to have not been prudent. Howaver,
delays between the expenditure for natural gas and recovery from customers
can adversely impact the timing of cash flows of Gas Utilities and Infrastructure.

The following table summarizes certain components underlying recently approved and effective base rates during 2016.

Annual Equity

Increase Return on Gomponent of
{in millions) Equity  Capital Structure Eifective Date
Piedmont 2013 North Carolina Rate Case $§ 3 10.0% 50.7% January 2014
Piedmont 2016 South Carolina Rate Stabilization Adjustment Filing'® 8 10.2% 53.0% November 2016

{a) Under the rate stabilization adjustment mechanism, Piedmont resets rates in South Carofina based an updated costs and revenues o an annual basis.

Gas Utilities and Infrastructure has integrity management rider (IMR) mechanisms in North Carolina and Tennessee designed to Separately track and recover
certain costs associated with capital investments incurred to comply with federal pipeline safety and integrity programs, as well as additional state safety and
integrity requiremnents in Tennessee. The following table summarizes information related to recently approved IMR filings.

Gumulative Annual Margin Effective
{in millions) Investment Revenues Date
Piedmont 2016 IMR Filing - North Caralina®* $ 513 $ 56 December 2016
Piedmont 2016 IMR Filing - Tennessae™® 173 21 January 2016

{a) Cumulative investment amounts throngh September 30, 2016.
{00 Cumplative investment amounts through Octobar 32, 2015,

{c)  In November 2018, Piedmont filed 2 petition wilh the TRA seeking authority to col'ect an additional $1.7 million in annual margin revenue effegtive January 2017 based on approvimately $20 million of capital Investments over the

12-month period ending Octoher 31, 2016, A ruling from the TRA is pending.

For mare information on rate matters and other regulatory proceedings,
see Note 4 to the Consolidated Financial Statements, “Regulatory Matters.”

Federal

Gas Utilities and Infrastructure is subject te various federal regulations,
including regulations that are particufar to the natural gas industry. These
federal regulations include but are not limited ta the following:

* Regulations of the FERC affect the certification and siting of new
interstate natural gas pipeline projects, the purchase and sale of,
the prices paid for, and the terms and conditions of service for the
interstate transportation and storage of natural gas,

Regulations of the U.S. Department of Transportation affect the design,
construction, operation, maintenance, integrity, safety and security of
natural gas distribution and transmission systems.

Regulations of the EPA relate to the environment including proposed
air emissions regulations that would expand to include emissions

of methane. For a discussion of environmental regulation, see
“Environmental Matters™ in this section. Refer to “Other Matters”
section of Managament's Discussion and Analysis of Financial
Condition and Results of Operations for a discussion about potential
Global Climate Change legislation and other EPA regulations under
development and the potential impacts such legislation and regulation
could have on Duke Energy's operations.

Regulations of FERC and the state gas utility commissions govern
access to regulated natural gas and other data by nonregulated entities and
services provided between regulated and nonregulated energy affiliates. These
regulations affect the activities of nonregulated affiliates with Gas Utilities
and Infrastructure.

COMMERCIAL RENEWABLES

Commercial Renewables primarily acquires, builds, develops and aparates
wind and solar renewable generation throughout the continental U.S. The portfolio
includes nonregulated renewable energy and energy sterage businesses.

Caommercial Renewables' renewable energy includes utility-scale wind
and salar generation assets, which total 2,900 MW across 14 states fram 21
wind farms and 63 commercial solar farms. Revenues are primarily generated
by selling the power preduced from renewable generation through long-term
contracts to utilities, electric cooperatives, municipalities and commercial and
industrial customers. In most instances, these customers have obligations
under state-mandated renewable energy portfolio standards ar similar state or
local renewable energy goals, Energy and renewable energy credits generated by
wind and solar projects are generally sold at contractual prices, In addition, as
eligible wind and solar projects are placed in service, Commercial Renewabtes
recognizes either investment tax credits (iTC) when the renewable project
achieves commercial availability or production tax credits (PTC) as power is
generated by the project over 10 years. Renewable ITC are recognized over the
useful life of the asset with the benefit of the tax basis adjustment due to the
ITC ¢ecognized in inceme in the year of commercial availability.

As part of its growth strategy, Commercial Renewables has expanded its
investment portfolio through the additien of distribuied solar companies and
projects, energy storage systems and energy management solutions specifically
tailored to commercial businesses. These investments include the 2015
acquisition of REC Solar Carp., a California-based provider of sotar installations
for retail, manufacturing, agriculture, technology, government and nonprofit
customers across the U.S. and Phoenix Energy Technologies Inc., a California-
based provider of enterprise energy management and information software o
commercial businesses.

For additional informatien on Commercial Renewables’ generation
facilities, see Item 2, “Properties.”
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Regulation

Commercial Renewables is subject to regulaion at the federal levei,
primariy from the FERC. Regulations of the FERC govern access to regulated
market information by nonregulated entities and services provided between
regutated and nonregulated utilities.

Market Environment and Competition

The market price of commodities and services, along with the quality
and reliability of services provided, drive competition in the wholesale
energy business. Commercial Renewables’ main competitars include other
nonregulated generators and whalesale power providers.

Sources of Electricity

Commercial Renswables relies on wind and solar reseurces for its
generation of electric enargy.

OTHER

The remainder of Duke Energy’s operations is presentad as Other. While
it is nat an aperating segment, Other primarily includes unallocated corporate
interest axpense, certain unallocated corporate costs, Bison Insurance Company
Limited (Bison), contributions ta the Duke Energy Foundatien, Duke Energy's 25
percent equity interest in NMC and immagerial investments in businesses Duke
Energy has retained from previous divestitures that are no longer part of its
current operating segments.

Executive Officers of the Registrants
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Bisen is a wholly owned captive insurance subsidiary of Duke Energy with
principal activities that include the indemnification of various business risks
and losses, such as property, workers' compensation and general liability of
Duke Energy subsidiaries and affiliates.

NMC is a joint venture that operates in Jubail, Saudi Arabia as a large
regional producer of methanol and methyl tertiary butyl ether (MTBE), an
additive to gaseline. Duke Energy has an effective econgmic ownership
interest in NMC of 25 percent and records activity of the investment using
the equity method of accounting. Upon the successful startup of NMC's
polyacetal production facility, which is expected to occur in the second quarter
of 2017, Duke Energy’s economic ownership interest in NMC will decrease
to 17.5 parcant while Duke Energy will retain 25 percent of the NMC's board
representation and voting rights.

Regulation

Certain entities within Other are subject to the jusisdiction of federal, state
and local agencies.

Employees

On December 31, 2016, Duke Energy had a total of 28,798 employees
on its payroll. The iotal includes 5,509 employees who are represenied by
labor unions under various collective bargaining agreements that generally
cover wages, benefits, working practices, and other terms and conditions of
employment.

The following table sets forth the individuals who currently serve as executive officers, Executive officers serve until their successors are duly elected or appointed.

Name Age®  Current and Recent Positions Held

Lynn J. Good 57

Ghairman, President and Chief Executive Officer. Ms, Good was elected as Chairman of the Board, effective Janwary 1, 2016, and assumed

her position as President and Chief Executive Officer in July 2013. Prior to that, she served as Executive Vice President and Chief Financial

Officer since 2009.

Steven K. Young 58

Executive Vice President and Chief Financial Officer. Mr. Young assumed his currant position in August 2013, Prior to that, he had served as

Seniar Vice President, Chief Accounting Cfficer and Controller since Aprif 2008,

Douglas F Esamann 59

Executive Vice President, Energy Solutions and President, Midwest and Florida Regions. Mr. Esamann assumed his current position in

September 2016 and was Executive Vice President and President, Midwest and Florida Regions since June 2015. Prior to that, he was President,
Duke Energy Indiana since Navember 2010.

Lioyd M, Yates

36

Executive Vice President, Customer and Delivery Operations and President, Carolinas Region. Mr. Yates assumed his current position in
September 2016 and was Exacutive Yice President, Market Solutions and President, Carolinas Region since August 2014. He held ihe pasition
of Executive Vice President, Regulated Utilities from December 2012 to August 2014, and prior to that, had served as Executive Yice President,
Customer Operations since July 2012, upon the merger of Duke Energy and Progress Energy. Prior ta the merger, Mr. Yates was President and
Chief Executive Officer of Progress Energy Carolinas, Inc., which is now known as Duke Energy Progress, LLC since July 2007.

Dhiaa M. Jamil

60

Executive Yice President and Chief Operating Officer. Mr. Jamil assumad the role of Chief Operating Officer in May 2D16. Prior to his current
positian, he had held tha title Executive Yice President and President, Regu!ated Generation and Transmission since June 2015, Prior to that,
he had sarved as Executive Vice President and President, Regulated Generation since August 2014. He served as Executive Vice President and
President of Duke Enezgy Nuclear from March 2013 to August 2014, and Chief Nuclear Qfficer from February 2008 to February 2013, He also
served as Chief Generation (fficer for Duke Energy from July 2009 to June 2012,

Franklin H. Yoho

57

Executive Vice President and President, Natural Gas, Mr, Yoho assumed his current position in Octabar 2016 upon tha acquisition of
Piedmont by Quke Enargy. Prior to this appointment, he served as Senior Vice President and Chief Commercial Officer of Piedmont since August
2011, Petor to that, he served as Senior Vice Presideat, Commercial Operations since March 2002.

Julia 8. Janson

52

Executive Vice President, Chief Legal Officer and Gorporate Secretary. Ms. Janson assumed her current pasition in December 2012 and,
in February 2018, assumed the interim responsibilities for the External Affairs and Strategic Policy organization. Prior to that, she had held tha
position of President of Duke Energy Ohio and Duke Energy Kentucky since 2008.

Melissa H. Anderson

52

Executive Vice President, Administration and Chief Human Rescurces Officer. Ms. Anderson assumed her position in May 2016 and had
been Executive Yice President and Chief Human Resources Officer since January 2015, Prior to joining Duke Energy, she served as Senior Vice
President of Human Resources at Domtar Inc. since 2014.

William E. Currens Jr.

47

Senior Vice President, Chief Accounting Officer and Controller Mr. Currens assumed his current position in May 2018. Prior to that, he had
held the position of Vica President, Investor Relations since 2008.

{a) The ages of the officers provided are as of December 31, 2016.
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There are no family selationships between any of the executive officers,
nor any arrangement or understanding between any executive officer and any
other person involved in officer selection.

Environmental Matters

The Duke Energy Registrants are subject to federal, state and local faws
and regulations with regard to air and water quality, hazardous and solid waste
disposal and other environmental matters. Environmental laws and regulations
affecting the Duke Energy Registrants include, but are net limited to:

« The Clean Air Act (CAA), as well as state laws and regulations
impacting air emissions, including State Implementation Plans
related to existing and new national ambieni air quality standards
for 0zone and particulate matter. Owners and/or operators of air
emission sources are responsible for obtaining permits and for annual
compliance and reporting.

The Clean Water Act (CWA}, which requires permits for facilities that
discharge wastewaters info navigable waters,

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

The National Environmental Palicy Act, which requires federal agencies
to consider potential environmental impacts in their permitting and
licensing decisions, including siting approvals.

Coal Ash Act, as amended, which establishes requirements regarding
the use and closure of existing ash basins, the disposal of ash at active
coal plants and the handling of surface and groundwater water impacts
from ash basins in North Carolina.

RCRA, which creates the framework for the proper management
of hazardous and nonhazardous solid waste, classifies CCR as
nonhazardous waste and establishes requirements regarding
landfill design and management and monitoring of CCR, including
ash basins.

The Solid Waste Disposal Act, as amended by the RCRA, which requires
certain solid wastes, including hazardous wastes, to be managed
pursuant to a cemprehensive regulatary oversight program.

For mare information an environmental matters, sea Notes 5 and 9 to
the Consalidated Financial $tatements, “Commitments and Contingencies -
Enviranmental” and "Asset Retirement Obligations,” respectively, and the “Other
Matters” section of MD&A, Except as otherwise described in these sections,
costs to comply with current federal, state and local provisions regulating the
discharge of materials into the environment or other potential costs related to
protecting the environment are incorporated inta the routine cost structure of
our various business segments and are not expected to have a material adverse
effect on the competitive position, consolidated results of operations, cash iflows
or financia position of the Ouke Energy Registrants.

The “Other Matters” section of MD&A includes an estimate of future
capital expendituses required to comply with environmental regulations and a
discussion of Global Climate Change including the potential impact of current and
future legislation related te greenhouse gas (GHG) emissions on the Duke Energy
Registrants" operations. Recently passed and potential future environmental
statutes and regutations could have a significant impact on the Duke Energy
Registrants' results of operations, cash flows ar financial position. However, if and
when such statutes and regulations become effective, the Duke Energy Registranis
will seek appropriate regulatory recovery of costs to comply within its regulated
operations.
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DUKE ENERGY CAROLINAS

Duke Energy Caralinas is a regufated public utility primarily engaged in
the generatign, fransmission, distribution and sale of electricity in portions of
North Carolina and South Carolina. Duke Energy Carolinas’ service area covers
approximately 24,000 square miles and supplies electric service to 2.5 million
residential, commercial and industrial customers. For information about Duke Energy
Carolinas’ generating facilities, see ltem 2, “Properties.” Duke Energy Carolinas is
subject to the regulatory pravisions of the NCUC, PSCSC, NRC and FERC.
Substantially all of Duke Energy Carolinas' operatians are regulated
angd qualify for regulatory accounting, Duke Energy Carolinas operates one
reportable business segment, Electric Utilities and Infrastructure. For additional
infermatien regarding this business segment, including financial information,
see Nate 3 to the Consolidated Financial Statements, “Business Segments.”

PROGRESS ENERGY

Progress Energy is a public ufility holding cempany primarily engaged in
the regulated electric utility business and is subject to regulation by the FERC.
Progress Energy conducts operations through its wholly owned subsidiaries,
Duke Energy Progress and Duke Energy Florida. When discussing Progress
Energy's financial information, it necessarily includes the results of Duke Energy
Progress and Duke Energy Florida.

Substantially all of Progress Energy's operations are regulated and qualify
for regulatory accounting. Progress Energy operates one reportable business
segment, Electric Utilittes and Infrastructure, For additional information
regarding this business segment, including financial information, see Nate 3 to
the Consolidated Financial Statements, "Business Segments,”

DUKE ENERGY PROGRESS

Duke Energy Progress is a regulated public utility primarily engaged in
the generation, transmission, distribution and sale of electricity in portions
af North Carolina and South Carolina. Duke Energy Progress’ service area
covers approximately 32,000 square miles and supplies electric service to
approximately 1.5 million residential, commercial and industrial customers.
Far information abeut Duke Energy Pragress’ generating facilities, see ltem 2,
“Properties.” Duke Energy Progress is subject to the regulatory provisions of the
NCUC, PSCSC, NRC and FERC.

Substantially all of Duke Energy Progress’ operations are regulated
and qualify for regulatory accounting. Duke Energy Progress operates one
reportable business segment, Electric Utilities and Infrastructure. For additional
information regarding this business segment, including financial information,
see Note 3 to the Consolidated Financial Statements, "Business Segments.”

DUKE ENERGY FLORIDA

Duke Energy Florida is a regulated public utility primarily engaged in
the generation, transmissian, distribuifon and sale of electricity in portions of
Florida. Duke Energy Florida's service area covers approximately 13,000 square
miles and supplies electric service to approximately 1.8 million residential,
commercial and industrial customers. For information about Duke Energy
Flerida's generating facilities, see ftem 2, “Properties.” Duke Energy Florida is
subject te the regulatory provisions of the FPSC, NRC and FERC.

Substantially all of Duke Energy Florida's operatiens are regulated and
qualify for regulatory accounting. Duke Energy Florida operates one reportable
business segment, Electric Utilities and Infrastructure. For additional
information regarding this business segment, including financial information,
see Note 3 to the Consolidated Financial Statements, “Business Segments.”
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DUKE ENERGY OHIO

Duke Enesgy Ohia is a regulated public utility primarily engaged in the
transmission and distribution of electricity in portions of Ohio and Kentucky,
in the generation and sale of electricity in portions of Kentucky and the
transportation and sale of natural gas in portions of Chio and Kentucky, Duke
Energy Ohio also conducts competitive auctions for retail electricity supply in
Ohio wheraby recovery of the energy price is fram retail customers. Operations
in Kentucky are conducted through its wholly owned subsidiary, Duke Energy
Kentucky, Inc. {Duke Energy Keniucky). Referances herein to Duke Energy Chio
include Duke Energy Ohie and its subsidiaries, unless otherwise noted. Duke
Energy Ohio is subject to the regulatory provisions of the PUCO, KPSC and FERC.

Duke Energy Ohie's service area covers appraximately 3,000 square miles
and supplies electric service to approximately 850,000 residential, commercial
and industiial customers and provides transmission and distribution services
for natural gas to approximately 529,000 customers. For informatign about Duke
Energy Ohio’s generating facilities, see Item 2, "Properties.”

KO Transmission, a wholly owned subsidiary of Duke Energy Ohia, is an
interstate pipeline company engaged in the business of transporting natural
gas and is subject to the rules and regulations of FERC. KO Transmission's
90-mile pipeline supplies natural gas to Duke Energy Ohio and interconnects
with the Columbia Guif Transmissien pipeline and Tennessee Gas Pipeline. An
approximately 70-mile portion of KO Transmission's pipeline facilities is
co-owned by Columbia Gas Transmission Carporation.

On April 2, 2015, Duke Energy completed the sale of its nonregulated
Midwest generafien business, which seld power into wholesale energy markets,
ta a subsidiary of Dynegy, For further information about the sale of the Midwest
Generation husiness, refer to Note 2 ta the Consalidated Financial Statements,
"Acquisitions and Dispositions.”

Substantially all of Duke Energy Ohig's operations that remain after the
sale qualify for regulatory accounting.

Business Segmenis

Duke Energy Ohio hias two reportable operating segments, Eleciric
Utilities and Infrastructure and Gas Utilities and Infrastructure. For additienal
information en these business segments, including financial information, see
Note 3 to the Conselidated Financial Statements, “Business Segmants.”

DUKE ENERGY INDIANA

Duke Energy Indiana is a regulated public utility primarily engaged in
the generation, transmissien, distribution and sale of electricity in portions of
[ndiana. Duke Energy Indiana's service area covers 23,000 square miles and
supplies electric service to 820,000 residential, commercial and industrial
customers. See Item 2, “Properties” for further discussion of Duke Energy
Indiana’s generating facilities, transmission and distribution. Duke Energy
Indiana is subject ta the regulatory provisions of the IURC and FERC.

Substantially afl of Duke Energy Indiana's eperations are regulated
and quatify for regulatory accounting. Duke Energy indiana aperates one
reportable business segment, Electric Utilities and Infrastructure, For additionat
infermation regarding this business segment, including financial information,
see Note 3 to the Consolidated Financial Statements, “Business Segments.”

ITEM 1A. RISK FACTORS

In addition to other disclasures within this Form 10-K, including
“Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Matters Impacting Future Results” for each registrant in Item 7,
and other documents filed with the SEC from time to time, the following
factors should be considered in evaluating Duke Energy and iis subsidiaries.
Such factors could affect actual results of operations and cause results io
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differ substantially from those currently expected or sought. Unless atherwise
indicated, risk factors discussed below generally relate to risks associated with
all of the Duke Energy Registrants. Risks identified at the Subsidiary Registrant
level are generally applicable to Duke Enargy.

BUSINESS STRATEGY RISKS

Duke Energy’s future results could be adversely affected if it is unable to
implement its business strategy.

Duke Energy's future results of operations depend, in significant part, on
the extent to which it can implement its business strategy successfully. Duke
Energy's strategy, including transforming the customer experience, modernizing
the energy grid, generating cleaner energy, expansion of natural gas infrastructure
and engaging employees and stakeholders o accomplish these priorities, is
subject fo business, economic and competitive uncertainties and contingencies,
many of which are beyond its control. As a consequence, Duke Energy may not
be able to fully implement or realize the anticipated results of its strategy.

REGULATORY, LEGISLATIVE AND LEGAL RISKS

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

The Duke Energy Registrants' regulated electric and natural gas utility
businesses are regulated on a cost-of-service/rate-of-return basis subject to
statutes and regulatory commission rules and pracedures of North Caralina,
South Carolina, Florida, Ohio, Tennesses, indiana and Kentucky. If the Duke
Energy Registrants' regulated utility earnings exceed the returns established by
the state utility commissions, retail electric and natural gas rates may be subject
te raview and possible reduction by the commissions, which may decrease the
Duke Energy Registrants' future earnings, Additionally, if regulatory bodies do nok
allow recovery of costs incurred in providing service on a timely basis, the Duke
Energy Registrants’ future eamings could be negatively impacted,

If tegistative and regulatory structures were to evolve in such a way that
the Duke Energy Registrants’ exclusive rights to serve their regulated customers
ware eroded, their future earnings could be negatively impacted. Federal and
state regulations, laws and other efforts designed to promote and expand the use
of energy efficiercy measures and distributed generation technologies, such as
private solar and battery storage, in Duke Energy service tersitories could resuit
in customers leaving the electric distribution system and an increase in customer
net energy metering, which allows customers with private solar to receive bill
credits for surplus power at the full retail amaunt. Over time, customer adoption
of these technologies and increased energy efficiency could result in excess
generation resources as wall as stranded costs if Duke Energy is not able to fully
recaver the costs and investment in generation.

State regulators have approved various mechanisms to stabilize natural
gas utility margins, including margin decoupling in North Carolina, rate
stabilization in South Carolina and uncollectible natural gas cost recovery in all
states. State regulators have approved other margin stabilizing mechanisms
that, for example, allow for recovery of margin losses associated with negotiated
transactions designed to retain large volume customers that could use alternative
fuels or that may otherwise directly access natural gas supply through their own
connection to an interstate pipeline. If regulators decided to discontinue the
Duke Energy Registrants’ use of tariff mechanisms, it would negatively impact
results of operations, financial condition and cash flaws, In addition, regutatory
authorities also review whether natural gas costs are prudent and can disallow
the recovery of a portion of natural gas costs that the Duke Energy Registrants
seek to recover from customers, which would adversely impact earnings.
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The electric rates that the Duke Energy Registrants’ regulated utility
businesses are allowed to charge are established by state utility
commissions in rats case proceedings, which may limit their ability to
recover costs and earn an appropziate return on investment.

The rates that the Duke Energy Registranis’ regulated utifity business
are allowed to charge significantly influences the resuits of operations,
financial pesition and liquidity of the Duke Energy Registrants. The regulation
of the rates that the regulated utility businesses charge customers is
determined, in large part, by state utility commissions in rate case
praceedings. Negative decisions made by these regulators could have a
material adverse effect on the Duke Energy Registrants’ results of operations,
financial position or liquidity and affect the ability of the Duke Energy
Registrants to recaver casts and an appropriate return on the significant
infrastructure investments being made. Duke Energy cannot predict the
outcome of these rate case proceedings.

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

Increased competition resulting from deregulation or restructuring
legislation could have & significant adverse impact on the Duke Energy
Registrants' results of operations, financial positien or cash flows. Retail
competition and the unbundling of regulated electric service could have a
significant adverse financial impact on the Duke Energy Registranis due to
an impairment of assets, a loss of retail customers, lower prafit margins or
increased costs of capital. The Duke Energy Registrants cannot predict the
extent and timing of entry by additional compatitars into the electric markets.
The Duke Energy Registrants cannat predict if or when they will be subject fo
changes in legislation or regulation, nar can they predict the impact of these
changes on their financial positien, results of operations or cash flows.

The Duke Energy Registrants’ businesses are subject to extensive federal
regulation and a wide variety of laws and governmental palicies, including
taxes, that may change over time in ways that affect operations and costs,

Duke Energy is subject to regulations under a wide variety of 1.3. federal
and state regulations and poficies. There can be no assurance that laws,
regulations and palicies will not be changed in ways that result in material
modifications of business models and objectives ar affect returns on investment
by restricting activities and products, subjecting them to escalating casts or
prohibiting them outright. In particiiar, a substantial revision te the U.S. tax code,
such as changes ta the carporate tax rate or a material change in the deductibility
of interest could significantly change Duke Energy's effective tax rate, the cost of
capital and have an impact on results of operations and cash flows.

The Duke Energy Registrants are subject ta regulation by FERC, NRC,

EPA and various other feceral agencies as well as the North American Electric
Retiability Corporation. Regulation affects almost every aspect of the Duke
Energy Registrants’ businesses, including, among other things, their ability

to: take fundamental business management actions; determine the terms

and rates of transmission and distribution services; make acquisitions; issue
equity or debt securities; engage in transactions with other subsidiaries and
affiliates; and pay dividends upstream to the Duke Energy Registrants. Changes
to federal regulations are continuous and ongoing. The Duke Energy Regisirants
cannot predict the future course of regulatory changes or the ultimate effect
those changes wili have an their businesses. However, changes in regulation
can cause delays in or affect business planning and transactions and can
substantially increase the Duke Energy Registrants’ costs,
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The Duke Energy Registrants are subject to numerous environmental
laws and regulations requiring significant capital expenditures that can
increase the cost of operations, and which may impact or limit business
plans, or cause exposure to environmentat liabilities.

The Duke Energy Registrants are subject to numerous environmental laws
and regulations affecting many aspacts of their present and future operatians,
including CCRs, air emissians, water quality, wastewater discharges, sefid
waste and hazardous waste. These |laws and regulations can result in
increased capital, operating and other costs. These laws and regutations
generally require the Duke Energy Registrants to obtain and comply with a wide
variety of environmental licenses, permits, inspections and other approvals.
Campliance with environmental |aws and ragulations can require significant
expenditures, including expenditures for ¢leanup costs and damages arising
from centaminated properties. Failure to comply with enviranmantal regulations
may result in the impasition of fines, penaliies and injunctive measures
affecting operating assets. The steps the Duke Energy Registrants could be
required o take to ensure their facilities are in compliance could be prahibitively
expensive. As a result, the Duke Energy Registrants may be required to shut
down or alter the operation of their facilities, which may cause the Duke Energy
Registrants to incur losses. Further, the Duke Energy Registrants may nat be
stccessful in recovering capital and operating costs incurred to comply with
new environmentai regulations through existing regulatary rate structures
and their contracts with custemers. Also, the Duke Energy Registrants may
not be able to obtain or maintain from time to time all required environmental
regulatory approvals for their operating assets or development projects. Detays
in obtaining any required enviranmental regulatary approvals, failure to obtain
and comply with them or changes in environmental laws or regulations to more
stringent compliance levels could resuit in additional costs of operation far
existing facilities or development of new facilities being prevented, defayed or
subject to additional costs. Although it is not expected that the casts to comply
with current enviranmental regulaiions will have a material adverse effect on
the Duke Energy Registrants' financial position, results of operations or cash
flows due to regulatory cost recovery, the Duke Energy Registrants are at risk
that the costs of complying with environmental regulations in the future will
have such an effect,

The EPA has recently enacted or proposed new federal regulations
governing the management of coaling water intake structures, wastewater and
CO0, emissians. Thase regulations may require the Duke Energy Registrants
to make additional capital expenditures and increase operating and
maintenance costs.

The Duke Energy Registrants' operations, capital expenditures and
financial results may be affected by regulatory changes related to the
impacts of global climate change.

There is continued coancern, Bath nationally and internationally, about
climate change. Although there is no federal climate change legislation, in 2016,
the United States signed the Paris Agreement on climate change by which the
signatories agreed to pursue efforts to limit the increase in the global average
temperature by less than 2 degrees Celsius above pre-industrial levels. If the
United States honors the Paris accord, the EPA may adapt and implement
regulations to further resirict emissions af GHGs. Increased regulation of
GHG emissions could impose significant additional costs on the Duke Enargy
Registrants’ operations, their suppliers and customers. Regulatory changes
could also result in generation facilities to be retired early and result in stranded
costs if Duke Energy is not able to fully recover the costs and investment in
generation. At this time, the effect that climate change regulation may have
in the future on Duke Energy's business, financial condition o resuits of
operations is not able to be predicted.
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OPERATIGNAL RISKS

The Duke Energy Registrants' results of operations may be negatively
affected by overall market, economic and other conditions that are beyond
their control.

Sustained downturns or sluggishness in the economy generally affect the
markets in which tha Duke Energy Registrants operate and nagatively influence
operations. Declines in demand for electricity or natural gas as a result of
economic downturns in the Duke Energy Registrants’ regulated service tersitories
will reduce overall sales and lessen cash flows, espacially as industrial
customers reduce production and, therefore, consumption of electricity and the
use of natural gas. Although the Duke Energy Registrants' regulated electric
and natural gas husinesses are subject fo regulated allowable rates of refum
and recovery of certain costs, such as fuel and purchased gas cosis, under
periodic adjustment ¢lauses, averall declines in electricity or natural gas sold
as a result of economic downturn ar recession could reduce revenues and
cash flows, thereby diminishing results of operations, Additionally, profenged
economic downtumns that negatively impact the Duke Energy Registrants’ results
of operations and cash flows could result in fufure material impairment charges
ta write-down the carrying value of certain assets, including goodwill, to their
respective fair values.

The Duke Energy Registrants also sefl electricity into the spot market or
other competitive power markets on a contractual basis. With respect to such
transactions, the Duke Energy Regisirants are not guaranteed any rate of return
on their capital investments through mandated rates, and revenues and results
of operations are likely to depend, in large part, upen prevailing market prices.
These market prices may fluctiate substantially aver relatively short periods
of time and could reduce the Duke Energy Registrants’ revenues and margins,
thereby diminishing results of eperations,

Factors that could impact sales volumes, generation of electricity and
market prices at which the Duke Energy Registrants are abie to sell electricity and
natural gas are as follows:

= weather conditions, including abnarmaily mild winter or summer
weather that cause lower energy or natural gas usage for heating
or cooling purposes, as applicable, and periods of low rainfall that
decrease the ability ta aperate facilities in an economical manner;

supply of and demand for energy commodities;

transmission or transportation constraints or inefficiencies that impact
nonregulated energy operafions;

availability of competitively priced alternative energy sources, which

are preferred by some customers aver electricity preduced from coal,
nuclear or natural gas plants, and customer usage of energy-efficient
equipment that reduces energy demand;

natural gas, crude oil and refined prodicts production levels and prices:

ahility to procure satisfactory levels of inventary, such as coal, natural
gas and uranium; and

capacity and transmission service into, or out of, the Duke Energy
Registrants' markets.

Duke Energy’s acquisition of Piedmont may not achieve its
intended resulis.

Duke Energy and Piedmont completed the merger agreement with the
expectation that the transaction will result in various benefits, including, among
other things, being zccretive to eamings and foundational to establishing a
broader natural gas infrastructure business within Duke Energy. Achieving the
anticipated benefits of the transaction is subject to a number of uncertainties,
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including whether the business of Piedmont is integrated in an efficient and
effective manner. Failure to achieve these anticipated benefits could result in
increased casts, decreases in the amount of expected revenues generated by
the comhined campany and diversion of management's time and energy, alk
of which could have an adverse effect on the combined campany’s financial
position, results of operations or cash flows.

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

Natural disasters (such as electromagnetic events or the 2011 earthquake
and tsunami in Japan) or other operational accidents within the company or
industry {such as the San Bruno, California natural gas transmission pipeline
failure} coufd have direct significant impacis an the Duke Energy Registrants as
well as on key contractors and suppliers. Such events could indirectly impact the
Duke Energy Registrants through changes to policies, laws and regulations whose
compliance costs have a significant impact on the Duke Energy Registrants’
financial position, results of operations and cash flows.

The reputation and financial condition of the Duke Energy Registrants
could be negatively impacted due to their obligations to comply with
federal and state regulations, laws, and other legal requirements that
govain the operations, assessments, storage, closure, remadiation,
disposal and monitoring relating to CCR, the high costs and new

rate impacts associated with implementing these new CCR-related
requirements and the strategies and methods necessary to implement
these requirements in compliance with these legal obligations.

As a result of electricity produced for decades at coal-fired power plants,
the Duke Energy Registrants manage large amgunts of CCR that are primarily
stored in dry storage within landfills or combined with water in other surface
impoundments, all in compliance with applicable regulatory requirements.
However, the potential exists for another CCR-related incident, such as the ane
that occurred during the 2014 Dan River Steam Station ash basin release, that
could raise envirenmental or general public health concems. Such a CCR-
related incident could have a material adverse impact on the reputation and
financial cendition of the Duke Energy Registrants.

During 2015, EPA regulations were enacted related to the management
of CCR from power plants. These reguiations classify CCR as nonhazardeus
waste under the RCRA and apply to electric generating sites with new and
existing landfills, new and existing surface impoundments, structurat fills
and CCR piles, and establishes requirements regarding landfill design,
structural integrity design and assessment criteria for surface impoundments,
groundwater monitoring, protection and remedial procedures and other
operational and reporting procedures for the dispesal and management
of CCR. In additien to the federal regulatians, CCR landfills and surface
impoundments wilf centinue to be independently regulated by existing state
laws, regulations and permits, as well as additional legal requiremenis that
may be imposed in the future. These faderal and state laws, regulations and
other legal requirements may reguire or result in additional expenditures,
increased operating and maintenance cests and/or result in closure of certain
power generating facilities, which could affect the financial position, results
of operations and cash flows of the Duke Energy Registrants. The Duke Energy
Registrants intend ta seek full cost recovery for expenditures through the
normal ratemaking process with state and federal utility commissions, who
perrmit recovery in rates of necessary and prudently incurred costs associated
with the Duke Energy Registrants' regulated onerations, and through other
whalesale contracts with terms that contemplate recovery of such costs,
although there is no guarantee of full cost recovary. In addition, the timing
for recovery of such costs could have a material adverse impact on Duke
Energy’s cash flows,
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The Duke Energy Registrants have recognized significant asset retiremant
obligations related to these CCR-related requirements. Closure activities began
in 2015 at the four sites specified as high priority by the Coal Ash Act and at
the W.S. Lee Steam Station site in South Carolina in connection with other lagal
requirements. Excavation at these sites invalves movement of large amounis
of CCR materials to off-site locatiens for use as structural fill, to appropriate
engineered off-site or on-site lingd landfills or conversion of the ash for
beneficial use. At other sites, preliminary planning and closure methods have
been studied and factored into the estimated refirement and management
costs. The Coal Ash Act requires CCR surface impoundments in North Carolina
{o be closed, with the closure mathod based on a risk ranking classification
determined by state regulators. As the closure and CCR management work
progresses and final closure plans and carrective action measures are
developad and approved at each site, the scope and complexity of work and the
amount of CCR material could be greater than estimates and could, therefore,
materially increase compliance expenditures and rate impacts.

The Duke Energy Registrants' financial position, results of operations and cash
flows may be negatively affected by a lack of growth or slower growth in the

number of customers, or decling in customer demand or number of customers.

Growth in customer accounts and growth of customer usage each
directly influence demand for electricity and natural gas and the need for
additionat power generation and delivery facilities. Customer growth and
customer usage are affected by a number of factors outsida the control of
the.Duke Energy Registrants, such as mandated energy efficiency measuras,
demand-side management goals, distributed generation reseurces and
econemic and demographic conditions, such as poputation changes, job and
income growth, housing starts, new business formation and the overall level of
economic activity.

Certain regulatory and legisfative bodies have introduced or are
considering requirements and/or incentives to reduce energy consumption
by certain dates, Additionally, technological advances driven by federal laws
mandating new levels of energy efficiency in end-use electric devices or other
improvements in or applications of technology could lead to declines in per
capita energy consumption.

Advances in distributed generation tachnologies that produce power,
including fuel cells, micro-turbines, wind turbines and solar cells, may
seduce the cost of alternative methads of producing pawer to a level
competitive with central power station electric production etilized by the
Duke Energy Registrants.

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

Furthermore, the Duke Energy Registrants currently have energy efficiency
riders in place to recover the cost of energy efficiency programs in North
Carolina, South Carolina, Florida, Ohio and Kentucky. Should the Duks Energy
Registrants be required to invest in conservation measures that result in
reduced sales from effective conservation, regulatory fag in adjusting rates for
the impact of these measures could have a negative financial impact.

The Duke Energy Registrants’ operating results may fluctuate on a seasonal
and quarterly basis and can be negatively affected by changes in weather
conditions and severe weather, including extreme weather conditions
associated with climate change.

Electric pewer genaration and natural gas distribution are generally
seasonal businesses. In most parts of the U.S., the demand for power peaks
during the warmer summer manths, with market prices also typically peaking at
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that time. In other areas, demand for power peaks during the winter, Demand for
natural gas peaks during the winter months. Further, extreme weather conditions
such as heat waves, winter storms and severe weather associated with climate
change could cause these seasonal fluctuations to be more prenounced. As a
result, the overall operating results of the Duke Energy Registrants' businesses
may fluctvate substantially on a seasonal and quarterly basis and thus make
period-to-period cemparisen less relevant.

Sustained severe drought conditions could impact generation by
hydroelectric plants, as well as fossil and nuclear plant operations, as these
facilities wse water for cooling purposes and for the oparation of environmental
compliance equipment, Furthermore, destruction caused by severe weather
events, such as hurricanes, tornadoes, severe thunderstorms, snow and ice
storms, can result in lost operating revenues due to outages, property damage,
including downed fransmission and distribution lines, and additional and
unexpected expenses to mitigate storm damage. The cost of storm restoration
efforts may not be fully recoverable through the regulatory process.

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

The Duke Energy Registrants depend on transmission and distribution
facilities owned and operated by utilities and other energy companies to daliver
electricity seld to the wholesale market, FERC's power transmissien regulations
require whalesale eleciric transmission services to be offered on an open-access,
non-discriminatory basis. If transmission is disrupted, or if transmission capacity
is inadequate, the Duke Energy Registrants' ability to sell and deliver products
may be hindered.

The different regional power markets have changing regulatory structures,
which cauld affect growth and performance in these regions. In addition, the IS0s
who oversee the transmission systems in regional pawer markets have imposed in
the past, and may impose in the future, price limitations and ather mechanisms to
address volatility in the power markets. These types of price imitations and other
mechanisms may adversely impact the profitability of the Duke Energy Registrants
wholesale power marketing business.

]

Duke Energy may be unable to complete necessary or desirable pipeline
expansien or infrastructure devefopment or maintenance projects, which
may delay or prevent the Duke Energy Registrants from serving natural gas
customers or expanding the natural gas business.

In order to serve current or new natural gas customers or expand the service
to existing customers, the Duke Energy Registranis need to maintain, expand or
upgrade distribution, transmission and/or storage infrastructure, including laying
new pipeline and building compressor stations. Various factors, such as the
inability to obtain required approval from local, state and/or federal regulatory and
govemmental bodies, public apposition ta projects, inability to obtain adequate
financing, competitien for labor and materials, construction delays, cast ovetruns and
the inability to negotiate acceptable agreements relating to rights of way, construction
or ather materiai development components, may prevent or detay the completion of
projects or increase casts. As a resuli, the Duke Energy Registrants may be unable to
adequately serve existing natural gas customers or support customer growth or could
incur higher than anticipated costs, which could have a negative financial impact.

The availability of adequate interstate pipeline transportation capacity and
natural gas supply may decrease.

The Duke Energy Regisirants purchase almost all of their natural gas
supply from interstate sources that must be transported te the applicable
service territories. Interstate pipefine companies transport the natural gas to
the Duke Energy Registrants' systems under firm service agreements that are
designed to meet the requirements of their core markets. A significant disrupiion
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to interstate pipelines capacity or reduction in natural gas supply due io events
incuding, but not limited to, operational failures or disruptions, huriicanes,
tornadoes, floads, freeze off of natural gas wells, ferrarist or cyberattacks or
ather acts of war or legistative or regulatery actions ar requirements, including
remediation related fo integrity inspections, could reduce the narmal interstate
supply of natural gas and thereby reduce earnings. Moreover, if additional
natural gas infrastructure, including, but not limited to, exploration and drilling
rigs and platferms, processing and gathering systems, off-share pipelines,
interstate pipelines and sterage, cannot be built at a pace that meets demand,
then growth opportunities could be limited and earnings negatively impacted.

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

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

Additionally, the Duke Energy Registrants are exposed to risk that
counterparties will not be able to fulfill their obligations. Disruption in the
delivery of fuel, including disruptions as a result of, among ather things,
transportation delays, weather, labor relations, force majeure svents or
envirgnmental regulations affecting any of these fuet suppliers, could limit the
Duke Energy Registrants' ability to operate their facilities, Should counterparties
fail to perform, the Duke Energy Registrants might be forced to replace the
underlying commitment at prevailing market prices possibly resuiting in losses
in addition to the amounts, if any, already paid o the counterparties.

Certain of the Duke Energy Registrants' hedge agreements may result
in the receipt of, or posting of, derivative cellateral with counterparties,
depending on the daily derivative position. Fluctuations in commodity prices
that lead to the return of collateral received and/or the posting of collateral
with counterparties negatively impact liquidity. Downgrades in the Duke
Energy Registrants’ credit ratings could lead to additionat collateral posting
requirements. The Duke Energy Registrants continually monitor derivative
pasitions in relation to market price activity.

Potential terrorist activities, or military or other actions, could adversely
affect the Duke Energy Registrants' businesses.

The continued threat of terrarism and the impact of retaliatory military and
other action by the U.S. and its allies may lead to increased political, economic and
iinancial market instability and valatility in prices for natural gas and oil, which
may have material adverse effects in ways the Duke Energy Registrants cannot
predict at this time. In addition, future acts of terrorism and possible reprisals
as a cansequence of action by the .S, and its allies could be directed against
companies operating in the .S, Information technology systems, transmission
and distribution and generation facilities such as nuclear plants could be potentiat
targets of terrorist activities or harmful activities by individuals or groups. The
potential for terrarism has subjected the Duke Energy Registrants' operations to
increased risks and could have a material adverse effect on their businesses.

In particular, the Duke Energy Registrants may experience increased capital and
operating costs to implement increased security for their information technology
systems, transmission and distribution and generation facifities, including nuclear
power plants under the NRC's design basis threat requirements. These increased
costs could include additional physical plant security and security personnel or
additignal capability foliewing a terrorist incident.
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Cyberattacks and data security breaches could adversely affect the Duke
Energy Registrants’ businesses,

Information security sisks have generally increased in recent years as a
result of the proliferation of new technologies and the increased sophistication
and frequency of cyberattacks and data security breaches, The utility industry
requires the continued operation of sophisticated information technology
systems and network infrastructure, which are part of an interconnected
regional grid. Additionally, conngctivity to the internet continues to increase
{hrough smart grid and other initiatives. Because of the critical nature of the
infrastructure, increased connectivity to the internet and technology systems’
inherent vulnerability to disability or failures due to hacking, viruses, acts of
war or terrorism or ofher types of data security breaches, the Duke Energy
Registrants face a heightened risk of cyberattack. In the event of such an atack,
the Duke Energy Registrants could (i) have business ogeratigns disrupted,
property damaged, customer information stolen and other private information
accessed, (i} experience substantial loss of revenues, repair and restoration
costs, implementation costs for additional security measures to avert future
cyberatiacks and other financial loss and {jii) be subject t¢ increased regulatian,
litigation and reputational damage.

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

Certain events, such as an aging workforce, mismatch of skill set or
complement to future needs, ar unavaitability of contract resources may lead
io operating challenges and increased costs. The challenges include lack
of resources, loss of knowledge base and the lengthy time required for skill
development. In this case, costs, including costs for contractors to reptace
employees, productivity costs and safety costs, may increase. Failure to
hire and adequately train replacement employees, in¢luding the transfer of
significant internal historical knowladge and expertise to new employees, or
future availability and cost of contract labor may adversely affect the ability to
manage and operate the business, espacially considering the workforce needs
associated with nuclear generation facilities and new skills required to operate
a modernized, technology-enabled power grid. If the Duke Energy Registrants
are unable to successfully attract and retain an appropriately qualified
workforce, their financial pasition, results of aperations or cash flows could be
negatively affected.

The costs of retiring Duke Energy Florida's Crystal River Unit 3 cauld prove
to he more extensive than is currently identified.

Costs to retire and decommission the plant could exceed estimates and,
if not recoverable through the regulatory process, could adversely affect Duke
Energy's, Prograss Energy's and Duke Enesgy Florida’s financial condition,
results of operations and cash flows.

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

The rules gaverning the various regional power markets may change,
which could affect Duke Energy Ohig's and Duke Energy Indiana’s costs and/
or revenues. To the degree Duke Energy Ghio and Duke Energy Indiana incur
significant additional fees and increased costs to particigate in an RTO, their
results of operations may be impacted. Duke Erergy Ohio and Duke Energy
Indiana may be allocaied a partion of the cost of transmission facilitias buift
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by others due to changes in RTO transmission rate design. Duke Energy Ohio
and Duke Energy Indiana may be required to expand their transmission system
according to decisions made by an RTO rather than their own internal planning
process. While RTO transmission rates were initially designed to be revenus
neutral, various propasals and proceedings currently taking place by the FERC
may cause fransmission rates to change from time fo time. In addition, RTOs
have Been developing rules associated with the allocation and methodology

of assigning costs associated with improved transmission reliability, reduced
transmission congestion and firm transmission rights that may have a financial
impact on Duke Energy Ohio and Duke Energy Indiana.

As meméers of an RTO, Duke Energy Ohio and Duke Energy Indiana are
subject to certain additional risks, including those associated with the allocation
amang RTO members, of losses caused by unreimbursed defaulis of other
participants in the RT0 markets and those assaciated with complaint cases
filed against an RTO that may seek refunds of revenues previously earned by
RTO members.

NUCLEAR GENERATION RiISKS

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

Ownership interest in and operation of nuclear stations by Duke Energy
Carolinas, Duke Energy Progress and Duke Energy Florida subject them to various
risks. These risks include, among other things: the potential harmful effects an
the anvironment and human health resulting from the current or past operation of
nuclear facilities and the storage, handling and dispasal of radioactive materials;
limitations en the amounts and types of insurance commercially available to cover
losses that might arise in connection with nuclear eperations; and uncertainties
with respect to the technological and financial aspects of decammissioning
nuclear plants at the end of their licensed lives.

Ownership and operation of nuclear generation facilities requires
compliance with licensing and safety-related requirements imposed by the NRC.
In the avent of non-compliance the NRC may increase regulatory oversight,
impose fines or shut down & unit depending upon its assessmant of the severity
of the situation. Revised security and safety requirements promulgated by
the NRC, which could be prompted by, among other things, events within or
outside of the control of Duke Energy Carolinas, Duke Energy Progress and
Duke Energy Florida, such as a serious nuclear incident at a facility owned
by a third pariy, could necessitate substantial capital and other expenditures,
as well as assessments to cover third-party losses. In addition, if a serious
nuclear incident were to gccur, i could have a material adverse effect on the
results of operations, financial condition, cash flows and reputation of the Duke
Energy Registrants.

LIQUIDITY, CAPITAL REQUIREMENTS AND COMMON STOCK RISKS

The Duke Energy Registrants rely on access to short-term borrowings and
longer-term capital markets to finance their capital requirements and
support their liquidity needs. Access to those markets can be adversely
affected by a number of conditions, many of which are beyond the Duke
Energy Registrants’ control,

The Duke Energy Registrants’ businesses are significantly financed through
issuances of debt. The maturity and repayment profile of debt used fo finance
investments often does not correlate to cash flows from their assets. Accordingly,
as a source of liguidity for capital requirements not satisfied by the cash flows
from their aperations and to fund investments originally financed through debt
instruments with disparate maturities, the Duke Enesgy Regisirants rely an
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access to short-term money markets as well as langer-term capital markets. The
Subsidiary Registranis alsa rely on access ta short-term intercompany borrowings,
If the Duke Energy Registrants are not able to access capital at cempetitive rates
or ai all, the ability to finance their operations and implement their strategy and
business plan as scheduled could be adversely affected, An inability to access
capital may limit the Duke Energy Registrants’ ability to pursue improvements or
acquisitions that they may otherwise rely on for future growth.

Market disruptions may increase the cost of barrowing or adversely affect
the ability ta access ane or more firancial markets. Such disruptions could
include: economic downturns, the bankruptcy of an unrelated energy company,
unfavarable capital market conditions, market prices for electricity and gas, actual
ar threatened fersorist alacks, or the overall health of the energy industry. The
availability of credit under Duke Energy's Master Credit Facility depends upon
the ability of the banks providing commitments under the facility to provide funds
when their obligations to do so arise. Systematic risk of the banking system and
the financial markets could prevent a bank from meeting its obligations under the
facility agreement.

Duke Energy maintains a revolving credit facility to provide backup for its
commercial paper program and letters of credit to support variabla rate demand
tax-exempt bonds that may be put to the Duke Energy Registrant issuer at the
option of the helder. The facility includes barrowing sublimits for the Duke Energy
Registrants, each of whom is a pariy to the credit facility, and financial covenants
that limit the amount of debt that can be outstanding as a percentage of the total
capital for the specific entity. Failure to maintain these covenants at a particular
entity could preclude Duke Energy fram issuing commercial paper or the Duke
Energy Registrants from issuing letters of credit or borrawing under the Master
Credit Facility.

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

Each of the Duke Energy Registrants' senior long-term debt issuances is
currently rated investment grade by various rating agencies. The Duke Energy
Registrants cannot ensure their senior long-term debt will be rated investment
grade in the future.

If the rating agencies were tq rate the Duke Energy Registrants below
investment grade, borrowing costs would increase, perhaps significantly,

In addition, the patential poal of investors and funding sources would likely
flecrease. Further, if the short-term dabt rating were fo fall, access fo the
commercial paper market coutd be significantly limited.

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

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

The Duke Energy Regisiranis' debt and credit agreements contain
various financial and other covenants, Failure to meet those covenants
beyand applicable grace periods could result in accelerated due dates and/or
terminatien of the agreements.
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Market performance and other changes may decrease the value of the
NDTF investments of Duke Energy Carolinas, Duke Energy Progress
and Duke Energy Florida, which then could require significant
additional funding.

Ownership and aperation of nuclear generation facilities afso requires the
maintenance of funded trusts that are infended to pay for the decommissianing
costs of the respective nuclear power plants. The performance of the capital
markets affects the values of the assets held in trust to satisfy these future
obligatiens. Duke Energy Carolinas, Duke Enargy Progress and Duke Energy Florida

have significant obligations in this area and hold significant assets in these trusts.

These assets are subject to market fluctuations and will yield uncertain returns,
which may fall below projected rates of return. Althaugh a number of factars
impact funding requirements, a decline in the market value of the assets may
increase the funding requirements of the obligations for decammissioning nuclear
plants. If Duke Energy Carolinas, Duke Energy Progress and Duke Energy Florida
are unable te successfully manage their NDTF assets, their financial condition,
results of operations and cash flows could be negatively affected.

ITEM 1B. UNRESOLVED STAFF COMMENTS
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Poor investment performance of the Duke Energy pension plan holdings
and other factors impacting pension plan costs could unfavorably impact
the Duke Energy Registrants’ liquidity and results of aperations.

The cosis of providing non-contributory defined benefit pension plans
are dependent upon a number of factors, such as the rates of return on plan
assets, discount rates, the level of interest rates used to measure the required
minimum funding levels of the plans, future government regelation and required
or voluntary cantributions made to the plans. The Subsidiary Registrants
are allocated their proportionate share of the cost and obligations related te
these plans. Without sustained growth in the pension investments over time
to increase the value of plan assets and, depending upon the other factors
impacting costs as listed above, Duke Energy could be required to fund its
plans with significant amotnts of cash. Such cash funding obligations, and the
Subsidiary Registrants’ proportionate share of such cash funding ebligations,
could have a material impact on the Duke Energy Registrants' financial position,
results of operations or cash flows.

None.

ITEM 2. PROPERTIES

ELECTRIC UTILITIES AND INFRASTRUCTURE

The following table provides information related fo the Electric Utilities and Infrastructure's generation stations as of December 31, 2016. The MW displayed in
the table below are based on summer capacity. Ownership interest in all facilities is 100 percent unless otherwise indicated,

Owned MW
Facility Plant Type Primary Fuel Location Capacity
Duke Energy Carolinas
QOcones Nuclear Uranium SC 2,554
McGuire Nuclear Uranium NC 2,316
Catawba® Nuclear Uranium SC 441
Belews Creek Fossil Coal NC 2,220
Marshall Fossil Coal NC 2,078
J.E. Rogers Fossil Ceal NC 1,396
Lincoln Combustion Turbine (CT} Fossil Gas/Qil NC 1,267
Allen Fossil Caal NC 1,127
Rockingham CT Fossil Gas/Qil NC 825
Buck Combined Cycle (CC) Fossil Gas NC 658
Dan River CC Fossil Gas NC 651
Mill Creek CT Fossil Gas/0il 3C 596
W.S. Lee Fossil Gas 3C 170
W.S. Lee CT Fossil Gas/0il 3C 82
Bad Creek Hydro Water sC 1,360
Jacassee Hydro Water 3C 780
Cowans Ford Hydro Water NC 325
Keowee Hydro Water 3C 152
Other small facilities (25 plants) Hydro Water NC/SC 666
Distributed generation Renewable Solar NC 11
Total Duke Energy Carolinas 19,685
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Owned MW
Facility Plant Type Primary Fuel Logation Capacity
Duke Energy Progress
Brunswick Nuclear Uranium NG 1,870
Haeris Nuclear Uranium NC 928
Robinsan Nuclear Uranium 3¢ 741
Roxboro Fossil Coal NG 2,439
Smith CC Fossil Gas/0ll NC 1,088
H.F. Lea CC Fossil Gas/0il NG 910
Wayne County CT Fossil Gas/Cil NG 863
Smith CT Fossil Gas/Gil NC 780
Darlington CT Fossil Gas/0il SC 735
Mayo Fossil Coal NG 127
LY. Sutton CC Fossil Gas/0il NC 622
Asheville Fossil Coal NG 378
Asheville CT Fossil Gas/il NC 324
Weatherspoon CT Fossil Gas/Cil NC 128
LY. Sutton CT Fossil Gas/Gil NC 61
Blewett CT Fossil Gil NG 52
Walters Hydro Water NC 112
Other smali facilities (3 plants) Hydro Water NG 115
Distributed generation Rengwablg Solar NC 62
Total Duke Energy Progress 12,935
Duke Energy Florida
Crystal River Fossil Coal FL, 2,291
Hines CC Fossil Gas/0il FL 1912
Bartow CC Fossil (as/Gil FL 1,105
Anclote Fossil (Gas FL 1,041
Intercession City CT Fossit Gas/0il FL 984
DeBary CT Fassil Gas/0il FL 583
Tiger Bay CC Fossil Gas/0il FL 205
Bartow CT Fossil Gas/0il FL 175
Bayboro CT Fossil Qi FL 174
Suwannee River CT Fossil Gas FL 155
Higgins CT Fossil Gas/Qil FL 114
Avon Park CT Fossil Gas/0il FL 50
University of Florida CoGen CT Fossil Gas FL 46
Distributed generation Renewable Solar FL 4
Total Duke Energy Florida 8,839
Duke Energy Ohio
East Bend Fossil Coal KY 600
Woodsdale CT Fossil Gas/Propane CH 462
Total Duke Energy Qhio 1,062
Duke Energy Indiana
Gibson® Fossil Coal IN 2822
Cayuga® Fossil Coal/Gil IN 1,005
Edwardsport Fossil Coal IN 595
Madison CT Fossil Gas OH 576
Vermillion CT4 Fossil Gas IN 355
Wheatland CT Fossil Gas IN 160
Noblesville CC Fassil Gas/0il IN 285
Gallagher Fossil Coal IN 280
Henry County CT Fossil Gas/0it IN 129
Cayuga CT Fossil Gas/0il IN 99
Connersville CT Fossil Qik IN 86
Miami Wabash CT Fossil Qi IN 80
Markland Hydra Water IN 45
Total Duke Energy Indiana 6,817
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Owned MW
Totals by Type Capacity
Total Electric Utilities 49,338
Totals By Plant Type
Nuclear 8,850
Fossil 36,856
Hydro 3,555
Renewable 77
Total Electric Utilities 49,338

{a) Jaintly owned with North Caralina Municipal Power Agency Number 1, North Caralina Electric Membership Corporatian and Piedmant Municipal Pawer Agency. Cuke Energy Carolinas' ownership is 19,25 percent of the facility.
{b)  Duke Energy Indiana owns and operates Gibson Station Units 1 through 4 and is a joint owner of unit 5 wilh Wabash Yalley Power Association, Ing. (WVPA) and Indiana Municipal Power Agency, Duke Energy Indiana operates unit §

and owns 50,05 percent.
{©) Ingludes Cayuga Intermal Combustion.

{d) Jointly owned with WYPA, Duke Energy Indiana’s ownership is 62.5 percent of the facility,

The following table provides information related to Electric Utilities and Infrastructure's electric transmission and distribution properties as of December 31, 2016.

Duke Duke  Duke  Duke Duke
Duke Energy Energy Energy Energy Energy
Energy  Carolinas Progress Florida Ohio  Indiana

Electric Transmission Lines
Miles of 500 to 525 kilovoli (k)
Miles of 345 kv

Miles of 230 kY

Miles of 100 to 161 kv

Mites of 13 to 69 kV

1,100 600 300 200 - —
1,700 —_ — — L000 700
8,200 2700 3400 1,700 — 700
12,500 6800 2,600 1,000 700 1,400
8,400 3,000 — 2,300 100 2,400

Total conductor miles of electric transmission lines

32,200 13,100 6300 5200 2400 5200

Electric Distribution Lines
Miles of overhead lines
Miles of underground line

172,300 66,600 45000 24,600 13700 22,400
96,400 37,100 24,500 20,000 5,300 8,800

Total conductar miles of electric distribution lines

268,700 103,700 69,600 44,600 19,600 31,200

Number of electric transmission and distribution substations

3,300 1,500 500 300 300 500

Substantially all of Electric Utilities and Infrastructure's electric plant in service is mortgaged under indentures relating ta Duke Energy Carolinas’, Duke Energy
Progress', Duke Energy Florida's, Duke Energy Ohio's and Duke Energy Indiana’s various series of First Martgage Bonds.

GAS UTILITIES AND INFRASTRUCTURE

Gas Utilities and Infrastructure owns transmission pipelines and disiribution mains that are generally underground, located near public streets and highways,
ar on praperty owned by others for which Duke Energy Ohio and Piedmont have obtained the necessary legal rights to place and operate facilities on such property
located within the Gas Utilities and Infrastructure service territories, The following §able provides information related to Gas Utilities and Infrastructure's gas

distribution as of December 31, 2016.

Duke

Duke  Energy

Energy Ohio

Miles of gas distribution and transmission pipelines 32,900 7,200
Miles of gas service lines 26,600 6,200

24



T e R T U S S U S e e e - - KyPSC Case No. 2017-00321
o ' FR 16(7)(1) Attachment ‘Annuai Report 2016
Page 42 of 258

COMMERCIAL RENEWABLES

The following table provides information related to Commercial Renewables' electric generation facilities as of December 31, 2016. The MW displayed in the
table below are based on summer capacity. Ownership interest in all facilities is 100 percent unless otherwise indicated.

Owned MW
Facility . Plant Type Primary Fual Location Capacity
Duke Energy Renewables — Wind
Los Vientos Windpower Renewable Wind ™ 912
Top of the World Renewable Wind Wy 200
Frontier Renewable Wind 0K 200
Notrees Renewable Wind ™ 153
Campbell Hill Renewable Wind WY 99
North Allegheny Renewable Wind PA 70
Laurel Hill Wind Energy Renewable Wind PA 69
Ocotillo Renewable Wind i 59
Kit Carson Renewable Wind co 51
Silver Sage Renewable Wind Wy 42
Happy Jack Renewable Wind WY pi'
Shirley Renewable Wind Wi 20
Sweetwater IV Renewable Wind b 113
Sweetwater Y@ Renewable Wind ™ 38
Jronwoopd®* Renewable Wind KS 84
Cimarron 1@ Renewable Wind KS 66
Mesquita Creek® Renewable Wind L1 106
Total Renewables — Wind 2,31
Duke Energy Renewables — Solar
Conetoe Il Renewable Solar NC 80
Seville 1& 11 Renewable Solar CA 50
Rio Bravo 1 & Il Renewable Solar CA 40
Caprock Renewable Solar NM 25
Kelferd Renewable Solar NC 22
Hightander Renewable Solar CA 2
Dogwood Renewable Solar NC 20
Halifax Airport Renewable Solar NC 20
Pasquotank Renewable Solar NC 20
Pumpjack Renewable Solar CA 20
Wildwood Renewable Solar CA 20
Shawbora Renewable Solar NC 20
Longheat Rengwable Solar CA 20
Bagdad Renewable Solar AL 15
TX Solar Renewable Solar ™ 14
Creswelf Alligood Renewable Solar NG 14
Victory Renewable Solar co 13
Washington White Post Renewable Solar NC 12
Whitakers Renewable Solar NC 12
Other small solar Renewable Solar Various 125
Total Renawables — Solar 583
Total Commercial Renewables 2,894

() Commercial Renewables owns 47 percent of Sweetwater IV and V and 50 percent of Ironwood, Cimarcan il and Mesquite Creek.
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OTHER

Duke Energy owns approximately 8 million square feet and leases 2.3 million square feet of corporate, regional and district office space spread throughout its

service territories,
Duke Energy also owns & 25 percent equity interest in NMC. In 2016, NMC produced approximately 765,000 metric tons of methanol and approximately 374,000
metric tons of MTBE, Approximately 40 percent of methanal is normally used in the MTBE production.

ITEM 3. LEGAL PROCEEDINGS

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

MTBE Litigation

0n June 19, 2014, the Commonwealth of Pennsylvania filed suit against, among others, Duke Energy Merchants, alleging contamination of “waters of the state”
by MTBE from leaking gasoline storage tanks. MTBE is a gasoline additive intended to increase the oxygen level in gasoling and make it burn cleaner, The case was
maved to federal court and consolidated in an existing multidistrict litigation docket of pending MTBE cases. Discovery in this case continues.

ITEM 4. MINE SAFETY DISCLOSURES

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

The commaon stock of Duke Energy is listed and traded on the New York Stock Exchange (NYSE) (ticker symbol DUK). As of January 31, 2017, there were 165,640
Duke Energy comman stockholders of record.

There is no market for common stock of the Subsidiary Registrants, all of which is awned by Duke Energy.

Common Stock Data by Quarter

The following chart provides Duke Energy comman stock trading prices as reported on the NYSE and information on common stogk dividends declared. Stock
prices represent the intra-day high and low stock price.
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Duke Energy expects to continue its policy of paying regular cash dividends; however, there is no assurance as to the amount of future dividends as they depend
on future earnings, capital requirements and financial condition, and are subject to declaration by the Duke Energy Board of Directars.

Duke Energy’s operating subsidiaries have certain restrictions on their ability to transfer funds in the form of dividends or loans te Duke Energy. See Note 4 to
the Consalidated Financial Statements, “Regulatory Matters” for further information regarding these restrictions.

Securities Authorized for Issuance Under Equity Compensation Plans

See Item 12 of Part lll within this Annual Report for information regarding Secutities Authorized for [ssuance Under Equity Cempensation Plans.

Issuer Purchases of Equity Securities for Fourth Quarter 2016

Thera were na repurchases of equity securities during the fourth quarter of 2016.
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Stock Performance Graph

The following performance graph compares the cumulative tetal shareholder return from Duke Energy Cerporation common stock, as compared with the
Standard & Poor's 500 Stack Index (S&P 500) and the Philadelphia Utitity Sector Index (Philadelphia Utility Index) for the past five years. The graph assumes an initial
investment of $100 on December 31, 2011, in Duke Energy common stack, in the S&P 500 and in the Philadsiphia Utility Index and that all dividends were reinvested.
The stackhalder return shown below for the five-year historical period may not be indicative of future performance.
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NYSE CEO Certification

Duke Energy has filed the certification of its Chief Executive Officer and Chief Financial Ofiicer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 as
exhibits to this Annual Report on Form 10-K for the year ended December 31, 2016.
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ITEM 6. SELECTED FINANCIAL DATA
The following table provides selected financial data for the years of 2012 through 2016.

(in millions, except per share amaunts) 2016 2015 2014w 2013 2012t
Statement of Qperations®
Total aperating revenues $ 22743 0§ 22371 % 22509 21211 § 16,363
Operating income 5,341 5,078 4,842 4,305 2,403
Income from cantinuing operations 2,978 2,654 2,538 2,278 1,289
(Loss) Income from discentinued eperations, net of tax (408) 177 (649) 398 493
Net income 2170 2,831 1,889 2,676 1,782
Net income attributable to Duke Enesgy Carporation 2,152 2,816 1,383 2,665 1,768
Commaon Stock Data
Income from continuing aperations atiributable to Duke Energy Carperation comman stockholders®

Basic $ 311 § 38 $ 358 § 321§ 223

Diluted in 3.80 158 k¥ 2.23
(Loss) Income from discontinued opesations atiributable to Duke Erergy Corporation cammen stockholdess®™

Basic $ (60 $ 025 § (0% §$ 058 3 0.84

Diluted {0.60) 0.25 (0.92) 0.55 0.84
Net income attributable to Duke Energy Carporation comman stockholders®

Basic $ 31§ 405 § 266 § 377 3 3.07

Diluted i1 405 2.66 3.76 3.07
Dividends declared per share of comman stock® 3.36 3124 315 3.09 3.03
Balance Sheet
Total assets $132,761  §$121,156  $120557 $1i4779 § 113856
Long-term debt including capital leases, less current maturities 45,576 36,842 36,075 37,065 35,512

{a} Prior year data has been recast to reflact the classification of the Internatianal Dispesal Group as discontinued aperations,

{b} Significant transactions reftected in the results above include: (i} the sale of the Intemational Disposal Group in 20186, including a loss on sale recerded within discontinued operatiens (see Note 2 to the Consolidatad Financial
Statements, "Acquisitions and Dispositions”) i) the acquisition of Piedmont in 20186, including losses on Interest rate swaps refated to the acquisition financing (see Note 2); (iii) 2014 impaimnent of tha Midwest Disposal
Group (see Note 2); {iv) 2014 incremental tax expense resulting from the decision ta repalriate all cumulative historicat undistributed foraign earnings (see Note 22, “Income Taxes”); (v) 2014 increase in the litigation resenve
relatad to the criminal investigation of the Dan River coal ash refease {see Note 5, “Commitrments and Contingencies"); (vi) 2013 pretax charges of $360 millian related to Crystal River Unit 3 and nuclear development
costs; (vii) the 2012 merger with Progress Energy; {viif} costs to achieve mergers in 2016, 2015, 2014, 2013 and 2012; and (ix} 2012 pretax impairment and other charges related to the Edwardsport Integrated Gasification

Combined Cycle (IGCC) project of $628 miliion,

3
split had been effective at the beginning of the earliest period presented.

On July 2, 2012, immediately prior to the merger with Progress Enesgy, Duke Energy executed a one-for-three reverse stock split All share and eamings per share amounts re presented as if the one-for-three reverse stock

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management's Discussion and Analysis includes financial information
prepared in accardance with generally accepted accounting principles (GAAP)
in the United States (1.3.), as well as certain non-GAAP financial measures
such as adjusted earnings and adjusted earnings per share discussed below.
Generally, a non-GAAP financial measure is 2 numerical measure of financial
performance, financial positien or ¢ash flows that excludes (or includes)
amounts that are included in {or excluded from) the mast directly comparable
measure calculated and presented in accordance with GAAP: The non-GAAP
financial measures should he viewed as a supplement to, and nat a substitute
far, financial measuras presented in accordance with GAAP Non-GAAP
measures as presented herein may not be comparable to similarly titled
measures used by other companies.

The following combined Management's Discussion and Analysis of
Financial Cendition and Results of Operations is separately filed by Duke
Energy Corparation {collectively with its subsidiaries, Duke Energy) and its
subsidiaries Duke Energy Carolinas, LLC {Duke Energy Carolinas), Prograss
Energy, Inc. (Progress Energy), Duke Energy Progress, LLC (Duke Energy
Progress), Duke Energy Florida, LLC (Duke Energy Florida), Duke Energy Chia,
Inc. {Duke Energy Ohio} and Duke Energy Indiana, LLC {Duke Energy Indiana).
However, none of the registrants make any representation as to information
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related solely to Duke Energy or the subsidiary registrants of Duke Energy
other than itself. Subsequent to Duke Energy’s acquisition of Piedmont Natural
Gas Company, Inc. (Piedmant) an Qctober 3, 2016, Piedmont is a whally
owned subsidiary of Duke Energy. The financial information for Duke Energy
includes results of Piedmont subsequent to October 3, 2016. See Note 2 to
the Consolidated Financial Statements, “Acquisitions and Dispositions,” for
additional information regarding the acquisition,

DUKE ENERGY

Duke Energy is an energy company headquartered in Charlotte, North
Carolina. Duke Energy operates in the U.S. primarily through its whelly owned
subsidiaries, Duke Energy Carolinas, Duke Energy Progress, Duke Energy Flarida,
Duke Energy Ohio, Duke Energy Indiana and Piedmgnt. When discussing Duke
Energy's consolidated financial information, it necessarily includes the results
of the Subsidiary Registrants, which, along with Duke Energy, are collectively
referred to as the Duke Energy Registrants.

Management's Discussion and Analysis should be read in conjunctien
with the Consolidated Financial Statements and Notes for the years ended
Decamber 31, 2016, 2015 and 2014.
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Executive Overview

Acquisition of Piedmont Natural Gas

On October 3, 2016, Duke Energy completed the acquisition of Piedmont,
a North Carolina corporation primarily engaged in regulated natural gas
distribution to residential, commercial, industrial and power generation
customers in portions of North Carolina, South Carolina and Tennessee.
Piedmont is also invested in joint-venture, energy-related businesses,
including regulated interstate natural gas transportation and storage and
regulated intrastate natural gas transportation. The acquisition provides a
foundation for Duke Energy to establish a broader, long-term strategic natural
gas infrastructure plaiform to complement its existing natural gas pipeline
investments and regulated natural gas business in the Midwest. Cost savings,
efficiencies and other benefits are expected from combined operations.

Duke Energy acquired all of Piedment's outstanding comman stock for
a total cash purchase price of $5.0 billion and assumed Piedmont's exisiing
long-term debt, which had an estimated fair vatue of approximately $2.0
hillien at the time of the acquisitian. The excess of the purchase price over the
estimated fair value of Piedmont’s assets and liabilities an the acquisition date
was recorded as goodwiil. The fransaction resulted in incremental goodwill of
approximately $3.4 hillian.

Duke Energy financed the transaction with 2 combination of debt, equity
issuances and other cash sources. Financings te fund the transaction included
$3.75 hillion of long-teym debrt issued in August 2016, $750 million borrowed
under a short=term loan facility (Term Loan) in September 2018, as well as the
issuance of 10.6 million shares of common stock in October 2016. The share
issuance resulted in net cash proceeds of appreximately $723 million. See
Note b to the Consolidated Financial Statements, “Debi and Credit Facilities,”
for additional information related to the dekt issuance and Note 18, “Comman
Stock,” for additional information related to the equity issuance.

Duke Energy recorded pretax non-reciring transaction and integration
costs associated with the acquisition of $439 million in 2018, including interest
expense of $234 million related to the acquisition financing. The interest
expense primarily relates to losses on forward-starting interest rate swaps.

financial Results
Annual Earnings (in millions)
Z@ Net Income Attributable to Duke Energy Carporation

. Adjusted Eamings (a}

$3,218 33,152 $3,244

32,816

$2,152
$1,883

2014 2015 2016
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The remaining charges include commitments made in cenjunction with the
transaction, such as charitable contributions and a one-time bill credit to
Piedmont customers, as well as professional fees and severance. Duke Energy
also expects to incur system integration and other acquisition-related transition
costs, primarily through 2018, that are necessary to achieve certain anticipated
cost savings, efficiencies and other benefits.

3ee Note 2 to the Consolidated Financial Statements, “Acquisitions and
Dispaositions,” for additional information regarding the transaction.

Sale of International Energy

In February 2016, Duke Energy announged it had initiated a process
to divest its Latin American generation businesses and, in October 2016,
reached agreements to sell the businesses in two separate transactions for a
combined enterprise value of $2.4 billion. Both deals closed ahead of schedule
in December 2016. Duke Energy sold its Brazilian business to China Three
Gorges for approximately $1.2 billion, including the assumption of debt, and
its remaining Central and South American businesses to | Squared Capital in a
deal also valued at approximately $1.2 hillion, The transactions generated cash
proceeds of $1.9 billion, excluding transaction cosis, which were primarily used
to reduce Duke Energy holding company debt. Existing faverable tax aftributes
result in no immediate U.S. federal-level cash tax impacts.

As a result of the transactions, the International Energy Disposal Groug
was classified as held for sale and as discontinued operations in the fourth
quarter of 2016,

[n conjunction with the advancement of marketing efforts, in the
second quarter of 2016 Duke Energy performed recoverability tests of the
asset groups of the International Disposal Group, and as a result recorded an
after-tax impairment charge of $145 million related jo certain assets in Central
America, |n the feurth quarter of 2016, Duke Energy recorded an after-tax
loss on disposal of $640 million, which includes the recognition of cumulative
foreign currency translation losses of $620 million. Both charges are included
within Loss from Discontinued Operations, net of tax on the Consolidated
Statements of Operations for the year ended December 31, 2016. See Note 2
to the Consolidated Financial Statements, “Acquisitions and Dispositions” for
additional information.

Annual Earnings Per Diluted Share

Net Income Atiributable to Duke Energy Corporation common
stockhelders per diluted share

Adjusted Diluted Eamings Per Share (a)

$4.55 $4.69

$4.54
$4.05

§2.66

2014 2015 2016

(a) See Results of Operations below for Duke Energy's definition of adjusted earnings and adjusted earnings per share as well as a recnciliation of this non-GAAP financial measure to net income attributable to Quke Energy and

net income attributable to Duke Energy per diluled share,
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2016 GAAP reported earnings wera impacted by charges related 1o the
International Energy sale described above, which were recorded to discontinued
operations. See “Resuits of Operations” below for a detailed discussion of the
consolidated results of operatiens, as well as a detailed discussien of financial
results for each of Duke Energy’s raportabla business segments, as well as
Other.

2016 Areas of Focus and Accomplishments

Duke Energy advanced a number of important strategic initiatives te
transform its energy future with a focus on customars, employees, operations
and growth. The company has responded to an environment of changing
custorner demands, investing in electric and gas infrastructure that customars
value and that provide an opportunity for sustairable grawti.

Portfolio Transition. With the acquisitien of Piedmont and the sale of
International Energy, Dike Energy completed a multiyear portfolie fransitien.
The Piedmont acquisition reflects the grewing importance of natural gas to the
future of the energy infrastructure within the company's service taritory and
thraughout the U.S., and establishes a strategic platform for future growth in
natural gas infrastructure. Duke Energy's exit of the Latin American market
results in a partfolio of domestic electric and gas infrastructure businesses
with a lower risk profile and enhances the ability te generate more consistent
earnings and cash flows over time.

Operational Excelfence. Duke Energy continues fo focus on the safe
and efficient operation of its generation fleet. During the year Duke Energy’s
safety performance metrics led the utilities industry, and its regulated fuel costs
averaged $2.22/kWh, which is the lowest in the past several years. Additionally,
the nuclear fleet increased its capacity factor for a fourth consecutive year to
appraximately 96 percent, with several units setting all-time generation records.

Storm Response and System Restoration. Duke Energy's service
territories experienced numerous storms during 20186, including Winter Storm
lonas and Hurricane Matthew. During Hurricane Matthew, over 1.7 million
custemers in Flarida and the Caralinas were without power. In the Carolinas,
1.4 million outages were restored in record time, helping communities start the
rebuilding pracess. Power was restared to customers through the commitment
and resolve of employees and cantractors.

Customer Satisfaction. Highar J.D. Power customer satisfaction
scores in 2016 reflect progress in the Company's efforls to improve customer
satisfaction. In Florida, scores improved more than 30 points, The work te
improve customer satisfaction will centinue, but all jurisdictions remain on track
to make steady gains in the years ahead as Duke Energy continues to transfarm
the customer experience,

Constructive Regulatory Qutcomes. Through constructive stakeholder
engagement, Duke Energy reached settlements for the Edwardsport IGCC
facility in Indiana and Duke Energy Pragress South Carofina rate case. These
settlements have been appraved by the Indiana Utility Regulatory Commission
(IURC} and Public Service Commission of South Carolina (PSCSC), respectively.
Duke Energy will also save its Florida customers more than $800 million over
approximately 20 years through the successful securitization financing of its
regulatory asset related te Crystal River 3.

Coal Ash Management. Duke Energy continued to make significant
pragress on the safe storage of coal ash in 20186, Closure activities arg
underway af five sites and comprehensive closure plans for all Duke Energy coal
ash sites were develeped and disclosed publicly during 2016, censistent with
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Fedaral Coal Combustion Residuals (CCR) requirements. In May 2016, Duke
Energy received preliminary risk rankings for its coal ash sites in Noerth Carolina
from the North Carolina Department of Environmental Quality (NCDEQ), and in
July 2016 new legislation was passed that provided clarity on the risk ranking
framework. The legislation also required the complation of dam improvement
projects and the instalfation of waier [ines for residents within a half mile of coal
ash sites in the state. Work was completed on all required deadlines under the
new legislation.

Cost Management and Efficiencies. Duke Energy has a demonstrated
track record of driving efficiencies and productivity, including merger intagration.
These efficiencies will help in Duke Enargy's objective to keep overall customer
rates below the national average, while moderating custemer bill increases
over fime. In June 2018, Duke Energy achievad the $687 million of guaranteed
savings for custamers in the Carolinas fram the 2012 merger with Progress
Energy, a fult year ahead of its original commitment.

Growth in the Dividend. \n 2016, Duke Energy continued to grow the
dividend payment to shareho!ders by approximately 4 percent. 2016 represented
the 90" consecutive year Quke Energy paid a cash dividend on its common stock,

Duke Energy Objectives — 2017 and Beyond

Duke Energy will continue to deliver exceptional value ta customers, be
an integrat part of the communities in which it does business, and provide
attractive returns to investors. Duke Energy is committed to lead the way to
cleaner, smarter energy solutions that customers value through a strategy
focused on:

* Transformation of the customer experience to meet changing customer
expectations through enhanced cenvenience, control and chaice in
energy supply and usage.

« Madernization of the electric geid, including storm hardening, to ensure
the system is better prepared for severe weather and to improve
the system’s reliability and flexibility, as well as to provide better
information and services far custamers.

« Qeneration of cleaner energy through an increased amount of natural
gas, renewables generation and the continued safe and reliable
operation of nuglear plants,

= Expansien of natural gas infrastructure, from midstream gas pipelines
to local distribution systems.

* Operational excellence through engagement with employees and being
an industry leader in safety performance and efficient operations.

* Stakeholder engagement to ensure the regulatory rules in the states in
which Duke Energy operates benefit customers and allaw Duke Energy
to recover its significant investments in a timely manner.

Primary objectives toward the implementation of this strategy include:

Growth Initiatives. Growth in the Electric Utilities and Infrastructure
business is expected to be supported by the investment of significant capital
in the electric transmission and distributien grid, and in cleaner, more efficient
generation, Duke Energy expects to invest approximately $30 billion in Electric
Utilities and Infrasiructure growth projects over the next five years, continuing
its effarts ta generate cleaner energy. Duke Energy intends ta work constructively
with regulators to evaluate the current construct and seek modernized recovery
soluiens, such as riders, rate deceupling and multivear rate plans, that benefit
both customers and shareholders.
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[nvestment projects at Electric Utilities and Infrastructure currently
underway that will support grewth initiatives include:

« Duke Energy Indiana's $1.4 billien grid modernization plan, which
was approved by the IURC in 2016, is aimed at improving reliability,
incfuding fewer outages and quicker restoration. The plan allows for
recovery of Duke Energy’s investment through a rider. As part of the
settlement, Duke Energy also received approval to install AM| meters,
deferring the costs for future recovery in a rate case.

Significant investments in natural gas-fired combined cycle plants,
including completing the $1.5 billion Citrus Couniry plant in Florida,
the $600 million Lee facility in South Carolina and the $1 billion
investment in the Western Carolinas Modernization Project. These
investments will allow Duke Energy to replace older, less efficient coal
units early.

Duke Energy expects to continue to advance other cleaner energy
sources within its regulated electric jurisdictions, including hydro,*
wind, solar and combined heat and power projects, increasing the
flexibility of the system and allowing Duke Energy to continue Jowering
carbon emissions.

Electric Utilities and Infrastructure will also invest significantly in
modernizing the electric grid to provide greater flexibility, better reliability
and power quality, as well 25 more valuable products and services for
its customers.

These significant investments will resuli in the need to file rate cases with
regulators to update customer rates. Duke Energy will also focus on modemizing
the regulatary constructs in its jurisdictions ta minimize rate impacts io
customers and recover cests in a more timely manner,

Duke Energy expects to invest around $6 billion in its Gas Utilities and
Infrastructure business over the next five years. Growth in Gas Utilities and
Infrastructure will be focused on the following:

= With the acquisition of Piedmont, Duke Energy now operates gas
distribution businesses across five states, The continued integration
of Piedmant, as welt as additional investments in the gas Lacal
Distribution Campany (LDC) system, will help maintain system integrity
and expand gas distribution to new customers.

 Duke Energy will continue to grow its midstream pipeline business,
underpinned by investments in the Atlantic Coast Pipeling, Sabal Trail
and Constitution pipeline projects. These highly contracted pipelines will
bring much needed, low-cost gas supplies to the eastern U.S,, spurring
economic growih and helping Duke Energy to grow its customer base in
the Southeast,

For Commercial Renewables, Duke Energy will cantinue to pursue long-
term, highly contracted wind and solar prejects that meet its return criteria.

Cost Management. Duke Energy has a demonstrated track record of
driving efficiencies and productivity into the business and continues to identify
sustainable cost savings as an essential element in response to a transforming
industry.
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Execute on Coal Ash Management Strategy. Duke Energy will
continue the company's compliance strategy with the North Caralina Coal
Ash Management Act of 2014 (Coal Ash Act) and Resource Conservation and
Recovery Act. Duke Energy will update ash management plans to comply with

the apprepriate regulations and expand excavation and ether compliance wark
at additional sites once plans and permits are approved.

Results of Operations

Non-GAAP Measures

Management evaluates financial perfarmanca in part based on non-
GAAP financial measures, including adjusted earnings and adjusted diluted
EPS. These items represent income fram continuing operations attributable
to Duke Energy, adjusted for the dollar and per share impact of special items.
As discussed below, special items include certain charges and credits,
which management believes are not indicative of Duke Energy’s ongoing
peiformance. Management believes the presentaiion of adjusted earnings and
adjusted diluted EPS provides useful information to investors, as it provides
them with an additianal relevant comparison of Duke Energy’s performance
2Cross periods.

Management uses these non-GAAP financial measures for planning and
forecasting, and for reparting financial results fo the Duke Energy Board of
Directors (Board of Directors), emplayees, stockholders, analysts and investors.
Adjusted diluted EPS is also used as a basis for employee incentive bonuses.
The most direcily comparable GAAP measures for adjusted earnings and
adjusted diluted EPS are Net Income Attributable to Duke Energy Corporation
{GAAP Reported Earnings) and Diluted EPS Attributable to Duke Energy
Corporation comman stockholders (GAAP Reported EPS).

Spacial items included in the periods presented include the following,
items which management believes da not reflect engoing costs:

« Casts to Achieve Mergers represents charges that resulf from potential
or completed strategic acquisitions.

» Cost Savings Initiatives represents severance charges related to
companywide initiatives to standardize processes and systems,
leverage technology and warkforce opfimization.

+ Commercial Renewables Impairment and Asset Impairment represent
other-than-temporary impairments.

= Edwardsport Settlement, Ash Basin Settlement and Penalties, and
Coal Ash Plea Agreements Reserve represent charges related to Plea
Agreements and settlement agreements with regutators and other
povernmentat entities.

Adjusted earnings also include the operating results of the nonregulated
Midwest generation business and Duke Energy Retail Sales (coflectively, the
Midwest Generation Disposal Group) and the International Disposal Group,
which have been classified a5 discontinued operations. Management believes
incluston of the operating resuits of the Disposal Groups within adjusted
earnings and adjusted diluted EPS results in a better reflection of Duke Energy's
financial performance during the period.

Duke Energy’s adjusted earnings and adjusted diluted EPS may not be
comparable to similarly titled measures of another company because other
companies may nat calculate the measures in the same manner.
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Reconciliation of GAAP Reported Amounts to Adjusted Amounts
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The following table presents a recenciliation of adjusted earnings and adjusted diluted EPS to the most directly comparable GAAP measures.

Years Ended December 31,

2016 2015 W0
{in miliions, except per shara amounts) Earnings EPS Earnings EPS Earnings EPS
GAAP Reparted Earnings/EPS $ 2182 $ 311 $ 2816 $ 4.05 $ 1,883 $ 266
Adjustmenis to Reported:
Costs to Achieve Mergers 329 0.48 60 0.09 127 0.18
Cast Savings Initiatives ) 0.08 88 0.13 — —
Commercial Renewables Impairment 45 0.07 — — — —
Edwardspart Settlement _— — 98 0.08 — —
Ash Basin Settlement and Penalties — — 1 0.02 — —
Asset Impairment — — — — 19 0.08
Coal Ash Plea Agreements Reserve —_ — — — 142 0.14
Asset Sales — — — — 9 (0.01)
Economic Hedges (mark-te-market} — — — weem 6 0.01
Discontinued Operations'aséa 661 0.85 119 0.17 1,050 1.49
Adjusted Earnings/Adjusted Diluted EPS $ 3,244 $ 489 $3,182 $ 454 $ 3218 $ 455

{a) For 2016, includes a loss on sale of the International Cisposal Group. Reprasents the GAAP reparted Loss from Discontinued Operations, less the Infernational Dispasal Group operating results, which are ingluded in agjusted

earnings.

(b)  For 2015, Includes the impact of a fitigation reserve related to the Midwest Generation isposal Group. Represents (i) GAAP reparted Income from Oiscontinued Operations, fess the International Oisposal Group operating
resutts and Midwest Generation Disposal Group operating resuits, which arg included in adjusted earnings, and {ii) a state tax charge resulting fram the completion of the szle of the Midwest Generation Oisposal Group but not

reparied a5 discontinued operations.

¢

For 2014, includes an impaimment of the Midwest Generation Disposal Graup and a {ax charga related to the repatriation of foreign eamings of the lntemational Disposal Group. Represents the GAAP reported Loss from

Giscontinusd Gperations, less tha International Oisposal Group operating results and Midwest Generation Oisposal Croup operating results, which are included in adjusted eamings,

Year Ended December 31, 2016 as compared to 2015

Duke Energy's full-year 2016 GAAP Reparted EPS was $3.11 compared
to $4.05 for full-year 2015, GAAP Reported EPS was lower primarily due to a
$0.93 Ioss on sale of the international business, which has been presented as
discontinued operatians. Duke Energy alse recorded $0.40 of after-tax costs to
achieve the Piedmont merger in 2016, including losses on interest rate swaps
selated to the acquisition financing. See Note 2, “Acquisitions and Dispositions,”
for additional information on the Piedmont and infernational transactions.

As discussed, management also evaluates financial performance based
on adjusted earnings. Duke Energy’s full-year 2016 adjusted diluted EPS was
$4.69 compared to $4.54 for full-year 2015. The variance in adjusted diluted
EPS was primarily due to:

« More favorable weather in 2016 compared to 2015;

s |ncreased retail revenues from pricing and riders, including energy
efficiency programs;

= Strong operations and mainienance cost control at Electric Utilities and
Infrastructure; and

= Piedmont's earnings contribution subsequent to the acquisition in
QOctober 2016.

Partially offset by:

» Higher storm costs at Electric Utilities and Infrastructure due to
significant 2016 storms;

= Higher interest expense related to additional debt outstanding; and

= Higher depreciation and amortization expense at Electric Utilities and
Infrastructure primarily due to higher depreciable base.

Year Ended December 31, 2015 as compared to 2014

Duke Energy's full-year 2015 GAAP Reported EPS was $4.05 compared to
$2.66 for full-year 2014. GAAP Reported EPS in 2015 was higher primarily due
ta a $0.92 loss per share from discontinued operatiens in 2014, which included
an impairment of the Midwest Generation Disposal Group and a tax charge on
repatriated foreign eamings related to the International Disposal Group.

3

As discussed, management also evaluates financial performance based
on adjusted earnings. Duke Energy’s full-year 2015 adjusted diluted EPS was
$4.54 compared to $4.55 for full-year 2014. The variance in adjusted diluted
EPS was primarily due to:

* Lower results in Latin America primarily due to lower demand,
unfavorable hydrology in Brazil, changes in fareign currency exchange
rates, a tax benefit in 2014 related to the reorganization of Chilean
operations and tower dispatch in Central America due te increased
competition;

Higher operations and maintenance expense primasily due to a 2014
beneiit associated with the adoption of nuclear cutage levelization,
amounts related o additional ownership interest in assets acquired
from North Caralina Eastern Municipal Power Agency (NCEMPA), and
higher planned fossil generation autage costs, partially offset by lower
storm restoration costs;

Higher depraciation and amortization expense primarily due to higher
depreciable base; and

Lawer equity in samnings of unconselidated affiliates due to lower
margins at National Methano) Company (NMC), largely driven by lower
MTBE prices, partially offset by lower butane costs,

Partially offsef by:

* Increased retail pricing primarily due to rate riders in most jurisdictions,
including increased revenues related to energy efficiency programs,
equity returns related to additional ownership inferest in assets
acquired from NCEMPA and higher base rates;

* |ncreased wholesale net margins largely due te increases in contragted
amounts and prices and a new wholesale contract with NCEMPA;

* Retail sales growth of 0.6 percent;

* Higher results at the nonregulated Midwest generation business prior to
its sale on April 2, 2015, due to higher PJM Interconnection LLC {PIM)
capacity revenues and increased generation margins; and

* Reduction in shares outstanding due to the Duke Energy accelerated
stock repurchase (only impacts per share amounts).
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SEGMENT RESULTS

The remaining information presented in this discussion of results of
operations is on a GAAP basis. Management evaluates segment performance
based on segment income. Segment income is defined as income from
continuing operations net of income attributable to noncontrolling interests.
Segment income includes intercompany revenues and expenses that are
efiminated in the Conselidated Financial Statements.

Electric Utilities and Infrastructure
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Due to the Piedmont acquisition and the sale of International Energy in the
fourth quarter of 2016, Duke Energy’s segment structure has been realigned to
include the following segments: Electric Utilities and Infrastructure, Gas Utilities
and Infrastructure and Commercial Renewables. The remainder of Duke Energy’s
operations is presented as Other. Prior period information has been recast
to conform to the current segment structure. See Note 2 fo the Consolidated
Financial Statements, “Acquisitions and Disposition,” for further information on
the Piedmont acquisition and International Energy sale and Note 3, “Business
Segmaents,” for additional information on Duke Energy's segment structure.

Years Ended December 31,

Variance Variance

2016 vs, 2015vs.
(in millions} 2016 2015 2015 2014 2014
Operating Ravenues $ 21366  § 21,521 $ (159 § 21,691 $ 171
Operating Expenses 15,821 16,295 {@74) 16,509 (314)
Gains on Sales of Other Assets and Other, net ~— ] (s 4 1
Operating Incoma 5,545 5,231 314 5,086 145
Other Income and Expenses 303 264 39 267 (3)
Interest Expense 1,136 1,074 62 1,057 17
Income Before Income Taxes 4112 4,421 291 4,296 125
Income Tax Expense 1,672 1,602 7 1,582 20
Segment Income $ 3040 § 2819 $ 221 $ 2714 $ 105
Duke Energy Carqlinas Gigawatt-Hours (GWh) sales 88,545 86,950 1,595 88,070 {1,120)
Duke Energy Progress GWh sales 69,049 64,881 4,168 62,871 2,010
Duke Energy Florida GWh sales 40,404 40,003 351 38,703 1,350
Duke Energy Chio GWh sales 25,163 25,439 (278) 24,135 704
Duke Energy Indiana GWh sales 34,368 33,518 850 33,433 85
Total Electric Utilities and Infrastructure GWh sales 257,529 250,841 6,688 247812 3,029
Net proportional MW capacity in operation 49,295 50,170 (875) 49,600 570

Year Ended December 31, 2016 as Compared to 2015

Electric Utilities and Infrastricture’s higher earnings ware primarily due to
increased pricing and rider revenues, favorable weather, a prior year impairment
charge associated with the 2015 Edwardsport [GCC settlement and an increase
in wholesale power margins. These impacts were partially effset by increased
depreciation and amortization expense, higher interest expense and higher
operations and maintenance expense. The following is a detailed discussion of
the variance drivers by line item.

Operating Revenues. The variance was driven primarily by:

* 2 $768 milion decrease in fuel revenues driven by lower fuel prices
included in rates.

Partially oifset by:

+ 3 $414 million increase in rider revenues including increased revenues
related te energy efficiency programs, the additional ownership interest
in generating assets acquired from NCEMPA in the third guarter of 2015
and increased revenues related to Duke Energy Indiana's clean coal
equipment, and increased retail electric pricing primarily due to the
expiration of the Narth Caralina cost of remaval decrement rider;

= 3 $1D1 million ingrease in retail sales, net of fuel revenue, due to
favorable weather compared to the prior year; and

« a $76 million increase in wholesale power revenues primarily due to
additional volumes and capacity charges for custemers served under
long-term contracts, including the NCEMPA wholesale contract.

Operating Expenses. The variance was driven primarily by:

» a $713 million decrease in fuel expense {including purchased power
and natural gas purchases for resale) primarily due to lower natural gas
and coal prices, and lower velumes of coal and oil, partially offset by
higher volumes of natural gas; and

+ an $88 million pretax impairment charge in the prior year related to the
2015 Edwardsport IGCC settlement.

Partially offset by:

« 2 $162 millien increase in depreciation and amortization expense primarily
due to additional plant in service, including the additional ownership interast
in generating assets acquired fram NCEMPA, as well as the expiration of the
North Carolina cost of removal decrement rider; and

* 2 $154 million increase in eperations and maintenance expense
primarily due to higher environmental and operational costs that are
recaverable in rates, increased employee benefit costs, and higher
storm restoration costs, partially offset by lower costs due to effective
cost control efforts,

Other Income and Expenses. The variance was primarily driven by
higher AFUDC aquity.

Interest Expense. The variance was due te higher debt outstanding in
the current year.
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Income Tax Expense, The variance was primarily due to an increase in
pretax income. The effective tax rates for the years ended December 31, 2016
and 2015 were 35.5 percent and 36.2 percent, respectively.

Year Ended December 31, 2015 as Compared to 2014

Electric Utilities and Infrastructure’s higher eamings were primarily
due to an increase in wholesale power margins, growth in retail sales, and
increased retail pricing primaily due to rate riders in most jurisdictions,
including increased revenues related ta energy efficiency programs, and higher
base sates primarily dug to phasing of 2013 rate cases. These drivers were
partially offset by an impairment charge asseciated with the 2015 Edwardsport
IGCC settlement, higher operations and maintenance expense and increased
depreciation and amortization expense. The following is a detailed discussion of
the variance drivers by line item.

Operating Revenues. The variance was driven primarily by:

» a $296 million decrease in fuel revenues due to lower overall fuel prices
included in rates; and

» 2 $131 million decrease in revenues to recover gross receipts taxes
due to the North Carglina Tax Simglification and Rate Reduction Act,
which terminated the collection of the North Carolina gross receipts tax
effective July 1, 2014 (offset in Operating Expenses).

Partially offset by:

* 3 $175 million increase in wholesale power revenues, primarily due to
additional volumes and capacity charges for customers served under
long-term contracts, including the NCEMPA wholesale contract; and

* an $81 millien increase from retail sales growth {net of fuel revenue)
due to increased demand.

Operating Expenses. The variance was driven primarily by:

= a $378 million decrease in fue) expense (including purchased power)
primarily due to lower natural gas and coeal prices and lower volumes of
coal and oit, partially offset by higher volumes of natural gas; and

« a$131 million decrease in property and other taxes primarily due to
the termination of the collection of the North Carolina gross receipts
tax {offset in Operating Revenues) and the partial reversal of a sales
tax reserve recorded in 2014 at Duke Energy Indiana, partially offset by
higher property taxes acress multiple jurisdictions.

Partially offset by:

« an $88 million pretax impairment charge related to the 2015
Edwardsport |GCC settlement. See Note 4 to the Consolidated Financial
Statemants, “Regulatory Matters,” for additional information;

+ a $49 million increase in depreciation and amortization expense
primarily due to additional plant in service; ard

= a $47 million increase in operations and maintenance expense primarily
due to ptanned nuclear spending and the 2014 benefit of the adoption
of nuclear outage levelization, higher costs for customer programs and
distribution projects, and higher maintenance costs at fossil generation
stations primarily due to increased ownership interest in assets
acquired from NCEMPA, partially offset by a 2014 litigation resenve
refated to the Dan River coal ash spill {sze Note 5 to the Consolidated
Financial Statements, “Commitments and Contingencies,” for additional
information} and lower storm restoration costs,
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Income Tax Expense. The variance was primarily due ta an increase in
pretax income, The effective tax rates for the years eaded December 31, 2015
and 2014 were 36.2 percent and 36.8 percent, respectively.

Matters Impacting Future Electric Utilities and Infrastructure Results

An erder from regulatory autharities disallowing recavery of costs
related to closure of ash impoundments could have an adverse impact on
Electric Utilities and Infrastructure’s financial position, results of eperations
and cash flows. See Notes 4 and 9 to the Consolidated Financial Statements,
“Regulatory Matters” and “Asset Retirement Obligations,” respectively, for
additional information.

On May 18, 2016, the NCDEQ issued proposed risk classifications for
all ¢oal ash surface impoundments in North Carolina, All ash impourdments
not greviously designated as high priority by the Coal Ash Act were designated
as intermediate risk. Certain impoundmenis classified as intermediate risk,
however, may be reassessed in the future as low risk pursuant to legislation
signed by the former North Carolina governor on July 14, 2018, Electric
Utilities and Infrastructure’s estimated asset retirement obligations {(AR0s)
related to the closure of North Carolina ash impeundments are based upon
the mandated closure method or 2 probability weighting of poteniial closure
methods for the impoundments that may be reassessed to low risk, As the
final risk ranking classifications in North Caralina are delineated, final closure
plans and corrective action measures are developed and approved for each
site, the closure work progresses and the closure method scope and remedial
methods are determined, the complexity of work and the amount of coal
combustion material could be different than originatly estimated and, therefore,
could materially impact Electric Utilities and Infrastructure's finangial positien,
See Note 9 ta the Consolidated Financial Statements, “Asset Retirement
(Obligations,” for additional information.

Duke Energy is a party to multiple lawsuits and could be subject to fines
and other penalties related to the Dan River coal ash release and operatiens at
other North Carolina facilities with ash basins. The outcome of these lawsuits
and potentfal fines and penalties could have an adverse impact on Electric
Utilities and infrastructure’s financial position, sesults of operations and cash
ftows. See Note b to the Consolidated Financial Statements, “Commitments and
Contingencies,” for additional information.

In the fourth quarter of 2016, Hurricane Matthew caused histeric flooding,
extensive damage and widespread power outages within the Duke Energy
Progress service territory. Duke Energy Progress filed a petition with the North
Carolina Uiilities Commission (NCUC) requesting an accounting order to defer
approximately $140 million of incremental operation and maintenance and
capital costs incurred in response to Hurricane Matthew and other significant
2016 storms. The NCUC has not ruled on the petition. A final order from the
NCUC that disallows the deferral and future recovery of all or 2 significant
portion of the incremental storm restoration costs incurred could result in an
adverse impact on Electric Utilities and Infrastructure's financial position,
results of operations and cash flows.

Duke Energy Carofinas and Duke Energy Progress intend to file rate
cases in North Carglina in 2017 to recover costs of complying with CCR
regulaiions and the Goal Ash Act, as well as costs of capita! investments
in generation, transmission and distribution systems and any increase in
expenditures subsequent to previgus rate cases. Duke Energy Ohio has
notified the Public Utilities Commission of Qhio {PUCQ} of its intent to file
an electric distribution rate case in Ghio to address recovery of electric
distribution system capital investmenis and any ingrease in expenditures
subsequent to previous rate cases. Electric Utilities and Infrastructure’s
earnings could be adversely impacted if these rate cases are delayed or
denied by the NCUC or PUCQ.
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Years Ended December 31,

Variance Yariance

2016 vs, 2015 vs,
{in millions} 2016 2015 2015 2014 2014
Operating Revenues $ 901 § 51 $360 $ 578 5 an
Operating Expenses 636 408 228 419 (i
(Loss) Gains on Sales of Other Assets and Other, net (0 ] (7 — 6
Operafing Income 264 139 125 159 (20)
Other Income and Expenses 24 3 21 3 —
Interest Expense 46 25 21 37 (12)
Income Before Income Taxes 242 117 125 125 (€:}]
Income Tax Expensa a0 44 46 45 (1)
Segment Income § 152 $ 10 $ 79§ 80 5 0
Piedmont LDG thraughput {dekatherms)® 120,908,508 — 120,908,508 — —

Duke Energy Midwest LDC throughput (MCF)

81,870,483 84523814 {2,653.325) 93275895 (8,752,081)

{a) Onlyincludes throughput subsequent to Duke Energy’s acquisition of Fiedmant on Octaber 3, 2016,

Year Ended December 31, 2016 as Compared to 2015

Gas Utilities and Infrastructure’s higher results were primarily due to the
inclusion of Piedmont's earnings subsequent to the merger on Octaber 3, 2016
and higher equity earnings from pipaling investrments. Piedmont's sarnings
included in Gas Utifities and Infrastructure’s results were $67 million for the
year ended December 31, 2016.

Operating Revenues. The variance was driven primarily by a
$398 million increase in operating revenues due to the inclusien of Piedmont
operating revenues beginning in October 2016, partially offset by a $38 million
decrease in fuel revenues driven by lower natural gas prices and decreased
sales volumes for Midwest operations.

Operating Expenses. The variance was driven primarily by a
$276 million increase in operating expenses due to the inclusion of Piedmoni
operating expenses begirning in October 2016, partially offset by a $38 million
decrease in the cost of natural gas, primarily due to decreased volumes and
lower naturat gas prices for Midwest operations.

Other Income and Expenses. The increase was driven primarily by
higher equity earnings from pipeling investments.

Interest Expense. The variance was primarily due to the inclusion of
Piedmont interest expenses beginning in October 2016.

Income Tax Expense. The variance was primarily due to an increase in
pretax income. The effective tax rates for the years ended December 31, 2016
and 2015 were 37.2 percent and 37.6 percent, respectively.

Year Ended December 31, 2015 as Compared to 2014

(Gas Utilities and Infrastructure’s lower earnings were primarily due to
unfavorable weather.

Operating Revenues. The variance was driven primarily by:

» a$43 million decrease in fuel revenues primarily driven by lower
natural gas prices and decreased sales volumes; and

* 2 $7 million decrease in sales to retail customers due to unfavorable
weather,

36

Partially offset by:

« a $19 increase in regulated natural gas rider revenues primarily due te
rate increases.

Operating Expenses. The variance is driven primarily by:

= a $43 million decrease in the cost of natural gas, primarily due to
decreased volumes and lower natural gas prices.

Partially offset by:

» 2 $16 million increase due to a favorable gas excise tax settlement in
June 2014; and

« an $8 million increase due to amartization of the manufactured gas
plant {MGP} regulatory asset.

Income Tax Expense. The variance was primarily due to lower pretax
income, partially offset by ar increase in effective tax rate. The effective tax
rates for the years ended December 31, 2015 and 2014 were 37.6 percent and
36.0 parcent, respectively.

Matters Impacting Future Gas Utilities and Infrastructure Results

Gas Utilities and Infrastructure has a 24 percent ownership interest in
Constitution Pipeline Campany, LLG (Constitution), a natural gas pipeling praject
slated to transpart natural gas supplies to major northeastern markets. On
April 22, 2016, the New York State Departmant of Environmental Conservation
denied Constifution’s application for a necessary water quality certification
for the New York portion of the Constitution pipeline. Constitution has stopped
construction and discontinued capitalization of future development costs until
the project's uncertainty is resolved. Ta the extent the legal and regulatory
proceedings have unfavorable outcomes, of if Constitution concludes that the
project is not viable or does not go forward, an impairment charge of up to the
recorded investment in the project, net of any cash and working capital refurned,
may be recorded. With the project on hald, furding of project casts has ceased
until resolution of legal actions. Duke Energy is contractually obligated to provide
funding of required operating costs, including the ownership percentage of legal
expenses to obtain the necessary permitting for he project and project costs



PART Il

incurred prior to the denial of the water permit. If the legal actions result in an
autcome where the project is abandoned, Constitution is obligated under various
contracts te pay breakage fees that Gas Utilities and Infrastructure would be
obligated to fund up to the ownership percentage, or potentially up to $10 miltion.
In 2013, the PUCO issued an order (PUCO order) approving Duke Energy
Qhia's recovery of costs incurred between 2008 and 2012 far envirgnmental
investigation and remediation of twa former MGP sites. At December 31, 2016,
Duke Energy Ohio had recorded in Regulatory assets on the Consolidated
Balance Sheet approximately $39 million of estimated MGP remediation

Commeicial Renewables
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costs nof yet recovered through the MGP rider mechanism. Intervenars have
appealed to the Ohie Supreme Court the PUCO order authorizing recavery of
these amounts. That appeal remains pending. Duke Energy Ohio cannot predict
the outcome of the appeal before the Ohie Supreme Court or future action

by the PUCQ. if Duke Energy Ohio is not able to recover these remediation
costs in rates, the costs could have an adverse impact on Gas Utilities and
Infrastructure’s financial position, results of operations and cash flows. See
Note 4 to the Consolidated Financial Statements, “Regulatory Matters," for
additional information.

Years Ended December 31,

Variance Variance
2016 vs. 2015 vs.
{in mitlions) 2018 015 015 2014 2014
Operating Revenues $ 484 $ 286 $ 198 $ 236 $ 50
Operating Expenses 492 322 170 231 91
Gains on Sales of Other Assets and Other, net 5 1 4 — 1
Operating (Loss) Income (3 33 32 5 {40)
Other Income and Expenses 83 2 (85) 11 (9
{nterest Expense 53 a4 9 50 (6
Loss Before Income Taxas (139) an 62) (34) (43)
Income Tax Benefit (160) (128 (32) (88) {40)
tess: (Loss) Income Attributable to Nancontralling lterests (2) (0 4] 1 (2)
Segment Income $ 23 $ 52 $ (29) $ 53 $ ()
Renewabis plant production, GWh 1,565 5,577 1,988 5,462 115
Net propartional MW capacity in operation 1,892 1,943 949 1,370 573

Year Ended December 31, 2016 as Compared to 2015

Commercial Renewables’ lower earnings were primarily due to an
impairment charge related to certain equity method investments in wind
projects, partially offset by new wind and solar generation placed in service and
impraved wind production. The following is a detailed discussion of variance
drivers by line item.

Operating Revenues. The variance was driven primarily by:

= a $135 million increase due to growth of REC Selar, a Califoria-based
provider of solar installations acquired by Duke Energy in 2015; and

* a $66 million increase from new wind and solar generation placed in
service and improved wind production.

Operating Expenses, The variance was driven primarily by:

= a $130 mitfion increase in operating expenses due to growth of REC
Solar; and

« a $36 million increase in operating expanses due to new wind and solar
generation placed in service.

Other Income and Expenses. The variance was due to a $71 million
pretax impairment charge related to certain equity method investments in wind
projects. See Note 12 to the Consolidated Financial Statements, "“Investmants in
Unconsolidated Affiliates,” for additional information,

Income Tax Benefit. The variance was primarily due to a decrease in
pretax income and the impact of production tax credits (PTCs} for the renewatles
portiolie.
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Year Ended December 31, 2015 as Compared to 2014

Commercial Renewables' results were impacted by new solar and wind
generation placed in service, partially offset by unfavorable wind patterns. The
follewing is a detailed discussian of variance drivers by line item.

Operating Revenues. The variance was driven primarily by:
* a $41 million increase due to the acquisition of REC Selar; and

» a $27 million increase from new sofar and wind generation placed in

service.

Partially offset by:

« an $18 million decrease due to lower wind production.

Operating Expenses. The variance was driven primarily by:

» a $48 miflion increase in operating expenses due to the acquisition of

REC Solar; and

+ a $33 miltion increase in operating expenses due to new wind and solar
generation placed in service.

Other Income and Expenses. The variance was primarily due to lower

equify eamings due to lower wind production.

Interest Expense. The variance was primarily due to an increase in
capitalized interest in 2015 from higher spending en wind and solar projects.

Income Tax Benefit. The variance was primarily due to a decrease in
pretax income and the impact of PTCs.
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Changes or variability in assumptions used in calculating the fair value
of the Commercial Renewables reparting units for goodwill testing purposes
including but not limited to, legislative actions related to tax credit extensions,
[ong-term growth rates and discount rates, could significantly impact the
estimated fair value of the Commercial Renewables reporting units. In the
evant of a significant decline in the estimated fair value of the Commercial
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Renewables reporting units, goodwill impairment charges could be racorded. The
carrying value of gaodwill within Commercial Renewables was appreximately
$122 million at December 31, 2016.

Persistently low market pricing for wind resources, primarily in the
Energy Reliability Council of Texas West market, and the fuiure expiration of
tax incentives including Investment Tax Credits (ITCs) and PTCs could rasult in
adverse impagts to the future results of Commercial Renewables.

Other
Years Ended December 31,

Variance Variance

2016 vs. 2015 s,
{in millions} 2016 2015 2015 2014 2014
Operating Revenues $ 17 $ 135 5 (18 $ 116 519
Operating Expenses 604 409 185 528 (119}
Gains on Sales of Other Assets and Other, net 23 18 5 b i2
Operating Loss (464) (256) (208) (406) 150
Other income and Expenses 75 98 (23) 174 (76}
Interest Expense 693 393 300 409 (16)
Loss Before Income Taxes {1,082 {551) (531 (641} a0
Income Tax Benefit (446) (262) (184) (314 52
Less: Income attributable to Noncontralling Interests 9 10 {1} 5 5
Net Expense $ {645) $(299) $(346) $(332) 3 33

Year Ended December 31, 2016 as Compared to 2015

(Other's higher net expense was driven by higher costs related to the
Piedment acquisition, higher charitable donations and higher interest expense
related to the Piedmont acquisition finanging, The following is a detailed
discussion of the variance drivers by fine item.

Operating Revenues. Tha decrease was primarily due to customer

credits recorded in the fourth quarter related to Piedment merger commitments.

See Note 2 fo the Consalidated Financial Statements, “Acquisitions and
Dispositions,” for additional information,

Operating Expenses. The increase was primarily due to iransaction
and integration costs assogiated with the Piedmont acquisition and increased
donations to the Duke Energy Foundation, partially offset by a decrease in
severance accruals. The Duke Energy Foundation is a nonprofit organization
funded by Duke Energy shareholders that makes charitable contributiens to
selected nonprofits and government subdivisions.

Other Income and Expenses. The variance was primarily due to
lower eamnings from NMC, which was recast to Other fellowing the sale of
the International Disposal Group (See Note 3 to the Consolidated Financial
Statements, “Business Segments”), partially offset by higher returns on
invesiments that support employee benefit obligations.

Interest Expense. The increase was primarily due te Piedmont
acquisition financing, including bridge facility costs and losses en forward-
starting interest rate swaps. For additional informatien see Notes 2 and 14 to
the Consolidated Financial Statements, “Acquisitions and Dispositions” and
“Derivatives and Hedging,” respectively.

Income Tax Benefit, The variance was primarily due to an ingrease in
pratax fossaes, partially offset by a decrease in the effective tax rate, The effective
tax rates for the years ended December 31, 2016 and 2015 were 41.2 percent
angd 47.5 percent, respectively. The decrease in the effective tax rate was
primarily due to the bBenefit from legal entity restructuring recerded in 2015.
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Year Ended December 31, 2015 as Compared to 2014

Other's lower net expense was driven by an impairment charge in 2014
related to the Ohio Valley Electiic Corporation (QVEC) and Jower Progress Energy
merger costs, partially offset by fower earnings from NMC. The following is a
detailed discussion of the variance drivers by line item.

Operating Reventes. The increase was primarily due to higher revenues
from QVEC.

Operating Expenses. The decrease was primarily due to an impairment
charge in 2014 related to OVEC, lower charges related to the Progress Energy
merger, and higher prior year captive insurance lesses, partially offset by
severance accruals and higher North Carolina franchise taxes.

Gains on Sales of Other Assets and Other, net. The variance was
primarily due to a gain on sale of telecommunication leases.

Qther fncome and Expenses, nel, The variance was primarily due to
lower eamings from NMC, Jower returns on investments that support employee
benefii obligations and a gain on an invesiment sale in 2014, partially offset by
interest income from the resolution of an income tax matter.

Income Tax Benefit. The variance was primarily due to a decrease in
pretax lasses. The effective tax rates for the years ended December 31, 2015
and 2014 were 47.5 percent and 49.0 percent, respectively,

Matters Impacting Future Other Results

Included in Other is Duke Energy Ohig's 9 percent ownership interest in
OVEC, which owns 2,256 MW of coal fired generation capacity. As a counterparly
to an infer-company power agreement (ICPA}, Duke Energy Ohio has a contractual
arrangement to receive entitlements to capacity and energy from QVEC’s power
plants through June 2040 commensurate with its power participation ratig,
which is equivalent to Duke Energy Ohio’s ownership interest. Costs, including
fuel, operating expenses, fixed costs, debt amortizaiion, and interest expense,
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are allocated to counterparties to the ICPA, including Duke Energy Ohio, based

on their power participation ratio. The value of the ICPA is subject to variability
fue to fluctuations in power prices and changes in OVEC's costs of business.
Deterioration in the credit quality or bankeuptcy of one or more parties to the ICPA
could increase the costs of GVEC. In addition, certain propesed envirgnmental
rulemaking costs could result in future increased cost allocations.

The retired Beckjord generating station {Beckjord), a nonregulated faility
retired during 2014, is not subject to the EPA rule related to the disposal of CCR
from electric utilities, However, if costs are incurred as a result of environmental
regulations ar to mitigate risk associated with on-site storage of coal ash, the
costs could have an adverse impact on Other's financial positien, results of
aperations and cash flows.

Earnings from an equity method investment in NMC reflect sales of
methanol and MTBE, which generate margins that are directionaliy correlated
with Brent crude ofl prices. The recent decline in crude oil prices have reduced
the earnings realized from NMC. Further weakness in the market price of Brent
crude oif and related commodities may result in a further decline in earnings.
Duke Energy's economic ownership interest will decrease from 25 percent to
17.5 percent upon successful startup of NMC's polyacetal production facility,
which is expected to occur in the second quarter of 2017,

U.S. federal fax reform has become an important priority of the current
Congress and Administration, Any substantial revision to the U.3. tax code,
including a loss of the ability to deduct interest expense, could adversely impact
Duke Energy's future earnings, cash flows or financial position,
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(LOSS) INCOME FROM DISCONTINUED OPERATIONS, NET OF TAX

Year Ended December 31, 2016 as Compared to 2015

The variance was primarily driven by the loss on the dispasal of Duke
Energy's Latin American generation business and an impairment charge
related to certain assets in Central America, partially offset by a tax benefit
related to historic unremitted foreign earnings and immaterial out of period tax
adjusiments unrelated to the Dispasal Groups. See Note 2 to the Consolidated
financial Statements, “Acquisitions and Dispositions,” for additional
information.

Year Ended December 31, 2015 as Compared to 2014

The variance was primarily due to the 2014 impairment of the
Midwest Generation Disposal Group and a 2014 fax charge related to
histeric unremitted foreign earnings, partially offset by lower operating
results of the International Disposal Group in 2015 compared to 2014.
Operating results for the International Dispasal Grosp in 2015 were impacted
by lower demand, unfavorable hydrolegy in Brazil, changes in foreign
currency exchange rates, the absence of a 2014 tax benefit related to the
seorganization of Chilean operations and lower dispatch in Central America
due te increased competition.

Introduction

Management’s Discussion and Analysis should be read in conjunciion
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2016, 2015 and 2014.

Basis of Presentation

The resulis of operations and variance discussion for Duke Eneray
Carolinas is presented in a reduced disclosure format in accordance with
General Instruction (1(2)(a) of Farm 10-K.

Results of Operations
Years Ended December 31,

{in millions) 2018 2015 Variance
Operating Revenues $ 1322 $ 7229 $ 93
(Operating Expenses 5,259 5,268 (13
Loss on Sales of Other Assets and Other, net (5} oy {4)
QOperating lncome 2,062 1,960 102
Other income and Expenses 162 160 2
Interest Expense 424 412 12
!ncome Befare Income Taxes 1,800 1,708 92
Income Tax Expense 634 627 7
Net Income $ 1166 $ 1,081 $ 8

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

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

Increase (Decrease) over prior year 2016 2015
Residential sales 0.1% (0.2)%
General service sales 0.7% 1.0%
Industrial sales 0.9)% 26%
Wholesale power sales 9.8% 1.5%
Juint dispatch sales (2.3)% (44.8)%
Total sales 1.8% {1.3)%
Average number of customers 1.4% 13%
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Year Ended Pecember 31, 2016 as Compared to 2015
Operating Revenues. The variance was driven primarily by:

= 2 $91 millian increass in retail pricing and rider revenues, including
increased revenues related to energy efficiency programs and the
expiration of the North Carolina cost of removal decrement rider;

» 2 $58 million increase in retail sales, net of fuel revenues, to retail
customers due to more favorahle weather compared to the prior vear; and

+ a $45 million increase in wholesale power revenues, net of sharing,
primarily due to additional demand fram customers served under long-
term contracts.

Partially offset by:

* a $106 mitlion decrease in fuel revenues, driven primartly by lower fuel
prices included in electric retail and wholesale rates.

Operating Expenses. The variance was driven primarily by:

» an $84 million decrease in fuel expense Gncluding purchased power)
primarily due to fower natural gas and coal prices, as well as changes
in generatien mix,

Partially offset by:

» a $41 million increase in operations and maintenance expense
primarily due fo costs assaciated with merger commitments relaied to
the Piedmont acquisition in 2016, increased employee benefit costs,
higher energy efficiency program cosis, and higher storm restoration
costs, partially offset by lower severance expenses, [ower expensas
at generating plants, lower costs associated with the Progress Energy
merger and decreased corporate costs;

= 3 $24 million increase in depreciation and amortization expense due to
additional plant in service; and

* a $7 million increase in property and other taxes primarily due to higher
praperty taxes.

Interest Expense. The variance was primarily dus to higher debt
outstanding in the current year.

PROGRESS ENERGY
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Income Tax Expense. The variance was primarily due te an increase
in pretax income, partiatly offset by a lower effective tax rate. The effective tax
rate for the years ended December 31, 2016 and 2015 were 35.2 percent and
36.7 percent, respectively, The decrease in the effective tax rate was primarily
due to audit settlements and the impact of favorable tax return true-ups.

Matters impacting Future Results

An order from regulatary authorities disallowing recovery of costs related
to closure of ash impoundments could have an adverse impact on Duke Energy
Carolinas’ financial positien, results of operations and cash flows. See Notes
4 and 9 to the Consolidated Financial Statements, “Regulatory Matters” and
“Asset Retirement Obligations,” respectivaly, for additienal information.

On May 18, 2016, the NCDEQ issued preposed risk classifications for
all caal ash surface impoundments in North Carolina. All ash impoundments
not previcusly designated as high priority by the Coal Ash Act were designated
as intermediate risk. Certain impoundments classified as intermediate risk,
however, may be reassessed in the future as low risk pursuant to legislation
signed by the former North Carolina governor on July 14, 2016. Duke Energy
Carolinas’ estimated ARQs related to the closure of North Carolina ash
impoundments are based upan the mandated closure method or a probability
weighting of potential closure methods for the impoundments that may be
reassessed to low risk. As the final risk ranking classifications in North
Carolina are delineated, final closure plans and corrective action measures
are developed and approved for each site, the ¢losure work progresses, and
the closure method scape and remedial action methods are determined, the
complexity of work and the amount of coal combustion material could be
different than originally estimated and, therefore, could materially impact Duke
Energy Carolinas' financial pesition. See Note 9 ta the Consolidated Firancial
Statements, “Asset Retirement Obligations,” for additional infarmation,

Duke Energy Carolinas is a parly to muitiple lawsuits and subject to fines and
other penalties related to the Dan River coal ash release and operations at other
Narth Carolina facilities with ash basins. The outcome of these lawsuits, fines and
penaities could have an adverse impact on Duke Energy Carolinas’ financial position,
results of operations and cash flows, See Note 5 to the Consolidated Financial
Statements, “Commitments and Contingencies,” for additional information.

Duke Energy Carolinas intends to file a rate case in North Carolina in 2017
to recover costs of complying with CCR regulations and the Coal Ash Act, as
well as costs of capital investments in generation, transmission and distribution
systems and any increase in expenditures subsequent to previous rate cases.
Cuke Energy Carolinas' earnings could be adversely impacted if the rate case is
delayed or denied by the NCUC.

Introduction

Management’s Discussion and Analysis should be read in conjunction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2016, 2015 and 2014.

40

Basis of Presentation

The results of operations and variance discussion for Progress Energy is
presented in a reduced disclosure format in accordance with General Instruction
(3(2)(a) of Form 10-K.
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Results of Operations
Years Ended December 31,

{in milliens) 2016 2015 Yariance
Operating Revanues $ 9,853 $10,277 $ 424
Operating Expenses 1,131 8,142 (405)
Gains on Sales of Other Assets and Gther, net 25 25 —
Operating Income 2,141 2,160 (19}
Other Income and Expenses 114 97 17
Interest Expense 689 670 14
Income Before Income Taxes 1,566 1,587 21)
Income Tax Expense 521 522 5
Income from Continuing Operations 1,038 1,065 (26)
Income {Loss) from Discontinued Operaticns, net of tax 2 3) 5
Net Income 1,041 1,062 (21
Less: Net Income Attributable to Nencontrolling Interests 10 11 (n
Net Income Attributable to Parent $ 1,081 $ 1,051 $ 20

Year Ended December 31, 2016 as Compared to 2015
Operating Revenues. The variance was driven primarily by:

» 2 $638 million decrease in fuel revenues due to lawer fuel prices and
changes in generation mix, partially offset by increased capacity rates
to retail customers at Duke Energy Florida; and

« 3 $17 millien decrease in retail sales, net of fuel revenue, due to
unfavorable weather compared to the prior year at Duke Energy Florida.

Partially offset by:

« 2 $188 million increase in rider revenues, including increased revenues
related to energy efficiency programs, the additional ownership interest
in certain generating assets acquired from NCEMPA in the third quarter
of 2015, nuclear asset securitization revenuas beginning in 2016, and
an increase in energy conservation and environmental cost recovery
clause revenues, partially offset by lower nuclear cost recovery clause
{NCRC) rider revenues due to suspending recovery for the Levy nuclear
project in 2015; and

a $34 million increase in wholesale power revenues primarily due to the
NCEMPA contract, partially offset by lower peak demand at Duke Energy
Progress and contracts that expired in the prior year at Duke Energy
Florida.

Operating Expenses. The variance was driven primarily by:

* 2 $581 miffion decrease in fuel expense primarily due to lower natural
gas prices, changes in generation mix, lower deferred fuel expense, and
lower genaration costs, partially offset by increased purchased power,

Partially offset by:

« a $96 million increase in depreciation and amortizatian expense
primarily due to additional plant in service, including the additional
gwnership interest in generation assets acquired fram NCEMPA; and

= an $84 million increase in operations and maintenance expense due
to costs associated with merger commitments related to the Piedmont
acquisition in 2016, higher employee benefit costs, and higher storm
restoration costs at Duke Energy Progress, partially offset by lower
nuclear costs and severance costs at Duke Energy Progress and lower
costs related fo fleet maintenance work at Duke Energy Florida.
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Other Income and Expenses. The varfance is due to higher AFUDC
equity return on certain projects at Duke Energy Florida.

Interest Expense. The variance is due to higher debi outstanding,
partiafly offset by higher AFUDC debt return on certain projects at Duke Energy
Florida.

Income Tax Expense. The variance was primarily due to a higher
effective tax rate, partially offset by lower pretax income, The effective tax rate
for the 12 months ended December 31, 2016 and 2015 were 33.7 percent and
32.9 percent, respectively.

Matters Impacting Future Results

An order from regulatory authorities disallowing recovery of costs related
io closure of ash impoundments could have an adverse impact on Progress
Energy’s financial position, results of operations and cash flaws. See Nates
4 and 9 to the Consolidated Financial Statements, “Regulatory Matters” and
“Asset Retirement Obligations,” respectively, for additional infarmation,

On May 18, 2016, the NCDEQ issued proposed risk classifications for
all coal ash surface impoundments in North Carolina, Al ash impoundments
not previously designated as high priority by the Coat Ash Act were designated
as intermediate sisk, Certain impoundments classified as intermediate risk,
however, may be reassessed in the future as low risk pursuant to legislation
signed by the former North Carolina governor on July 14, 2016. Duke Energy
Progress’ estimated AROs related to the closure of North Carolina ash
impoundments are based upon the mandated clasure method or a probability
weighting of potential closure methods for the impeundments that may be
reassessed o low risk, As the final risk ranking classifications in North
Carolina are delineatad, firal closura plans and corrective action measures
are developed and appraved for each site, the closure work progresses, and
the clasure method scope and remedial action methods are determined, the
complexity of work and the amount af coal combustion material could be
different than originally estimated and, therefore, could materially impact Duke
Energy Progress’ financial pesition. See Note 9 to the Consolidated Financial
Statements, “Asset Retirement Obligations,” for additional information.

Duke Energy Progress is a party to multiple tawsuits and subject to fines
and other penalties related to operations ai certain North Carolina facilities with
ash basins. The outcome of these lawsuits, fines and penalties could have an
adverse impact on Progress Energy’s financial position, results of operations
and cash flows. See Note 5 to the Consolidated Finangial Statements,
“Commitments and Cantingencies,” for additional information.
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In the fewrth quarter of 2016, Hurricane Matthew caused historic
flooding, extensive damage and widespread power outages within the Duke
Energy Progress service territory. Duke Energy Progress filed a petition with the
NCUC requesting an accounting order to defer approximately $140 million of
incremental gperation and maintenance and capital costs incurred in response
to Hurricane Matthew and other significant 2016 storms. The NCUC has not
ruled on the petition. A final order from the NCUC that disallows the defesral and
future recavery of all or a significant portion of the incremental storm restaration
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costs incurred could result in an adverse impact on Progress Energy's financial
position, results of eperations and cash flows.
Duke Energy Progress intends to file a rate case in North Caralina in 2017
{0 recover costs of complying with CCR regufations and the Caal Ash Act, as
well as costs of capital investments in generation, transmission and distribution
systems and any increase in expenditures subsequent fo previous rate cases.
Progress Energy's earnings could be adversely impacted if the rate case is
delayed or denied by the NCUC.

Introduction

Management’s Discussion and Analysis should be read in conjunction
with the accompanying Consolidated Financial Statements and Nates for the
years ended December 31, 2016, 2015 and 2014.

Basis of Presentation

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

Results of Operations
Years Ended December 31,

{in millions) 2016 2015 Variance
Operating Revenues $ 5217 $ 5,290 31
Operating Expenses 4,194 4,269 (75
Gains on Sales of Other Asset and Other, net 3 3 —
Operating Income 1,086 1,024 62
Other Income and Expenses n 7l —
Interest Expense 257 235 22
Income Before Income Taxes 900 860 a0
Income Tax Expense in 294 7
Net Income $ 599 $ 566 $ 33

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

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

Increass (Decrease) over prior year 2016 2015
Residentiat sales {1.5)% (1.4%
General service sales 0.2% 0.9%
Industrial sales 0.1)% (0.3)%
Wholasale power sales 18.4% 13.0%
Ioint dispatch sales 11.7% 14.1%
Tolal sales 6.4% 3.2%
1.3% 14%

Average number of customers

Year Ended December 31, 2016 as Compared to 2015
Operating Revenues. The variance was driven primarily by:

» a $206 million decrease in fuel revenues driven by lower natural gas
pricas and changes in generation mix;

= a$17 million decrease In intercompany Joint Dispatch Agreement (IDA)

revenues; and

* a $5 million decrease in transmission revenues due to a settlement
with customers that reduced the rate of retusn en equity.

Partiatly offsat by:

* 2 $15D million increase in rider revenues due to the purchase of
NCEMPA's ownership interest in certain generating assets and energy
efficiency programs; and

* a $65 million increase in wholesale power revenues primarily due to
the NCEMPA contract effective August 1, 2015, partially offset by lower
peak demand.

Operating Expenses. The variance was driven primarily by:
« 2 $199 miltion decrease in fual expense primarily due to lower natural
gas prices and changes in generation mix.

Partially offset by:

« a $61 millien increase in depreciation and amortization expense
primarily due to additional plant in service, including the additional
ownership interest in generating assets acquired from NCEMPA;
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» a$51 miltion increase in operations and maintenance exgense primarily
due to a favorable gension expense adjustment recorded in 2015, costs
assaciated with merger commitments related to the Piedment acquisitien
in 2016, higher storm restoration casts, and higher employee benefit
costs, partially offset by lower nuclear costs {net of nuclear levelizatien)
due to fewer outages in 2016 and lower severance costs; and

* 2 $15 million increase in property and other taxes due to a 2015 North
Carolina Franchise Tax refund and increases in current year property
taxes in North Carolina and South Carolina,

Interest Expense. The variance was due to higher debt outstanding.

Income Tax Expense. The variance was primarily due to an increase
in pretax income, partially offset by a tower effective fax rate. The effective tax
rate for the years ended December 31, 2016 and 2015 were 33.4 percent and
34.2 percent, respectively. The decrease in the effective tax rate was primarily
due to the impact of favorable tax refurn trus-ups and a rate change in
North Carolina,

Matters Impacting Future Results

An order fram regulatory authorities disallowing recovery of costs related
to closure of ash impoundments cauld have an adverse impact on Duke Energy
Progress’ financial position, results of operations and cash flows. See Notes
4 and 9 1o the Consolidated Finangial Statements, “Regulatory Matters” and
“hsset Retirement Qbligations,” respectively, for additional information.

On May 18, 2016, the NCDEQ issued praposed risk classifications for
all coal ash surface impoundments in North Carolina. All ash impoundments
not praviously designated as high priarity by the Coal Ash Act were designated
as intermediate risk. Certain impoundments classified as intermediate risk,
however, may be reassessed in the future as Jow risk pursuant to legislation
signed by the former North Carolina governor on July 14, 2016. Duke Energy
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Progress' estimated AROs related te the closure of North Carolina ash
impoundments are based upon the mandated closure method or a prabability
weighting of potential closure methods for the impoundments that may be
reassessed to low risk. As the final risk ranking classifications in North
Carolina are delineated, final closure plans and corrective action measures
are developed and approved for each site, the closure work progresses, and
the closure method scope and remedial action methods are determined, the
complexity of work and the amount of coal combustion material could be
different than criginally estimated and, therefore, could materially impact Duke
Energy Progress’ financial pasition. See Note 9 to the Consolidated Financial
Statements, “Asset Retirement Obligations,” for additional infermation.

Duke Energy Progress is a party to multiple lawsuits and subject to
fines and other penalties related to operations at ¢ertain North Caralina
facifities with ash basins. The outcome of these lawsuits, fines and penalties
could have an adverse impact on Duke Energy Progress’ financial pasition,
results of operations and cash flows. See Note 5 to the Conselidated Financial
Statements, “Commitments and Contingencies,” tor additional information.

In the fourth quarter of 2016, Hurricane Matthew caused historic
flooding, extensive damage and widespread power outages within the Duke
Energy Progress service territory. Duke Energy Progress filed a petition with the
NCUC requesting an acceunting order to defer approximately $140 miliion of
incremental operation and maintenance and capital costs incurred in response
to Hurricane Matthew and other significant 2016 storms. The NCUC has not
ruled on the petition, A final order from the NCUC that disallows the deferraf and
future recovery of all or a significant portion of the incremental storm restoration
costs incurred could result in an adverse impact on Duke Energy Progress’
financial position, results of operations and cash flows.

Duke Energy Progress intends to file a rate case in North Carolina in 2017
to recaver costs of complying with CCR regulations and the Coal Ash Act, as
well as costs of capital investments in generation, transmission and distribution
systems and any increase in expenditures subsequent to previous rate cases.
Duke Energy Progress’ earnings could be adversely impacted if the rate case is
delayed or denied by the NCUC.

introduction

Management's Discussion and Analysis should be read in conjurction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2016, 2015 and 2014

Results of Operations

Basis of Presentation

The results of operations and variance discussion for Duke Energy
Florida is presented in a reduced disclasure farmat in accordance with General
Instrugtion (D{2)(a} of Form 10-K.

Years Ended December 31,

(in millions) 2016 2015 Variance
Operating Revenues $ 4,568 $ 4,977 $ (409
QOperating Expenses 3527 3,862 (335
Operating [ncome 1,041 1,115 (74
Other Income and Expenses 44 24 20
Interest Expense 212 198 14
Income Before [ncome Taxes 813 941 (68
Income Tax Expense 322 342 (20)
Met Income $ 561 $ 599 $ @8

The following table shows the percent changes in GWh sales and average number of customers for Duke Energy Florida. The below percentages for retail
customer ¢lasses represent billed sales only. Wholesale gower sales include both billed and unbilled sales, Total sales incliedes billed and unbilled retail sales and
wholesale sales to incerperated municipalities and ta public and private utilities and power marketers. Amounts are not weather normalized.
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[ncrease {Decrease} over prior year 2016 2015
Residantial sales 1.7% 4.9%
General service sales (01)% 8%
Industifal sales (2.97% 0.8%
Wholesale and other 35.2% (2.3)%
Total sales 0.9% 3.5%
Average number of customers 15% L5%

Year Ended December 31, 2016 as Compared 1o 2015
Operating Revenues. The variance was driven primarily by:

* a$432 million decrease in fuel and capacity revenues primarily due
ta lower fuel prices to retail customers, partially offset by increased
capacity rates fo retail customers;

« 3 $31 million decrease in wholesale power revenues primarily driven by
contracts that expired in the prior year; ard

» a$17 million decrease in retail sales, net of fuel revenue, due to
unfavorable weather compared to the prior year.

Partially offset by:

» 2$38 million increase in rider revanues primarily due ta nuclear asset
securitization revenues beginning in 2016, and an increase in energy
conservation cost recovery clause and environmental cost recovery
clause revenues due to higher recovery rates in 2016, partially offset by
adecrease in NCRC revenues as a resuit of suspending recavery of the
Levy nuclear project in 2015;

» a$19 million increase in other revenues primarily due to a customar
settlement charge taken in the prior year, increased transmission
demand and higher transmission rates; and

= a$16 million increase in weather-narmal sales volumes to retail
custamers in the current year.

Operating Expenses. The variance was driven primarily by:

+ a$382 million decrease in fuel expense primarily due ta lower deferred
fuel expense and lower generation costs, partially offset by increased
purchased power; and

DUKE ENERGY OHIO

« a $20 million decrease in praperty and other taxes due fo lower revenue
related taxes compared $o the prior year,

Partially offset by:

* 3 $35 million increase in depreciation and amertization
expense primarily due to an increase in base assets and clause
amontization; and

= 2 $33 millien increase in operations and maintenance expense
primarily due to higher employee benefit costs and costs recoverable
through the energy conservation cost recovery clause, partially offset
by lower costs related to fleet maintenance work.

Other Income and Expenses. The variance was primarily driven by
higher AFUDC equity return on the Citrus County Combined Cycle and Hines
Chiller Uprate projects in the current year.

Interest Expense. The variance was due to new bonds issued in 2016,
partially offset by higher AFUDC debt return on the Citrus County Combined
Cycle and Hines Chiller Uprate projects in the current year.

Income Tax Expense. The variance was primarily due ta lower pretax
income, partially offset by a higher effective tax rate. The effective tax raie
far the years ended December 31, 2016 and 2015 were 36.9 percent and
36.3 percent, respectively. The increase in effective tax rate was primarily due
the release of tax reserves in 2015 due to expired tax statutes, partially offset by
higher AFUDC equity.

Intreduction

Management's Discussion and Analysis should be read in ¢onjunction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2016, 2015 and 2014.

Basis of Presentation

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

Results of Operations
Years Ended December 31,

(in millicns) 2016 2015 Variance
Operating Revenues $ 1,944 $ 1,905 $ 39
Cperating Expenses 1,599 1,610 (11}
Gains on Sales of Qther Assets and Other, nef 2 8 (6)
Cperating Income 347 303 L
Other Income and Expenses § 6 3
Interest Expense 86 19 7
Income from Continuing Operations Before Income Taxes 270 230 40
Income Tax Expense from Cantinuing Operations 18 81 (3)
Income from Continuing Operations 192 149 a3
Income from Discontinued Operations, net of tax 36 23 13
Net Income $ 228 $ 172 $ 56
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The following table shows the percent changes in GWh sales of electricity and average number of electric customers for Duke Erergy Ohio. The below
pescentages for retail customer classes represent billed sales only. Total sales includes bilted and unbilled retail sales and whelesale sales to incorporated
municipalities and to public and private utilities and power marketers. Amounts are not weather normalized.

Increase (Decrease) over prior year 2016 2015
Residential sales 0.7% (2.2)%
General service sales 1.3% (0.0%
Industria! sales 0.1% 0.4%
Wholesale power sales (33.9)% 222.3%
Total sales (1.1)% 28%
Average number of customers 0.8% 0.7%

Year Ended December 31, 2016 as Compared to 2015
Operating Revenues. The variance was driven primarily by:

* a $61 mitlion increase in rider revenues primarily due to increased
rates and true-ups.

Partially offset by:

* a $25 million decrease in fugl revenues driven by lower electric fuel and
natural gas prices and decreased natural gas sales volumes.

Operating Expenses. The variance was driven by:

« 2 $38 millien decrease in the cost of natural gas, primarily due to
decreased volumes and lower natural gas prices.

Partially offset hy:

= a $17 million increase in operations and maintenance expense primarily
dus to increased spending on energy efficiency programs, higher
PIM transmission owner scheduling and reactive supply expenses,
and increased costs related to distribution projects and inspection
maintenance programs, partially offset by lower allocated corporate
costs;

» a $6 million increase in depreciation and amertization expense due to
additional plant in service; and

» 2 $4 million increase in property and other faxes due to higher property
taxes.

Income Tax Expense, The variance was primarily due to a lower effective
iax raie, partially offset by an increase in pretax income. The effective tax
rate for the years ended December 31, 2016 and 2015 were 28.9 percent and
35.2 percent, respectively. The dacrease in the effective tax rate was primarily
dug to an immaterial out of period adjustment related to deferred tax balances
associated with property, plant and equipment.

Income from Discontinued Operations, Net of Tax. The variance
was primarily due ta an income tax benefit resulting from immaterial out of
period deferred tax liability adjustments related to the Midwest Generation
Disposal Group, partially offset by the Midwest Generation Disposal Group's
operating results in 2015. See Note 2 to the Consolidated Financial Statements,
"Acquisitions and Dispositions,” for additianal information.
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Matters Impacting Future Results

An order from regulatary autherities disallowing recovery of costs related
to closure of ash basins ceuld have an adverse impact on Duke Energy Ohio's
financial positien, rasuits of operations and cash flows. See Notes 4 and 9 to the
Censolidated Financial Statements, “Regulatory Matters” and "Asset Retirement
Obligations,” respectively, for additional information.

Duke Energy Ohio's nonregutated Beckjord station, a facility retired during
2014, is not subject to the EPA rule related to the disposal of CCR from electric
utilities. However, if costs are incerred as a result of environmental ragulations
or to mitigate risk associated with en-site storage of coal ash at the facility, the
costs could have an adverse impact on Duke Energy Ohio's firancial position,
results of operations and cash flows.

In 2013, the PUCO issued an order (PUCO erder) approving Duke Energy
Ohio's recovery of costs incurred between 2008 and 2012 for environmental
investigation and remediation of two former MGP sites. At December 31, 2016,
Duke Energy Ohio had recorded in Regulatory assets on the Consolidated
Balance Sheet approximately $99 million of estimated MGP remediation costs
not yet recovered through the MGP rider mechanism. Intervenars have appealed
to the Ohio Supseme Court the PUCQ order authorizing recovery of these
amounts. That appeat remains pending, Duke Energy Ohio cannot predict the
outcome of the appeal before the Ohio Supreme Court or future action by the
PUCQ. If Duke Energy Ohio is not able te recover these remediation costs in
rates, the costs could have an adverse impact on Duke Energy Ohio's financial
position, results of operations and cash flows. See Note 4 to the Consolidated
Financial Statements, “Regulatory Matters," for additional information.

Duke Energy Ohio has a 9 percent ownership interest in OVEC, which owns
2,256 MW of coal fired generatien capacity. As a counterparty to an [CPA, Duke
Energy Ohia has a contractual arrangement to receive entitlements to capacity
and energy from OVEC's power plants through June 2040 commensurate
with its power participation ratio, which is equivalent to Duke Energy Ohio's
ownership interest, Costs, including fuel, operating expenses, fixed costs,
debt amartization, and interest expense, are allocated to counterparties to the
1CPA, including Duke Energy Ohio, based on their power participation ratio. The
value of the ICPA is subject to variability due to fluctuations in power prices
and changes in OVEC's costs of business. Deterioration in the credit quality or
bankruptcy of one or more parties to the ICPA could increase the costs of OVEC,
In addition, certain propesed environmental rufemaking costs could result in
future ingreased cost allccations.

Duke Energy Ohio has netified the PUCO of iis intent to file an electric
distribution rate case in Ghio to address recovery of electric distribution system
capital investments and any increase in expenditures subsequent to previous
rate cases. Duke Energy Ohio's earnings could be adversely impacted if the rate
case is delayed or denied by the PUCQ.



... KyBSC. Case No. 2017-00321

Page 63 of 258
DUKE ENERGY INDIANA
Introduction Basis of Presentation

Management's Discussion and Analysis should be read in conjunction
with the accompanying Consolidated Financial Statements and Notes for the
years ended December 31, 2016, 2015 and 2014,

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

Results of Operations
Years Ended December 31,

(in millions) 2016 2015 Variance
Operating Revenues $2,958 $2,890 $ 68
Operating Expenses 2,194 2,247 (53)
Gains on Sales of Cther Assets and Other, net 1 1 —
Operating Income 165 644 121
Other Income and Expenses i 11 11
Interest Expense 181 176 5
Ingome Before Income Taxes 606 479 127
income Tax Expense 225 163 62
Net Income $ 381 $ 316 $ 65

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

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

Increase (Decrease) over prior year 2016 2015

Residantial sales (0.4)% @.0%
General service sales 0.7% {0.5)%
Industrial sales 0.4% {L.4)%
Whalesale power sales 10.8% 9.4%
Total sales 2.5% 0.3%
Average number of customers 11% 0.8%

Year Ended December 31, 2016 as Compared to 2015
Operating Revenues. The variance was driven primarily by:

« 3 $94 miltion increase in rider revenues related te clean coal eguipment
and Edwardspert IGCC; ard

» 2 $20 million increase in whalesale power revenues due fo new
contracts and higher demand.

Partially offset by:

+ a $50 million decrease in firel revenues primarily due to a decrease in
fuel prices.

Operating Expenses. The variance was driven primarily by:

« a$73 million decrease in fueel expense arimarily due to lower fuel prices
and lower gurchased pawer costs; and

» an $88 million pretax impairment charge in the prior year refated to the
2015 Edwardspart IGCC settlements.
Partially offset by:

= a $62 million increase in depreciation and amortization expense
primarily due to additional ptant in service, as well as increased
depreciation related to ARDs;
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» 2 $40 million increase in operations and maintenance expense due to
2016 costs at Edwardsport IGCC in excess of the settlemant cap and
increased costs related to energy efficiency programs and clean coal
technology that are recoverable through rate riders, partially offset by
decreased expenses at several generating plants; and

+ an $8 million impairment charge in the cusrent year related to the early
retirement of certain metering equipment.

Other Income and Expense. The variance was driven primarily by an
increase in AFUDC equity in the curent year and certain costs resulting from the
2015 Edwardsport 1GCC settlements in the prior year.

Income Tax Expense. The variance was primarily due to an increase in
pretax income. The effective tax rates for the years ended December 31, 2016
and 2015 were 37.1 percent and 34.0 percent, respectively. The increase in the
effective tax rate was primarily due to an immaterial out of period adjustment
to deferred tax balances in 2015 associated with property, plant and equipment
and the reclassification of state tax credits from income tax to general franchise
taxin 2016.

Matters impacting Future Results

On Agril 17, 2015, the EPA published in the Federal Register a rule to
regulate the disposal of CCR from electric utilities as solid waste. Duke Energy
Indiana has interpreted the rule to identify the coal ash basin sites impacted
and has assessed the amounts of coal ash subject to the rule and a method of
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compliance. Duke Energy Indiana’s interpretation of the requirements of the CCR
rule is subject to potential legal chaltenges and further regulatory approvals,
which could result in additional ash basin closure requirements, higher costs of
compliance and greater AROs. An order from regulatory autherities disallowing
recovery of costs related te closure of ash basins could have an adverse

impact an Duke Energy Indiana’s financial position, results of operations and
cash flows,

The [URC approved a settlement agreement between Duke Energy Indiana
and multiple parties that resolves all disputes, claims and issues from the IURC
proceedings related to post-commercial operating performance and recovery of
ongoing aperating and capital costs at the Edwardsport IGCC generating facility.
Pursuant fo the terms of this agreement, the agreement imposes a cost cap fer
retail recoverable operations and maintenance costs through 2017. An inability
to manage operating costs in accordance with caps imposed pursuant to the
agreament could have an adverse impact on Duke Energy Indiana's financial
position, results of operations and cash flows. See Note 4 to the Consolidated
Financial Statements, “Regulatary Matters,” for additional infermation,

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Preparation of financial statements requires the application of accounting
policies, judgments, assumptions and estimates that can significantly affect
the reported results of operations, cash flows or the amounts of assets and
liabilities recognized in the financial statements. Judgments made include
the likelihood of success of particular prajects, possible legal and regulatory
challenges, earnings assumptions en pension and other benefit fund
investments and anticipated recovery of costs, especially through regulated
operations.

Management discusses these policies, estimates and assumptions with
senior members of management on a regular basis and provides periodic
updates on management decisions to the Audit Committee of the Board of
Directors. Management believes the areas described below require significant
judgment in the application of accounting policy or in making estimates
and assumptions that are inherently uncertain and that may change in
subsequent periods.

For further information, see Note 1 to the Conselidated Financial
Statements, “Summary of Significant Accounting Poligies.”

Regutated Operations Accounting

Duke Enargy's regulated operatiens meet the criteria for application of
regulated operations accounting treatment for substantially all of its operations,
As a result, Duke Energy records assets and liabilities that would not be
recorded for nonregulated entities. Regulatory assets generally represent
incurred costs that have been deferred because such costs are probable of
future recovery in custemer rates. Regulatory liabilities generally represent
obligations to make refunds or reduce rates to customers for previous
collections or deferred revenue for costs that have yet fo be incurred. Regulatory
assets and Jiabilities can also be recerded for Alternative Revenue Programs
(ARP), such as rate stabilization adjustment mechanisms and weather
narmalization adjustments. These programs allow for the deferral or accrual
of revenues to provide recavery of approved margins on an annual basis
independent of weather and consumption patterns. Duke Energy also has ARPs
that relate to energy efficiency programs,

Management continually assesses whether recorded regulatory assets
are probable of future recavery by considering factors such as applicable
regulatary environmant changes, historical regulatory treatment for similar costs
in Duke Energy's jurisdictions, litigation of rate orders, recent rate orders to
other regulated entities, levels of actual return on equity compared to approved
rates of return on equity and the status of any pending or potential deregulation
legistation. If future recovery of costs ceases to be probable, asset write-oifs
would be recognized in operating income, Additionally, regulatory agencies
can provide flexibility in the manner and timing of the depreciation of property,
plant and equipment, recognition of asset retirement costs and amortization of
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regulatory assets, or may disallow recovery of all or a portion of certain asseis.
For further information on regulatory assets and liabilities, see Note 4 to the
Consolidated Financial Statements, “Regulatory Matters."

As requised by regulated aperations accounting rules, significant judgment
can be required te determine if an otherwise recognizable incurred cost, such as
closure costs far ash impoundments, qualifies to be deferred for future recovery
2s a regulatory asset. Significant judgment can also be required to determine if
revenues previously recognized are for entity specific costs that are no longer
expected to be or have not yet been incurred and are therefore a regulatory
lizbitity. See Note 4 to the Consolidated Financial Statements, “Regulatory
Matters,” for a more in-depih discussion of Regulatory Assets and Liabilities,

Regulated operations accounting rules also require recogniiion of a
disallowance {also called “impairment”) loss if it becomes probable that part of
the cost of a plant under construction (or a recently completed or an abandoned
plant} will be disallowed for ratemaking purposes and a reasonable estimate of
the amount of the disallowance can be made. For example, if a cost cap is sef
for a plant still under construction, the amount of the disallowance is a result of
ajudgment as to the ultimate cost of the plant. Other disallowances can require
judgments on allowed future rate recovery. See Note 4 to the Consolidated
Financial Statements, “Regulatory Matters,” for a discussion of disallowances
recorded related to the Edwardspost IGCC Plant, the retired Crystal River Unit 3
Nuclear Plant (Crystal River Unit 3) and the Grid Infrastructure Improvement Plan.

When it becomes probable that regulated assets will be abandoned,
the cost of the asset is removed fram plant in service. The value that may be
retained as a regulatory asset on the balance sheet for the abandoned property
is dependent upon amounts that may be recovered through regulated rates,
including any refurn. As such, an impairment charge, if any, could be partially
or fully offset by the establishment of a regulatory asset if rate recovery is
probable. The impairment for a disallowance of costs for regulated plants
under construction, recently completed or abandoned is based on discounted
cash flows.

For further information, see Note 4 to the Consolidated Financial
Statements, “Regulatory Matters.”

Goodwill Impairment Assessments

Duke Energy allacates goadwill to reporting units, which are either the
Business Segments listed in Note 3 to the Consolidated Financial Statemens or
one level below based on how the Business Segment is managed. Duke Energy
is required to test goodwill for impairment at least annually and more frequently
if it is mora likely than net that the fair value is less than the carrying value.
Duke Energy performs its annual impairment test as of August 31.

Application of the goodwill impairment test requires management'’s
judgment, including determining the fair value of the reporting unit, which
management estimates using a weighted combination of the income approach,
which estimates fair value based on discounted cash flows, and the market
approach, which estimates fair value based on market comparables within the
uiility and energy industries. Significant assumptions used in these fair value
analyses include discount and growth rates, future rates of return expected
to resulk fram ongoing rate regulation, utility sector market performance and
transactions, projected operating and capital cash flows for Duke Energy's
business and the fair value of dabt.

Estimated future cash flows under the income approach are based
to a large extent en Duke Energy's internal business plan, and adjusted as
appropriate for Duke Energy’s views of market participant assumpifens. Duke
Enargy's internal business plan reflects management's assumptions related
to customer usage and attrition based on internal data and economic data
obtained from third-parly sources, projected cemmodity pricing data and
potential changes in environmenial regulations. The business plan assumes the
occurrence of certain events in the future, such as the outcome of future rate
filings, future approved rates of returns on equity, anticipated eamings/returns
related fo significant future capital investments, continued recovery of cost of
service, the renewal of certain contracts and the future of renewable tax credits.
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Management also makes assumptions regarding operation, maintenance
and general and administrative costs based on the expected outcome of the
aforementiened events, In estimating cash flows, Duke Energy incorparates
expected growth rates, regulatory and economic stability, the ability to renew
contracts and other factars, into its revenue and expense forecasts.

One of the most significant assumptions that Duke Energy utilizes in
determining the fair value of its reporting units under the income approach
is the discount rate applied to the estimated future cash flaws. Management
determines the appropriate discount rake for each of its reporting units based on
the weighted average cost of capital (WACC) for each individual reporting unit.
The WACC takes info account both the aftee-tax cost of debt and cost of equity.
A major cemponent of the cost of equity 1s the current risk-free rate on 20-year
U.S. Treasury bonds. In the 2016 impairment tests, Duke Energy considered
impfied WACCs for certain peer campanies in determining the appropriate WACC
rates to use in its analysis. As each reporting unit has a different risk prefile
hased en the nature of its operations, including factors such as regulatien, the
WACC for each reporting unit may differ. Accordingly, the WACCs were adjusted,
as apprapriate, fo account for company specifi¢ risk premiums. The discount
rates used for calculating the fair values as of August 31, 2016, for each of
Duke Energy’s domestic reporting units ranged from 5.2 percent te 15 percent,
The underlying assumptions and estimates are made as of a paint in time.
Subseguent changes, particularly changes in the discount rates, authorized
regulated rates of return or growth rates inherent in management's estimates of
future cash flows, could result in future impairment charges.

For Duke Enargy's international operations, a country-specific risk
adder based en the average risk premium for each separate country in which
International Energy eperates was added to the base discount rate to reflect
the differing risk praofiles. This resulted in a discount rate for the August 31,
2016, goodwill impairment test for the internatienal operations of 11.5 percent.
In December 2D16, Duke Energy disposed of its international operations and
na longer has goodwill assaciated with the international operations. For further
information, see Note 2 ta the Consolidated Financial Statements, “Acquisitions
and Dispositions.”

Duke Energy primarily operates in enviranments that are either fully
or partially rate-regulated. In such envirenments, revenue requirements are
adjusted periodically by regulaters based on factors including levels of costs,
sales velumes and costs of capital. Accordingly, Duke Energy's regulated
utilities operate to some degree with a huffer from the direct effecis, positive
or negative, of significant swings in market or economic cenditions. However,
significant changes in discount rates over a prolonged period may have a
material impact on the fair value of egquity,

As of August 31, 2016, alf of the reporting units’ estimated fair value of
equity substantially exceeded the carrying value of equity.

For further informatien, see Note 11 to the Consolidated Financial
Statements, "Goodwill and Intangible Assefs.”

Asset Retirement Obligations

AROs are recognized for legal ohligations asseciated with the retirement
of property, plant and equipment. Substantially all AROs are related ta regulated
operations. When recording an ARQ, the present value of the projected liahility
is recognized in the period in which it is incurred, if 2 reasonable estimate of
fair value can be made. The liability is accreted over time. For operating plants,
the present value of the lfability is added to the cost of the associated asset and
depreciated over the remaining life of the asset. For retired plants, the present
value of the fiability is recorded as a regulatory asset unless determined not to
be recoverable,

The present value of the initial obligation and subsequent updates are
hased on disceunted cash flows, which include estimates regarding timing of
future cash flows, selection of discount rates and cost escalation rates, among
other factors, These estimates are subject to change. Depreciation expense is
adjusted prospectively for any changes te the carrying amount of the associated
asset, The Duke Energy Registrants receive amounts to fund the cost of the
ARO for regulated operatiens through a combination of regulated revenues
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and earnings on the nuclear decammissioning trust fund (NDTF). As a result,
amounts recovered in regulated revenuas, earnings on the NDTF, accration
expense and depreciation of the associated asset are netted and deferred as a
regulatory asset or liability.

Obtigatiens for nuclear decommissioning are based on-site-~specific
cost studies. Duke Energy Carelinas and Duke Energy Pragress assume promp§
dismantlement of the nuclear facilities after operations are ¢aased. Duke
Energy Flarida assumes Crystal River Unit 3 will be placed into a safe storage
configuration until eventual dismantlement is completed by 2074. Duke Energy
Carolinas, Duke Energy Progress and Duke Energy Florida also assume that
spent fuel will be stared en-site until such ime that it can be transferred ta a
yet to be built U.S. Department of Energy (DOE} facility.

Obligations for closure of ash basins are based upon discounted cash
flows of estimated costs for site-specific ptans, if known, or probability
weightings of the potential clasure methods if the closure plans are under
development and muttiple ¢losure options are heing considered and evaluated
on a site-hy-site basis.

For further information, see Note @ to the Consalidated Financial
Statements, “Asset Retirement Obligations.”

Long-Lived Asset Impairment Assessments, Excluding Regulated Operations

Property, plant and equipment, excluding plant held for sale, is stated
at the lower of carrying value (historical cost less accumulated depreciation
and previously recorded impairments) or fair value, if impaired. Duke Energy
evaluates property, plant and equipment for impairment when events or
changes in circumstances (such as a significant change in cash flow projections
or the determination that it is mare iikely than not that an asset or asset group
will be sold) indicate the carrying value of such assets may not be recoverable.
The determination of whether an impairment nas occurred is based an an
estimate af undiscounted future cash flows attributable to the assets, as
compared with their carrying value.

Performing an impairment evaluatien involves a significant degree of
estimation and judgment in areas such as identifying circumstances that
indicate an impairment may exist, identifying and grouping affected assets
and developing the undiscounted future cash flows. f an impairment has
occurred, the amount of the impairment recognized is determined by estimating
the fair value and recording a loss if the casrying value is greater than the
fair value. Additionally, determining fair value requires prabability weighting
future cash flows to reflect expectations about possible variations in their
amounts ¢r timing and the selection of an appropriate discount rate, Aithough
cash flow estimates are based on relevant information available at the time
the estimates are made, esfimates of future casi flows are, by nature, highly
uncertain and may vary significantly from actual results. For assets identified
as held for sale, the carrying value is compared to the estimated fair value less
cost to sell to determine if an impairmant [oss is required. Until the assets are
disposed of, their estimated fair value is re-evaluated when circumstances or
events change.

When determining whether an asset or asset group has been impaired,
management groups assets at the lowest level that has discrete cash flows.

Revenue Recognition

Revenues are recognized when either the electric service is provided or
the natural gas is delivered. As retail meters are read, invoices are prepared
and the invoice amount is generally recognized as “billed” revenue. Operating
revenues also include “unbilled” electric and natural gas revenues for the
amount of service provided or product delivered after the last meter reading
prior to the end of the accounting period. Unbilled retail revenues are estimated
by applying an average revenue per kilowatt-hour (\Wh}, per thousand cubic
feat (Mcf) or per dekatherm {dth} far all customer classes ta the number of
estimated kWh, Mc{ or dth delivered but not yet billed,

For wholesale customers, the invoice amount is generally recognized as
“hilled” revenue. Although meters are read as of the end of the month, invoices
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have typically not been prepared. An estimate of the wholesale invoice is
included in the reported amount of “unbilled” revenue. In addition, adjustments
to accounts receivable or accruals of accounts payable are sometimes recorded
to cantracts billed urder estimated formula rates, which are subseguently
trued-up in he following year.

The amount of unbilled revenues can vary significanily from period to
period as a result of numerous factors that impact the ¢change in the unbilled
revenue receivable balance, including seasonality, weather, customer usage
patterns, custorner mix, timing of rendering customer bills, meter readings
schedules and the average price in effect for customer classes.

Pension and Other Post-Retirement Benefits

The calcuiation of pension expense, ather post-retirement benefit expense
and net pension and other post-retirement assets or liabilities require the use
of assumptions and election of permissible accounting alternatives. Changes
in assumptions can result in different expense and reported asset or liability
ameunts and future actual experience ¢an differ from the assumptians, Duke
Energy believes the most critical assumptiens for pension and other post-
retirement benefits are the expected long-term rate of return on plan assets
and the assumed discount rate applied to future projected benefit payments.
Additionally, the health care cost trend rate assumption is critical to Duke
Erergy's estimate of other post-retirement benefits.

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

Duke Energy, or its affiliates, maintain, and the Subsidiary Registrants
participate in, qualified, nan-contributory defined benefit retirement plans. The
plans cover most U.S. emplayees using a cash balance farmula. Under a cash
balance farmula, a plan participant accumulates a retirement benefit consisting
of pay credits based upon a percentage of current eligible eamings based on
age and years of service and current interest credits. Certain employees are
covered under plans that use a final average earnings formula. As of January 1,
2014, the qualified and non-qualified, non-contributory defined benefit plans
are closed to new and rehired non-union, and certain unionized employees.
Piedmont employees hired or rehired after December 31, 2007, cannot
participate in the qualified, non-contributory defined benefit plans, but are
participants in a Money Purchase Pension plan. Duke Energy, or its affiliates,
maintain, and the Subsidiary Registrants participate in, non-qualified, non-
confributory defined beneiit retirement plans, which cover certain executives.

Duke Energy provides some health care and life insurance benefits for
retired employees on & contributory and non-contributery basis. Certain employees
are eligible for these benefits if thay have met age and service requirements at
retirement, as defined in the plans. These plans are closed to new participants.

As of December 31, 2016, Duke Energy assumes pension and other post-
retirernent plan assets will generate a long-term rate of retum of 6.50 percent
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(6.75 percent for Piedmont pension and other post-retirement plan assets).
The expected long-term rate of return was developed using a weighted average
calculation of expected returns based primarily on future expected returns
across asset ¢lasses considering the use of active asset managers, where
applicable. Equity securities are hetd fer their higher expected returns. Debt
securities are primarily held te hedge the pension liability. Hedge funds, real
estate and other global securities are held for diversification. Investments
within asset classes are diversified to achieve broad market participation and
reduce the impact of individual managers on investments. In 2013, Duke Energy
adopted 4 de-risking investment strategy for its pension assets. As the funded
status of the plans increase, over fime the targeted allocation to retuin-seeking
assets will be reduced and the targeted allocation te fixed-income assets will be
increased to better manage Duke Energy's pension assets and reduce funded
status volatility. Based on the current funded status of the plans, the asset
allocation for the Duke Energy pension plans is 63 percent fixed-income assets
and 37 percent retumn-seeking assets. The asset allocation for the Piedmant
assetsis 61 percent return-seeking assets and 39 percent liability hedging
fixed-income assets. Duke Energy regulariy reviews its actual asset allocation
and periodically rebalances its investments to the targeted allocations whan
considered appropriate.

The assets for Duke Energy's pension and other post-setirement plans
are maintained in a master retirement trust. Piedmont also has qualified
pensien and other posi-retirement assets. Duke Energy also invests other
post-retirement assets in Yoluntary Employees’ Beneficiary Association trusts
and mutual funds within a Piedmont 401({h) account (excludes 401¢h) accounts
within the master retirement trust). The investment objective is to achieve
sufficient returns, subject to a prudent level of portfolio risk, far the purpose of
promoting the security of plan benefits for participants.

Duke Energy discounted its future U.S. pension and other post-retirement
ohligations using a rate of 4.1 percent as of December 31, 2016. Discount rates
used to measure benefit plan abligations for financial reporting purposes reflect
rates at which pension benefits could be effectively settled. As of December 31,
2016, Duke Energy determined its discount rate for LS. pension and other post-
retirement obligations using a bond selection-settlement portfolio approach.
This approach develops a discount rate by selecting a portfolio of high quality
corporate bonds that generate sufficient cash flow to provide for projected
benefit payments of the plan. The selected bond portfolie is derived from a
universe of non-callable corporate bonds rated Aa quality er higher. After the
bond portfoliv is selacted, a single interest rate is determined that equates the
present valug of the plan's projected benefit payments discounted at this rate
with the market value of the hends selacied.

Future changes in plan asset returns, assumed discount rates and
various other factors related to the participants in Duke Energy’s pension
and post-retirerment plans will impact future pension expense and liabilities.
Duke Energy cannot predict with certainty what these factors will be in the
future. The following table presents the approximate effect on Duke Energy’s
2016 pretax pension expense, pretax other post-retirement expense, pension
obligation and other post-retirement benefit obligation if a 0.25 percent change
in rates were to oceur.

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

{in millions) 0.25% 0.25)% 0.25% (0.25)%
Effect on 2016 pretax pensien and other post-retirement expense

Expected long-term rate of retum $ 20 $ 2 3L $ i
Discount rate (17 17 (1 i
Effect on pension and ather post-retirement benefit obligation at December 31, 2018

Discount rate (202) 207 an 17
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Duke Energy’s ather post-retirement plan uses a health care trend rate covering both pre- and posi-age 65 retired plan participants, which is comprised of 2
medical care trend rate, which reflects the near- and leng-term expectation of increases in medical costs, and a prescription drug frend rate, which reflects the near-
and lang-term expactation of increases in prescription drug costs, As of December 31, 2016, the health care trend rate was 7 percent, trending down to 4.75 pescent
by 2D23. The following table presents the approximate effect on Duke Energy’s 2016 pratax ather post-retirement expense and other past-retirement benefit obligation
if a 1 percentage point change in the heaith care trend rate were to oceur, These plans are closed te naw hires.

Other Post-Retirement Plans

{in millfons) 1% (1)%
Effect on 2016 other post-retirement expense $5 $
Effect on other post-retirement benefit obligation at December 31, 2016 29 {25)

Far further information, see Nate 21 to the Consolidated Financial Statements, "Employee Benefit Plans.”

Income Taxes

Duke Energy and its subsidiaries file a consolidated federal income tax
return and other state returns. The Subsidiary Registrants entered into a tax-
sharing agreement with Duke Energy. Income taxes recorded represent amounts
the Subsidiary Registrants would incur as separate C-Corporations. Deferred
income taxes have been provided for temporary differences batwaen GAAP
and tax bases of assets and liabilities because the differences create taxable
or tax-deductible amounts for future periods. ITCs associated with reguiated
operations are defgrred and amorized as a reduction of income tax expense
over the estimated useful lives of the refated properties.

Pasitions taken or expacted fo be taken on tax returns, including the
dacision to exclude certain-income or transactions from a refurn, are recognized
in the financial statements when it is more likely than not the tax position can
be sustained based solely on the technical merits of the position. The largest
amount of tax benefit that is greater than 50 percent likely of being effectively
settled is recorded. Management considers a tax position effectively settled

LIQUIDITY AND CAPITAL RESOURCES

when: (i) the taxing autharity has completed its examination procedures,
including all appeals and administrative reviews; {ji} the Duke Energy
Registrants do not intend to appeal or litigate the tax position included in the
completed examination; and (iii) it is remote the taxing autharity would examine
or re-examine the tax position. The amount of a tax return position that is not
recognized in the financial statements is disclosed as an unrecognized tax
benefit. If these unrecognized tax benefits are later recognized, then there will
be a decrease in income tax expense or a reclassification between deferred and
current taxes payable. If the portion of tax benefits thai has been recognized
changes and those tax benefits are subsequently unrecognized, then the
previously recognized tax benefits may impact the financial statements through
increasing income tax expense or a rectassification between deferred and
current taxes payable. Changes in assumptions on tax benefits may alse impact
interest expense or interest income and may result in the recognition of tax
penalties.

Tax-related interest and penalties are recorded in Interest Expense and
Other Income and Expenses, nef, in the Consolidated Statemenis of Qperations.

Sources and Uses of Cash

Duke Energy relies primarily upon cash flows frem operatiens, debt
issuances and its existing cash and cash equivalents to fund its figuidity and
capital reguirements. Duke Energy’s capital requirements arise primarily from
capital and investment expenditures, repaying long-term debt and paying
dividends to shareholders. Duke Enargy’s projected primary sources and uses
for the next three fiscal years are included in the table below.

{in millions) 2017 2018 2019
Uses:
Capital expenditures $ 8,780 $ 10,030 $ 10,075
Debt maturities and reduction in

short-term debt® 2,700 2,950 2,150
Dividend payments® 2450 2,550 2,650
Sources:
Net cash flows from operations® $ 6,750 $ 7,950 $ 8750
Debt issuances 6,500 6,650 5,400
Equity issuancas — 350 350

{3} Excludes capital leases and 2018 maturities of secuvitized receivables expected to be renewed. Amounts

represent Duke Energy's financing plan, which accelgrates certaln contractual maturities,
(b} Subject to appraval by the Board of Qirectars.
{c) Includes expenditures related to ash basin closures.

During 2014, Duke Energy declared a taxable dividend of foreign earnings
in the form of notes payable that was intended to result in the repariation
of appraximately $2.7 billien of cash heid and expected to be generated by
International Energy over a period of up to eight years. In 2015, approximately
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$1.5 billion was remitied. In 2D16, $120 million was remitted. The remaining
amount was remitied in the first quarter of 2017,

The Subsidiary Repistrants generally maintain minimal cash balances and
use short-term borrowings to meet their working capital neads and other cash
requiremants. The Subsidiary Registrants, excluding Progress Energy, support
their short-term barrawing needs thrugh participation with Duke Energy and
certain of its other subsidiaries in 2 money pool arrangement. The companies
with short-term funds may provide shori-term feans to affiliates participating
under this arrangement. See Nate 6 to the Consolidated Financial Statements,
“Debt and Credit Facilities," for additional discussien of the money pook
arrangement,

Duke Energy and the Subsidiary Registrants, excluding Progress Energy,
may also use short-ferm debt, including commercial paper and the money
paoal, as a bridge to long-term debt financings. The levels of borrowing may
vary significantly over the course of the year due to the timing of long-term
debt financings and the impact of fluctuations in cash flows from oparations.
From time to time, Duke Energy's current liabilities exceed current assets
resulting from the use of short-term debt as a funding source to meet scheduled
maturities of long-term debt, as well as cash needs, which can fluctuate due to
the seasonality of its businesses.

Piedmont Acquisition

On October 3, 2016, Duke Energy acquired all outstanding common
stock of Piedmont for a total cash purchase price of $5.0 billion, and assumed
Piedmaont's existing long-term debt, which had an estimated fair value of
approximately $2.0 billion at the time of the acquisition. For further informatien
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on the acquisition, refer to Noke 2 to the Consolidated Financial Statements,
“Acquisitions and Dispositions.”

Financings to fund the transaction included $3.75 billion of long-term
debt issued in August 2016, $750 million borrowed under the Term Loan in
September 2016, as well as the issuance of 10.6 million shares of cammaon
stock in October 2016. The share issuance resufied in net cash proceeds
of approximately $723 million. See Note 6 ta the Consolidated Financial
Statements, “Debt and Cradit Facilities,” for additienal information related to the
debt issuance and Note 18, “Common Stock,” for additional infarmation related
to the equity issuance.

International Energy

In February 2016, Duke Energy anrounced it had initiated a process to
divest the International Disposal Group, and in October 2016, announced it had
entered into two separate sales agreements to execute the divestiture. Both
sales closed in December of 2016, resulting in avaitable cash proceeds of $1.9
billion, excluding transzction costs. Proceeds were primarily used io reduce
Duke Energy holding company debt. Existing favorable tax attributes result in no
immediate U.S. federal-leve) cash tax impacts. For further information on the
sale, refer to Note 2 to the Consolidated Financial Statements, “Acquisitions and
Dispaositions.”
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CREDIT FACGILITIES AND REGISTRATION STATEMENTS

Available Credit Facilities

Duke Energy has a Master Credit Facility with a capacity of $7.5 billion
through January 2020, The Duke Energy Registrants, excluding Progress
Energy (Parent) and Piedmant, have borrowing capacity under the Master
Credit Facility up to specified sublimits for each borrower. Duke Energy has the
unilateral ahility at any fime to increase or decrease the barrowing sublimits of
each borrower, subject to a maximum sublimit for each barrower, The amount
available under the Master Credit Facility has been reduced to backstop
issuances of commercial paper, certain letters of credit and variable-rate
demand tax-exempt Bonds that may be put to the Duke Energy Registrants at
the option of the holder. Duke Energy Carolinas and Duke Energy Progress are
also required to each maintain $250 million of available capacity under the
Master Credit Facility as security to meef obligations under plea agreements
reached with the U.S. Department of Justice in 2015 related to violations at
North Carolina facilities with ash basins.

Piedmont has a separate five-year revelving syndicated credit facility,
with a capacity of $850 million through December 2020 and an expansian
option of up to an additional $200 million. The facility provides a line of credit
for Ietters of credit of $10 million.

The table betow includes the current borrowing sublimits and available
capacity under these credit facilities.

December 31, 2016
Duke Duke Duke Duke Duke Duke
Duke Energy Energy Energy Energy Energy Energy

{in millions) Ensrgy® {Parent) Carolinas Progress Florida Ohio Indiana

Facility size® $ 8,350 $ 3400 $1,100 $1,000 $ 950 $ 450 $ 600

Reduction to backstop issuances

Commerciak paper® (2,022) (91n) {300} (150) (84) (31) {150}
Outstanding letters of credit (78) {69) (4} (2) (1 — -

Tax-gxempt bonds {116) — (35} — — - (81)
Coal ash set-aside {500) — {250} {250} — — —

Avaitable capacity $ 5,634 $ 2354 $ 511 $ 598 $ 865 § 419 $ 389

(a) Includes amounts related to Pledmont’s $850 million credit facility.
(h) Represents the sublimit of each borrower.

(¢} Duke Enaray issued $625 million of commercial paper and foaned the proceeds through the money pool to Duke Energy Caralinas, Ouke Energy Progress, Ouke Energy Ohio and Ouke Energy Indiana. The balances are classified

as Long-Term Debt Payable to Affilizted Companies in the Consolidated Balance Sheets.

Term Loan Facility

In 2016, Duke Energy (Parent) entered into a $1.5 billion term loan
facility, as amended (Term Loan) maturing on July 31, 2017, During 2016, Duke
Energy {Parent} drew the full amount available under the Term Loan and used
$750 million of proceeds to fund a pertion of the Piedmant acquisition and the
remaining $750 million to manage short-term Yquidity and fer general corporate
purposes. The terms and conditions of the Term Loan were generally consistent
with those governing Duke Energy's Master Credit Facility, In December 2016,
Duke Energy (Parent) repaid the $1.5 billin term Joan, which terminated this
credii facility.

Shelf Registration

[n September 2016, Duke Energy filed a registration statement (Ferm S-3)
with the SEC. Under this Form S-3, which is uncapped, the Duke Energy
Registrants, excluding Pragress Energy may issue debt and other securities
in the future at amounts, prices and with terms to be determined at the time
of future offerings. The registration statement also allows for the issuance of
commaen stock by Duke Energy.

In January 2017, Duke Energy amended its Form S-3 to add Piedmont as a
regisirant and included in the amendment a praspectus for Piedmont under which
it may issue debt securities in the same manner as gther Duke Energy Registrants.

CAPITAL EXPENDITURES

Duke Energy continues ta focus en reducing risk and positioning its
tusiness for future success and will invest pringipally in its strongest business
sectors. Duke Energy's projected capital and investment expenditures for the
next three fiscal years are included in the table below.

{in millions} 207 2018 2019
New generation $ 935 § 690 580
Regulated renewables 70 65 385
Environmental 665 405 45
Nuclear fuel 425 425 395
Maijor nuclear 285 37 kLA
Customer additions 435 510 520
Grid modernization and other transmission and

distribution projects 2,025 3,055 3,150
Maintenance and other 2,140 1,780 1,935
Total Efeciric Usilities and Infrastructure 6,980 7,305 7,350
(Gas Utilities and Infrastructure 1,300 2,175 2,025

Commercial Renewables and Other 500 550 700
Total projected capital and investment expenditures $8780 $10030 $10,075
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DEBT MATURITIES

The following table shows the significant components of Current
maturities of Long-Term Dabt on the Consolidated Balance Shaats. The Duke
Energy Registrants currently anticipate satisfying these obligations with cash on
hand and proceeds from additional borrowings.

{in millions) Maturity Date  Interest Rate December 31, 2016
Unsecured Debt
Duke Energy (Parent) April 2017 1.226% $ 400
Duke Energy (Parent) August 2017 1.625% 700
Piedmaont Natural Gas September 2017 8.510% 35
First Mortgage Bends
Duke Enargy Progress March 2017 1.146% 250
Duke Energy Florida September 2017 5.800% 250
Duke Energy Progress November 2017 1.111% 200
Secured
Duke Energy lune 2017 2.365% 45
Duke Energy June 2017 2.260% H
Tax-exempt Bonds
Duke Energy Carvlinas February 2017 3.600% n
Duke Energy Caralinas February 2017 0.810% 10
Duke Energy Caralinas February 2017 0.790% %
QOther? 293
Curreat maturities of long-

term debt $ 2319

() Includes capital lease obligations, amortizing debt and small bukiet maturities.

DIVIDEND PAYMENTS

In 2016, Duke Enesgy paid quarierly cash dividends for the 90th
consecutive year and expects o continue its policy of paying regular cash
dividends in the future. There is no assurance as to the amount of future
dividends ecause they depend on future earnings, capital requirements,
financial condition and are subject to the discretion of the Board of Directors.

Duke Energy targets a dividend payout ratio of between 70 percent and
75 percent, based upan adjusted diluted EPS. In 2015 and 2016, Duke Energy
ingreased the dividend by approximately 4 percent annually, Through 2021, the
annuak dividend growth rate is expecied to be approximately 4 to 6 percent.

Dividend and Other Funding Restrictions of Duke Energy Subsidiaries

As discussed in Note 4 to the Consolidated Financial Statemants,
“Regulatory Matters,” Duke Energy’s wholly owned public utility operating
companies have restrictions on the amount of funds that can be transferred
to Duke Energy through dividends, advances or loans as a result of conditions
imposed by varieus regulators in conjunction with merger transactions. Duke
Energy Pragress and Duke Energy Florida also have restrictions imposed by
their first mortgage band indentures and Aricles of Incorporation, which in
certain circumstances limit their ability to make cash dividends or distributions
on common stock. Additionally, certain other Duke Energy subsidiaries have
other restrictions, such as minimum working capital and tangible net worth
requirements pursuant to debk and other agreements that limit the amount
of funds that can @te transferred to Duke Energy. At December 31, 2016, the
amount of restricted net assets of wholly owned subsidiaries of Duke Energy
that may not be distributed to Duke Enesgy in the form of a loan or dividend
is less than 25 percent of Duke Energy's net asseats. Duke Energy does not
have any legal or other restrictions on paying common stock dividends to
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shareholders out of its conselidated equity accounts, Although these restrictions
cap the amount of funding the various operating subsidiaries can provide

to Duke Energy, management does not believe these restrictions will have a
significant impact on Duke Energy’s ability to access cash to maet its payment
of dividends on comman stock and other future funding obligations.

CASH FLOWS FROM OPERATING ACTIVITIES

Cash flows from operations of Electric Utilities and Infrastructure and Gas
Utilities and Infrastructure are primarily driven by sales of electricity and natural
gas, respectively, and costs of operations. These cash flows from operations
are relatively stable and comprise a substantial potion of Duke Energy’s
operating cash flows, Weather conditions, werking capital and commaodity price
fluctuatiens, and unanticipated expenses including unplanned plant outages,
storms, legal costs and related setflements can affect the timing and level of
cash flows from operations.

Duke Energy believes it has sufficient liquidity resources through the
commercial paper markets, and uliimately, the Master Credit Facility, te support
these operations, Cash flows fram operations are subject to a number of other
factors, including, but nat limited to, regulatory constraints, economic trends
and market volatility (see ltem LA, "Risk Facters,” for additional infermation).

At December 31, 2016, Duke Energy had cash and cash equivalents and
short-term investments of $392 million.

DEBT ISSUANCES

Depending on avaitability based an the issuing entity, the credit rafing of
the issuing entity, and market conditions, the Subsidiary Registrants prefer to
issua first mortgage bands and secured debt, followed by unsecured debt, This
preference is the result of generally higher credit ratings for first martgage bonds
and secured debt, which typically result in lower interest costs. Duke Energy
Corporation primarily issues unsecurad dabt.

Duke Energy's capitalization is balanced between deb} and equity as
shown in the table below.

Projected 2017 Actual 2016 Actual 2015
Equity 44% 45% 48%
Debt 56% 55% 52%

Duke Energy's fixed charges coverage rafie, calcutated using Securities
and Exchange Commission {SEC) guidelines, was 2.7 times for 2016, 3.1 times
for 2015, and 3.0 times for 2014.

Restrictive Debt Covenants

Duke Energy's debt and credit agreements contain variaus financiaf and
other covenants. Duke Energy’s Master Credit Facility contains a covenant
requiring the debt-to-total capitalization ratio to not exceed 65 percent for
each borrower. Piedmant's credit facility contains a debt-te-total capitalization
covenant not to exceed 70 percent. Failure t¢ meet those covenants beyond
applicable grace periods could result in accelerated due dates and/or
termination of the agreements or sublimits thereto. As of December 31, 2016,
gach of the Duke Energy Registrants were in compliance with all covenants
related to their debt agreements, In addition, some credit agreements may
allow for acceleration of payments or termination of the agreements due to
nongayment, or acceleration of other significant indebtedness of the barrower or
some of it subsidiaries. None of the debt or credit agreements confain material
adverse change ¢lauses,
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Credit Ratings

The Duke Energy Registrans each hold credit ratings by Fitch Ratings,
Inc. (Fitch), Maody's Investors Service, Inc. (Moody's) and Standard & Poar's
Rating Services (S&P). The following table includes Duke Energy and certain
subsidiaries’ credit ratings and ratings outlook as of February 2017,

Fitch Moody's S&P
Duke Energy Corporation Negative Negative Stable
Issuer Credit Rating BBB+ Baal A-
Senior Unsecured Debt BBB+ Baal BBB+
Commercial Papar F-2 P-2 A-2
Duke Energy Carolinas Stable Stable Stable
Senior Secured Debt Ap- Aa2 A
Senior Unsecured Debt A+ Al A-
Progress Energy Stable Stable Stable
Senior Unsecured Debt BBB Baa2 BBB+
Duke Energy Progress Stable Stable Stable
Senior Secured Debt A+ Aal A
Duke Energy Florida Stable Stable Stable
Senior Secured Debt A Al A
Senior Unsecured Debt A- A3 A-
Duke Energy Ohio Stable Stable Stable
Senior Secured Debt A A2 A
Senior Unsecured Debt A- Baal A-
Duke Energy Indiana Positive Stable Stable
Senior Secured Debt A Aa3 A
Senior Unsecured Debt A- AZ A-
Duke Energy Kentucky Stable Stable Stable
Senior Unsecured Debt A- Baal A-
Piedmont Natural Gas N/A Stable Stable
Senior Unsecured NA A2 A-
Commercial Paper NA P-1 A-2

Credit ratings are intended to provide credit lenders a framework for
comparing the credit quality of securities and are not a recommendation to buy,
seff or hold. The Duke Energy Registrants' credit ratings are dependent on the
rating agencies’ assessments of their ahility o meat their debt principal and
interest obligations when they come due. If, as a resu't of market conditions
or other factors, the Duke Energy Registrants are unable to maintain current
balance sheet strength, or if earnings and cash flow cutlook materially
deteriarates, credit ratings could be negatively impacted.

Cash Flow Infermation

The following tabfe summarizes Duke Energy’s cash flows for the three
most recently completed fiscal years.

Years Ended December 31,

{in millions) 2018 2015 2014
Cash flows provided by {used in):
Operating activities $ 679 $ 667 3 6586
Investing activities (11,533) (8,277 (5,373
Financing activities 4,270 (2,578) (678)
Changes in cash and cash equivalents

included in assets held for sale 474 1,099 (548)
Net increase (decrease} in cash and cash

equivalents 9 {80) {13
Cash and cash equivalenis at beginning

of period 383 163 476
Cash and cash equivalents atendofperiod § 392 5 383 § 463
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OPERATING CASH FLOWS

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

Years Ended December 31,

{in millions) 2016 2015 2014
Netincome § 2170 5 2831 § 1889
Non-cash adjustments to net income 5,398 4,800 5,366
Contributions to qualified pension plans {155} (302} —
Payments for AROs (608) (346} (68)
Working capital m (307 {601}
Net cash provided by operating activities  $ 6798  § 6676 $ 5585

For the year ended December 31, 2016 compared to 2015, the variance
was driven primarily by:

= 2 $300 million increase in cash flows from working capital primarity
due to the sale of the international business; and

+ 3 $147 million decrease in coniributions to qualified pension plans.

Offset by:
= a $262 million increase in payments for ARQs; and

« a $63 million decrease in net income after non-cash adjustments
due to higher storm costs offset by favorable weather, increased rider
revenues, igher whaolesale margins and strong cost control,

For the year ended December 31, 2015 compared to 2014, the variance
was driven primarily by:

« 2 $376 million increase in net income after non-cash adjustments resulting
from increased retail pricing due to rate riders and higher base rates,
increased wholesale net marging due to higher contracied amounts and
prices, a new wholesale contract with NCEMPA, retail sales growth; and

« 3 $294 million increase in cash flows from a working capital decrease
primarily due to lower current year receivables resulting from
unseasonably warmer weather in December 2015 and prior year under
collection of fusl and purchased power due to increased consumption,

Offset by:

» 2$302 million increase in contributions to qualified pension plans; and

» 23278 million increase in payments for ARQS.

INVESTING CASH FLOWS

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

Years Ended December 31,

{in millions} 2016 2015 2014
(apital, investment and acquisition

expenditures $(13.215)  $(8363) $ (5528
Available for sale securities, net 83 3 23
Net proceeds from the sales of discontinued

aperations and ather assets, net of cash

divested 1,418 2,968 179
Qther investing items 181 115 (47
Net cash used in investing activities ${11,533)  $6.271 3 (5373
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The primary use of cash related to investing activities is capital,
investment and acquisition expenditures, detailed by repartable business
segment in the following table.

Years Ended December 31,

{in millions) 2016 2015 2014
Electric Utifities and Infrastructure $ 6649 § 6852 § 4642
(as Utilities and Infrastructure 5,519 234 121
Commercial Renewables 857 1,019 514
Other 190 258 251
Total capital, investment and acquisition

expenditures $13215 § 8363 § 5528

For the year ended December 31, 2016 compared to 2015, the variance
was driven primarily by:

+ 2 $4,852 million increase in capital, investment and acquisition
expenditures mainly due to the Piedmont acquisition; and

» 3 $1,550 million decrease in net proceeds from sales of discontinued
operations mainly due to the variance in proceeds between the prior
year sale of the Midwest generation business and the current year sale
of the international business.

For the year ended December 31, 2015 compared ta 2014, the variance
was driven primarily by:

* 3 $2,789 million increase in proceeds mainly due to the sale of the
nonregulated Midwest generation business to Dynegy, Inc. (Dynegy); and

« 3 $202 millien return of collateral related to the Chilean acquisitien in
2013, The collateral was used to repay a secured loan,

Partially offset by:

« 3$2,835 million increase in capital, investment and acquisition
expenditures mainly due to the acquisition of NCEMPA ownership
interests in certain generating assets, fuel and spare paris inventery
jointly owned with and operated by Duke Energy Progress and growth
initiatives in electric and natural gas infrastructure, salar projects and
natural gas-fired generation.

FINANCING CASH FLOWS

The follawing table summarizes key companents of Duke Energy's
financing cash flows for the three most recently completed fiscal years.

Years Ended December 31,

(in millions) 2016 2015 2014
Issuance of commen stock t s 17 s B
Issuances (Repayments) of long-term deb, net 1,315 (74} (123)
Notes payable and commercial paper {1,447y 1,245 1,688
Dividends paid (2,332  (2.254) (2,234
Repurchase of common shares — (1,500} —
Other financing items 3 {12} (34)

Net cash provided by (used in) financing activities $4270 32578 § (578)
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For the year ended December 31, 2016 compared to 2015, the variance
was driven primarily by:

» a $7,389 million increase in proceeds fram net issuances of long-term
debt mainly due to the issuances of $3,750 million of senior unsecured
nates used to fund a portion of the Piedmant acquisition, $1,294 million
of nuclear asset-recovery bonds and other issuances primarily used to
fund capital expenditures, pay down outstanding commercial paper and
repay debt maturities; and

+ 2 $1,500 million decrease in cash eutflows due to the 2015 repurchase
of 19.8 million common shares under the ASR; and

» a $714 mitfion increase in proceads resulting from the issuance of
common stock to fund the acquisition of Piedmont.

Partially offset by:

* a $2,692 millian increase in cash outflows for the net payments of
notes payable and commercial paper primarily through the use of
proceeds from $1,294 million nuclear asset-recovery bonds issued at
Duke Energy Florida, further increased by the prior year use of short-
term debt to repay lang-term debt maturities at Duke Energy Florida
in advance of the 2016 proceeds from the nuclear asset-recovery
bonds.

For the year ended December 31, 2015 compared to 2014, the variance
was driven primarily by:

» a $1,500 million increase in cash outflows due te the 2015 repurchase
of 19.8 millien common shares under the ASR; and

= a $443 million decrease in proceeds from net issuances of notes
payable and commercial paper primarily due te prior year financing with
short-term debt in advance of the 2015 receipt of proceeds from the
sale of the nonregulated Midwest generation business to Dynegy, net
of current year financing with short-term debt used to repay long-term
debt maturities at Duke Energy Florida in advance of the 2016 proceeds
from the proposed issuance of the nuclear asset-recovery bonds.

Summary of Significant Debt Issuances

Piedmont Acquisition Financing

In August 2016, Duke Energy issued $3.75 billion of senier unsecured
notes in three separate series. The net proceeds were used to finance a portion
of the Piedmont acquisition. The $4.9 hillion Bridge Facility was terminated
following the issuance of this debt. See Note 2 to the Consolidated Financial
Statements, “Acquisitions and Dispositions,” for additionaf information on the
Piedment acquisition.

Nuclear Asset-Recovery Bonds

In June 2016, DEFPF issued $1,294 million of nuclear asset-recovery
bonds and used the praceeds to acquire nuclear asset-recovery property
from its parent, Duke Energy Florida. The nuclear asset-recovery bonds are
payable only from and secured by the nuclear asset-recovery property. DEFPF
is consolidated for financial reparting purposes; however, the nuclear asset-
recavery bonds da not constitute a deb, liability er ather legal obligation of,
or interest in, Duke Energy Florida or any of its affiliates other than DEFPF.
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The assets of DEFPF, including the nuclear asset-recovery praperty, are not
available t¢ pay creditars of Duke Energy Florida or any of its affiliates. Duke
Energy Florida used the proceeds fram the sale to repay shart-term borrowings
under the intercompany maoney pool borrewing arrangement and make an equity
distribution of $649 million to the ultimate parent, Duke Energy (Parent), which
repaid siort-term borrawings. See Notes 4 and 17 to the Consolidated Financial
Statements, “Regulatory Matters” and “Variable Interest Entities,” respectively,
{or additienal information,

Solar Facilities Financing

In August 2016, Emerald State Solar, LLC, an irdirect wholly owned
subsidiary of Duke Energy, entered into a $333 million portfalio financing of
appraximately 22 Narth Carolina Solar facilities. Tranche A of $228 million is
secured by substantially all the assets of the solar facilities and is nonrecourse
to Duke Energy. Trancha B of $105 million is secured by an Equity Contribution
Agreement with Duke Energy. Proceeds were used to reimburse Duke Energy
for a portion of previously funded canstruction expenditures related to the
Emerald State Solar, LLC portfolio. The initial interest rate on the loans was
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six months London [nterbank Offered Rate (LIBOR) plus an applicable margin
of 1.75 percent plus a 0.125 percent increase every three years thereafter,

In connection with this debt issuance, Emerald State Solar, LLG entered into
two inierast rate swaps to convert the substantial majority of the loan interest
payments from variable rates to fixed rates of approximately 1.81 percent for
Tranche A and 1.38 percent for Tranche B, plus the applicable margin. See Nate
14 to the Consolidated Financial Statements, “Derivatives and Hedging,” for
further information on the notional amaunts of the interest rate swaps.

Duke Energy Florida Bond Issuance

In January 2017, Duke Energy Flarida issued $900 million of first
morigage bonds. The issuance was split between a $250 million, three-year
series and a $650 million, 10-year series. The net praceeds from §he issuance
were used te repay at maturity $250 million aggregate principal amaunt of
bonds due September 2017, as well as to fund capital expenditures for ongoing
canstruction and capital maintenance and for general corporate purposes.

The following talles summarize significant debt issuances (in millions).

Year Ended December 31, 2016

Duke Duke Duke Duke Duke Duke

Matority  Interest Duke Energy Energy Energy Energy Energy Energy
Issuance Date Date Rate Energy (Parent) Carolinas Progress Florida Ohio Indiana
Unsecured Debt
April 2016% April 2023 2.875% $ 350 $ 350 $ — $ — $ — $ — 3 _
August 2016 September 2021 1.800% 150 750 —_ — — — —
August 2016 September 2026 2.650% 1,500 1,500 — — — — —
August 2016 September 2046 3.750% 1,500 1,500 — —_ —_ — —
Secured Debt
June 2016% March 2020  1.196% 183 — —_ — 183 — —_
Jung 2016% September 2022 1.731% 150 — — — 150 — -—
Jung 2016% September 2020  2.538% 436 — — — 438 — —
June 2016® March 2033  2.858% 250 — — —_ 250 —_ —
Jung 2016% September 2036 3.112% 275 — — — 275 — —
August 2016 June 2034 2.747% 228 — — —_ — -— —_
August 2016 June 2020 2.747% 105 — — — — — —_
First Mortgage Bonds
March 2016 March 2023  2.500% 500 — 500 — —_ —_ —
March 2016 March 2046  3.879% 500 — 500 — — — —_
May 20169 May 2046  3.750% 500 — — — - — 500
June 2016 June 2046 3.700% 250 — — — —-— 250 —_
September 2016® October 2046 3.400% 500 — — — 600 — -
September 20169 October 2046 3.700% 450 _ — 450 — — —
November 2016 December 2026 2.950% 600 — 500 —_ — — —
Total issuances $ 9177 $ 4100 $ 1,600 § 450 $ 15894 $ 250 % 500

(a)
(b
()
()
(@
[0)]

Proceeds were used to pay down outstanding commercial paper and for general corporate purposes.

cerporate purposes,
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The nuzlear asset-recovery bonds are sequential pay amertizing bonds. The maturily date above represents the scheduled final maturity date for the honds.

Pmceeds were used to fund capital expenditures for ongoing construction, capital maintenance and for general corporate purposes,

Proceeds were used to repay $325 million of unsacured debt due June 2016, $150 million of first mortgage bonds due July 2016 and for general carporate purposes.

Proceeds were used to fund capital expenditures for ongoing construction, capital maintenance, to repay short-term borrowings under the intercompany money poal borrowing arrangement and for general corporate purposes.
Praceeds were used to repay at maturity $350 million agaregate principal amount of certain bonds due December 2016, a5 well as to fund capital expenditures for ongaing construction and capital maintenance and for generai
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Year Ended December 31, 2015
Duke Duke Duke
Maturity Interest Duke Energy Energy Energy
Issuance Date Date Rate Energy {Parent) Carolinas Progress
Unsecured Debt
November 2015+ April 2024 3750% 0§ 400§ 400 $ - $ —
November 201 5t December 2045 4.800% 600 600 — —
First Mortgage Bonds
March 2015% June 2045 3.750% 500 — 500 —
August 2015%® August 2025 3.250% 500 —_— — 500
August 201599 August 2045 4.200% 700 — — 700
Total issuances $ 2700 § 1000 $ 500 $ 1,200

{a}

for further information.
{b}
{0
{0

Proceeds werg used to redeem at maturity $500 million of first morlgags bonds due October 2015.
Proceeds wera used to refinanca at maturity $400 million of first mortgage bands dus December 2015.

Off-Balance Sheet Arrangaments

Proceeds were used to repay short-term money pool and commercial paper borowing issued to fund a portion of the NGEMPA acquisition, see Note 2 to the Consolidated Financiat Statements, "Acquisitions and Dispositions,”

Proceeds were used to refinance at maturity $300 millien of unsecured notes at Progress Energy dug January 2016,

Duke Energy and certain of its subsidiaries enter inte guarantee
arrangements in the normal course of business to facilitate commercial
transactions with third parties. These arrangements include performance
guarantees, stand-by letters of credit, debt guarantees, surety bonds and
indemnifications.

Most of the guarantee arrangements entered into by Duke Energy enhance
the credit standing of certain subsidiaries, non-consolidated enfities or less
than wholly owned entities, enabling them te conduct business. As such,
these guarantee arrangements involve elements of performance and credit
risk, which are not always included on the Consolidated Balance Sheets. The
possibility of Duke Energy, either on its own or an behalf of Spectra Energy
Canital, LLC (Spectra Capital) through indemnification agreements entered
into as part of the January 2, 2007, spin-off of Spectra Energy Corp, having te
honer its contingencies is largely denendent upon the future operations of the
subsidiaries, investees and other third parties, or the eccurrence of certain
future events.

Contractual Obligations

Duke Energy performs ongoing assessments of their respective guarantee
ohtigations to determine whether any liabilities have been incuired as a resuit of
potential increased non-performance risk by third parties for which Duke Energy
has issued guarantees.

See Note 7 to the Conselidated Financial Statements, “Guarantees and
Indemnifications,” for further details of the guarantee arrangements.

Issuance of these guarantee arrangements is not required for the majority
of Duke Energy’s operations. Thus, if Duke Energy discontinued issuing these
puarantees, there would not be a material impact to the consolidated results of
operations, cash flows or financial position,

Other than the guarantee arrangements discussed above, normal
eperating Jease arrangements and off-balance sheet debt related to non-
consolidated ViEs, Ouke Energy does not have any material off-halance
sheet finanging entities or structures. For additional information, see Note 5
and Note 17 to the Consolidated Financial Statements, "Commitments and
Contingencies” and "Variable Interest Enfities,” raspectively.

Duke Energy enters inta contracts that require payment of cash at certain specified periods, based on certain specified minimum gquantities and prices. The
following table summarizes Duke Energy's contractual cash obligations as of December 31, 2016.

Payments Dus By Period

Mora than

Less than 2-3 years 4-5 years Syears

1year (2018 & (2020 & (2022 &

(in millions) Total (2017) 2019) 2021) beyond)

Long-term debti § 45278 $ 2201 $ 6592 $ 5582 § 3089

Interest payments on long-term debt® 29,961 1,868 3,500 3014 21,579

Capital leases™ 1,562 148 08 322 784

Operating leases™ 1,850 218 386 298 948
Purchase obligations: @

Fuel and purchased power®® 25,353 43819 6,136 3,786 10,612

Dther purchase obligations® 7,688 5,802 719 193 974

Nuglear decommissioning trust anrual funding® 315 30 28 28 229

Total contractual cash obligations® $ 112,007 $ 15,096 § 17,669 $ 13223 § 66019
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(a) Sea Note 6 o the Consolidated Financial Statements, “Debt and Credit Facilities.”
{b) Interest payments on variable rate debt instruments were calculated using Decenber 31, 2016, inferest rates and hotding them constant for the fife of the instruments,
(c} See Note 5 to the Consolidated Financial Statements, “Commitments and Contingencies.” Amounts in the table above include Lhe interest component of capital leases hased on the interest rates stated In the lease

[6)]
[C]

n
®

{h

0]

1]

agreements and exclude certain refated executory costs. Amounts exclude contingent lease obligations.

Current liabilities, except for current maturities of long-term debt, and purchase obligations reflected on the Consolidated Balance Sheets have been excluded from Lhe above table.

Includes firm capacity payments that provide Duke Energy with uninterrupted fims aceess to electricity transmission capacity and natural gas transportation contracts, as well 25 undesignated contracts and contracts that qualiy s
normal purchase/ormal sate (NPNS). For cantracts where the price paid is based on an index, Lhe amount [s based on market prices at December 31, 2016, or Lhe best projections of the index. For cerlain of these amounts, Duke
Energy may setlle on & net cash basis since Duke Energy has entered into payment netfing arrangsments with counterparties that permit Duke Energy to offset receivables and payales with such counterparties.

Amaunts exclude obligations under the OVEC purchase power agreement. Sea Note 17 to the Consolidated Finangial Statements for additional information,

includes contracts for software, telephone, data and consulting or advisory services. Amount also includes coniractual obligations for engineering, procurement and conslruction costs for new generation plants, wind and salar
facilities, plant refurbishments, maintenance and day-to-day conlract work and commitments fo buy certain products. Amount excludes certain open purchase orders for services that are provided on demand, for which the
timing of the purchase cannot ba determined.

Related to future annual funding cbifgations to NDTF through nuclear power stations’ relicensing dates. Amourts through 2017 include Nerth Caraling jurisdictional amounts that Duke Energy Progress retained internally and

is transitioning to its external decommissioning funds per a 2008 NCUC order. The transition of the original $131 million must be complete by December 31, 2017, and at least 10 percent must be transitioned each year, See
Note 9 to the Consolidated Financial Statements, “fAsset Retirament Obligations.”

Unregognized tax benefits of $17 million are not reflectsd in this table as Duke Energy cannot predict when apen incame tax years will close with complated examinations. See Note 22 to the Consolidated Financial Statements,
“Incom Taxes."

The table above excludes reserves for litigation, environmental remedration, ashestos-related injuries and damages claims and self-insurance ¢faims {ses Note 5 to the Consolidated Financial Statements, “Commilments

and Contingencies"”) because Ouke Energy Is uncerlaln as to the timing and amount of cash payments that will be required. Additionally, the table abova excludes annual insurance premiums that are necessary to operate the
business, including nuclear insurance (see Note 5 to the Consolidated Finangial Statements, “Commitments and Contingencies”}, funding of pension and other post-retiremant benefit plans (see Note 21 ta the Consolidated
Financial Staterments, “Employee Benefit Plans™), AROs, incluging ash management expenditures {see Note § to the Consalidated Financial Statements, “Asset Retirement Obligations™) and regulatory liabilities {sce Note 4
tolhe Consolidated Financial Statements, “Regulatory Matters”) because the amount and timing of the cash payments are uncertain. Afso excluded are Deferred Income Taxas and ITCs recorded on the Consolidated Balance
Sheets since cash payments for income taxes are determined based primarily on taxable income for each discrete fiscal year.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK market fluctuations, which may include using various commodity derivatives, such

as swaps, futures, forwards and options. Fer additienal information, see Note 14 to
the Consalidated Financial Statements, “Derivatives and Hedging."

Risk Management Policies The inputs 2nd methodalegies used to determing the fair value of

The Enterprise Risk Management policy framewerk at Duke Energy contracts are validated by an tnternal group separate from Duke Energy’s deal
includes strategy, operational, project execution and financial or transaction origination function. While Duke Energy uses common industry practices to
related risks. Enterprise Risk Management includes market risk as part of develop its valuation techniques, changes in its pricing methodologies o the
the financial and transactian related risks in its framewark. Duke Energy is underlying assumptions could result in significantly different fair values and
exposed to market risks associated with commodity prices, interest rates, inceme recognition.

equity prices and foreign currency exchange rates. Duke Energy has established
comprehensive risk management palicies to monitor and manage these markst Hedging Strategies

risks. Duke Energy’s Chief Executive Officer and Chief Financial Officer are
responsihle for the overall approval of market risk management policies and

the delegation of approval and authorization levels. The Finance and Risk
Management Committee of the Board of Directors receives periodic updates
from the Chief Risk Officer and other members of management on market risk
positions, corporate exposures and overall risk management activities. The Chief
Risk Officer is responsibla for the overall governance of managing commadity
price risk, including monitering expasure limits.

statements that involve estimates, projections, goals, ferecasts, assumptions,
risks and uncertainties that could cause actual results or outcemes te differ
materially from those expressed in the forward-looking statements. Please
review Item 1A, "Risk Factors,” and “Cautionary Statement Regarding Forward-
Looking Infermation” for a discussion of the factors that may impact any such
forward-looking statements made herein,

Duke Energy closely manitors risks associated with cammaodity price
changes on its future operations and, where appropriate, uses various
commadity instruments such as electricity, coal and natural gas forward
contracts to mitigate the effect of such fluctuations en eperations. Duke
Energy's primary use of energy commodity derivatives is to hedge the generation
partfelio against exposure to the prices of power and fuel.

The majority of instruments used to manage Duke Energy’s commodity
price exposure are either not designated as hedges or do net qualify for hedge
accounting. These instruments are referred ta as undesignated contracts.
Mark-to-market changes for undesignated contracts entered into by regulated
businesses are reflected as regulatory assets or liabilities on the Consolidated
Balance Sheets. Undesignated contracts entered into by unregulated businesses
are marked-to-market each period, with changes in the fair value of the
terivative instruments reflected in eamings.

Duke Energy may also enter inta othar contracts that qualify for the NPNS
exception. When a coniract meets the criteria to gualify as NPNS, Duke Energy

The following disclosures about market risk contain forward-loaking

Commodity Price Risk applies such exception. Income recognition and realization related to NPNS

Duke Energy is exposed to the impact of market fluctuations in the prices contracts generally coincide with the physical defivery of the commodity. For
of electricity, coal, natural gas and ather energy-related products marketed contracts qualifying for the NPNS exception, no recognition of the contract's fair
and purchased as a result of its ownership of energy-related assets. Duke value in the Consolidated Financial Statements is required until settliement of
Enargy's exposure to these fluctuations is limited by the cost-based regulation the contract as long as the transaction remains prabable of occurring.

of its regulated operations as these operations are typically allowed o recover
substantially all of these costs thraugh various cost-recovery clauses, including Generation Portfalio Risks

fuel clauses, While there may be a detay in timing between when these costs
are incurred and when they are recovered through rates, changes from year
ta year generally do nat have a material impact on operating results of these
regulated operations.

market price of electricity or other energy commodities. Duke Energy's exposure to
commodity price risk is influenced by a number of factors, including contract size,
length, market liquidity, location and unique or specific contract terms. Duke Energy
employs established palicies and procedures te manage risks associated with these

Duke Energy is primarily exposed to market price flustuations of wholesale
power, natural gas and coal prices in the Electric Utilities and Gas Utilities
segments. The Duke Energy Registrants optimize the value of their generation
portfolios, which include generation assets, fuel and emission allowances.
Modeled forecasts of future generation output and fuel requirements are based
on forward power and fuel markets. The componant pieces of the portfalio
are bought and sold based on madals and forecasts of generation in order to
manage the economic value of the partfolio in accordance with the strategies of
the business units.

Price risk represents the potential risk of loss from adverse changes in the
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For the Electric Utilities segment, the generation portfolio not utilized
to serve retail eperations or committed load is subiect to commodity price
flucteations. However, the impact on the Cansolidated Statements of Operations
is partially offset by mechanisms in these regulated jurisdictions that result in
the sharing of net profits from these activities with retail customers,

Interest Rate Risk

Duke Energy is exposed ta risk resulting from changes in interest rates as
a result of its issuance of variable and fixad-rate debt and commercial paper.
Duke Energy manages interest rate exposure by limiting variable-rate exposures
1o a perceniage of total debt and by monitering the effects of market changes
in interes rates. Duke Energy also enters into financial derivative instruments,
which may include instruments such as, but not limited to, interest rate swaps,
swaptions and U.S. Treasury lock agreements to manage and mitigate interest
rate risk exposure. See Notes 1, 6, 14 and 16 to the Consolidated Financial
Statements, “Summary of Significant Acceuniing Policies,” “Debt and Credit
Facilities,” “Derivatives and Hedging," and “Fair Value Measurements.”

At December 31, 2016, Duke Energy had $777 million notional amount
of floating-to-fixed swaps outstanding, $500 million notional amount of
fixed-to-fioating swaps outstanding and $400 million forward-starting swaps
outstanding. Duke Energy had $6.3 billion of unhedged tong- and short-term
floating interest rate exposure at December 31, 2016. The impact of a 100 basis
paint change in interest rates on pretax income is approximately $63 millian at
December 31, 2016. This amount was estimated by considering the impact of
the hypothetical interest rates on variable-rate securities outstanding, adjusted
for interest rate hedges as of December 31, 2016,

See Note 14, "Derivatives and Hedging," ta the Consolidated Financial
Statements for additional information about the forward-starting interest rate
swaps related to the Piedmont acquisition.

Credit Risk

Credit risk represents the loss that the Duke Energy Registrants would
incur if a counterparty fails to perform under its contractual abligations. Where
exposed to credit risk, the Duke Energy Registrants analyze the counterparty’s
financial candition prior to enfering inte an agreement and menitor expasure
on an ongeing dasis. The Duke Energy Registrants establish credit limits where
appropriate in the context of coniractual arrangements and monitor such limits.

To reduce credit exposure, the Duke Energy Registrants seek to include
netting provisions with counterparties, which permit the offset of receivables and
payables with such counterparties. The Duke Enesgy Registrants also frequently
use master agreemenis with credit support annexes to further mitigate certain
credit exposures. The master agreements provide for a counterparty to post cash
or letters of credit to the exposed party for exposure in excess of an established
threshold. The threshold amount represents a negotiated unsecured credit
limit for each party to the agresment, determinad in accordance with the Duke
Energy Registrants’ internal corporate credit practices and standards. Collateral
agreements generally also provide that the inability to post collateral is sufficient
cause to terminate coniracts and liquidate all pesitions.

The Duke Energy Registrants also obtain cash or lstters of credit from
certain counterparties te provide credit support outside of collateral agreements,
wiere appropriate, based on a financial analysis of the counterparty and the
regulatory or contractual terms and cenditions applicable to each transaction.
See Note 14 to the Consolidated Financial Statemenis, “Derivatives
and Hedging," for additional information regarding credit risk related to
derivative instruments,

The Duke Energy Registrants' principal counterparties for its electric and
gas businesses are regional transmission arganizations, distribution companies,
municipalities, electric coeperatives and utilities located throughout the .S, The
Duke Energy Registrants have concentrations of receivables fram such entities
throughout these regions. These concenirations of receivables may affect the
Duke Energy Registrants’ overall credit risk in that risk factors can negatively
impact the credit quality of the entire sector,
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The Duke Energy Registrants are also subject to credit risk from
transactions with their suppliers that involve prepayments in conjunction with
outsourcing arrangements, major canstruction projects and certain commadity
purchases. The Duke Energy Registrants’ credit exposure ta such suppliers
may take the form of ingreased casts or project delays in the event of non-
perfarmance. The Duke Energy Registrants' frequently require guarantees or
letters of credit from suppliers to mitigate this credit risk.

Credit risk associated with the Duke Energy Registrants’ service to
residential, commercial and industrial custorers is generally limited to
ouistanding acgounts receivable. The Duke Energy Registrants mitigate this
credit risk by requiring customers to provide a cash depasit, letter of credit
or surety hond until a satisfactory payment history is established, subject to
the rules and regulations in effect in each retail jurisdiction, at which time the
deposit is typically refunded. Charge-offs for retail customers have historically
been insignificant to the operations of the Duke Energy Regisiranis and are
typically recavered through retail rates. Management continually monitors
customer charge-offs and payment patterns to ensure the adequacy of bad
debt reserves. Duke Energy Chio and Duke Erergy Indiana sell certain of their
accounts receivable and related collections through Cinergy Receivables
Company LLC (CRC), a Duke Enesgy consolidated variable interest entity,
Losses on cellection are first absorbed by the equity of CRC and next by the
subordinated retained interests held by Duke Energy Chio, Duke Energy Kentucky
and Duke Energy Indiana, See Note 17 to the Cansalidated Financial Statements,
“Variahle Interest Entities.”

Duke Energy Carolinas has third-party insurance to cover certain losses
related to asbestes-related injuries and damages above an aggregate self-
insured retention. Duke Energy Carolinas' cumulative payments began to exceed
the self-insurance retention in 2008. Future payments up to the policy limit will
be reimbursed by the third-party insurance carrier. The insurance policy limit
for potential future insurance recoveries indemnification and medical cost claim
payments is $814 million in excess of the self-insured ratention. Receivables
for insurance recoveries were $587 million and $599 millien at December 31,
2016 and 2015, respectively. These amounts are classified in Other within
Investments and Other Assets and Receivables on the Consolidated Balance
Sheets. Duke Energy Carolinas is nat aware of any uncertainties regarding
the legal sufficiency of insurance claims. Duke Energy Carolinas believes the
insurance recovery asset is probable of recovery as the insurance carrier
continues te have a strong financial strength rating,

The Duke Energy Registrants alse have credit risk exposure through
issuance of performance guarantees, letters of credit and surety bonds on
behalf of less than wholly owned entities and third parties. Where the Duke
Energy Registrants have issued these guarantees, it is possible that they
could be required to perform under these guarantee obligations in the event
the ebligor under the guarantee fails to perform. Where the Duke Energy
Registrants have issued guarantees related to assets or operations that
have peen disposed of via sale, they attempt to secure indemnification from
the buyer against all future performance obligations under the guarantess.

See Note 7 to the Consolidated Financial Statemants, “Guarantees and
Indemnifications,” for further infarmation on guarantees issued by the Duke
Energy Registrants.

Basad on the Duke Energy Registrants' policies for managing credit risk,
their exposures and their credit and other reserves, the Duke Energy Registrants
do not currently anticipate a materially adverse effect on their consolidated
financial position or results of operations as a result of non-performance by any
counterparty.

Marketable Securities Prica Risk

As described further in Note 15 to the Consalidated Financial Statements,
“Investments in Debt and Equity Securities,” Duke Energy invests in debt
and equity securities as part of various investment portfotios to fund certain
obligations. The vast majority of investments in equity securities are within the
NDTF and assets of the various pension and other post-retirement benefit plans.
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Pensfon Plan Assels

Duke Energy maintains investments to facilitate funding the costs of
providing nan-coniributery defined benefit retirement and other post-retiremant
tenefit plans. These investments are exposed to price fluctuations in equity
markets and changes in interest rates. The equity securities held in these
pension plans are diversified to achieve broad market participation and
reduce the impact of any single investment, sector or geographic region. Duke
Energy has established asset allocation targets for its pension plan holdings,
which take into consideration the investment objectives and the risk profile
with respect to the trust in which the assets are held, See Note 21 to the
Consolidated Financial Statements, “Employee Beneiit Plans” for additional
information regarding investment sirategy of pension plan assets.

A significant decline in the value of plan asset holdings could require
Duke Energy to increase funding of its pension plans in future periods, which
could adversely affect cash flows in those periods. Additionally, a decline in
the fair value of plan assets, absent additienal cash contributions to the plan,
could increase the amount of pension cost required to be recorded in future
periods, which could adversely affect Duke Energy’s results of operations in
those periods.

OTHER MATTERS
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Nuclear Decommissioning Trust Funds

As required by the NRC, NCUC, PSCSC and the Florida Public Service
Commissian {FPSC), subsidiaries of Duke Energy maintain trust funds to fund
the costs of nuclear decommissioning. As of December 31, 2016, these funds
were invested primarily in domestic and international equity securities, debt
securities, cash and cash equivalents and shart-term investments. Per the
NRC, Internal Revenue Code, NCUC, PSCSC and FPSC requirements, these
funds may be used only for activities related to nuclear decommissioning. These
investments are exposed to price fluctuations in equity markets and changes in
interest rates, Duke Energy actively monitors its portfolios by benchmarking the
performance of its investments against certain indices and by maintaining, and
periodicafly reviewing, target allocation percentages for various asset classes.

Accounting for nuclear decommissiening recognizes that costs are
recoverad through retail and wholesale rates; therefore, fluctuations in
investment prices do not materially affect the Consolidated Statements of
{perations, as changes in the fair value of these investments are primarily
deferred as regulatory assets or regulatory liabilities pursuant to Orders by the
NCUC, PSCSC, FPSC and FERC. Earnings or losses of the fund will uitimately
impact the amount of costs recovered through retail and wholesale rates. See
Note § to the Consolidated Financial Statements, “Asset Retirement Obligations"
for additional information regarding nuclear decommissioning costs. See Note 15
{o the Consolidated Financial Statements, “Investments in Debt and Equity
Securities” for additional infarmation regarding NDTF assets.

Ratios of Earnings to Fixed Charges

The Duke Energy Registrants' ratias of earnings ta fixed charges, as
calculated using SEC guidelines, are included in the table below.

Years Ended December 31,

2016 2015 2014
Duke Energy 21 3.1 3.0
Duke Energy Carelinas 4.1 47 46
Progress Energy 30 29 27
Duke Energy Prograss 40 3.7 35
Duke Energy Florida 43 43 4.1
Duke Energy Ohio 38 3.6 21
Cuke Energy Indiana 4.1 3.6 41

Environmental Regulations

The Duke Energy Registrants are subject to federal, state and focal
regulations regarding air and water qualily, hazardous and solid waste dispasal
and other environmental matters. These regulations can be changed from time
to time and result in new obfigations of the Duke Energy Registrants.

The following sections outling various proposed and recently enacted
regulations that may impact the Duke Energy Registrants. Refer to Note 4 to the
Consolidated Financial Statements, “Regulatory Matters,” for further information
regarding potential plant retirements and regulatory filings related to the Duke
Energy Registrants.

Coal Combustion Residuals

In April 2015, the EPA published a rule to regulate the disposal of CCR
from electric utilities as solid waste. The federal regulation classifies CCR as
nonhazardous waste and allows for beneficial use of CCR with some restrictions.
The regulation applies te all new and existing landfills, new and existing surface
impoundments receiving CCR and existing surface impoundments that are ne
loziger receiving CCR but centain liquid located at stations currently generating
electricity (regardless of fuel source). The rule establishes requirements
regarding landfill design, structural integrity design and assessment criteria
for surface impoundments, groundwater monitoring, protection and remedial
procedures and other operational and reporting procedures to ensure the safe
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disposal and management of CCR. As a result of the EPA rule, Duke Energy
Carolinas, Progress Energy, Duke Energy Progress, Duke Energy Ohio and Duke
Energy Indiana recorded additional ARG amounts during 2015. Various industry
and environmental parties have appealed the EPA’s CCR rule in the U.S. Court

of Appeals for the District of Columia (D.C. Circuit Court}. On April 18, 20186,
ihe EPA fited @ motion with the federal court to settle five issues raised in
Iitigation. On June 14, 2016, the court approved the motion with respect to all of
those issues. A decision by the court on the remaining issues is expected in the
second quarter of 2017, Duke Energy does not expect a material impact from the
settlernent or that it will resulf in additionzl ARQ adjustments.

In addition te the requirements of the federal CCR regulation, CCR landfills
and surface impoundments will continue to be independently regulated by most
states. Cost recovery for future expenditures will be pursued through the normal
ratemaking progess with federal and state utilitly commissions and via wholesale
ceniracts, which permit recovery of necessary and prudently incurred costs
associated with Duke Energy's regulated aperations. For more infosmation, see
Note 9 to the Consolidated Financial Statements, “Asset Retirement Obligations.”

Coal Ash Management Act of 2014

ARGs recorded on the Duke Energy Carolinas and Duke Enesgy Progress
Consolidated Balance Sheets at December 31, 2016, and December 31, 2015,
include the legal obligation for closure of coal ash basins and the disposal of
related ash as a result of the Coal Ash Act, the EPA CCR rule and other agreements,
In January 2016, the NCDEQ published draft risk classifications for sites not
spacifically delineated by the Coeal Ash Act as high risk. These risk rankings were
generally determined based on three primary criteria: structural integrity of the
impoundments and impacts to surface water and to groundwater. The NCDEQ's
draft proposed classifications categorized 12 basins at four sites as intermediate
risk and four basins at three sites as low risk. The NCDEQ's draft proposed
classifications also categorized ning basins at six sites as “low-to-intermediate”
risk, thereby not assigning a definitive risk ranking at that time. On May 18, 2016,
the NCDEQ issued new proposed risk classifications, proposing to rank all originally
proposed fow risk and “low-to-intermediate” risk sites as intermediate.

On July 14, 2016, the former governor of North Caralina signed legislation
which amended the Caal Ash Act and required Duke Energy to undertake
dam improvernent projects and te provide access to a permanent alternative
drinking water source to certain residents within a half mile of coal ash basin
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compliance boundaries and to certain other potentially impacted residents. The
new legislation also ranks basins at the H.F. Les, Cape Fear and Weatherspoon
stations as intermediate risk consistent with Duke Energy's previously
announced plans to excavate those basins. These specific intermediate-

risk basins raquire closure through excavation including a combination of
transferring ash to an appropriate engineered landfill or conversion of the ash
{or beneficial use. Closure of these specific intermediate-risk basins is required
{0 be completed no later than August 1, 2028. Upon satisfactory completion

of the dam improvement projects and instaltatien of atternative drinking water
sources by Octaber 15, 2018, the legislation requires the NCDEQ to reclassify
sites proposed as intermediate risk, excluding H.F. Lee, Cape Fear and
Weatherspoon, as low risk. In January 2017, NCDEQ issued preliminary approval
of Duke Energy's plans for the alternative water Sources.

Per the Coal Ash Act, final proposed classifications were to be subject to
Coal Ash Management Commission (Coal Ash Commission) approval. In March
2016, the Coal Ash Cemmissian ¢reated by the Coal Ash Act was disbanded
by the fermer governar of North Carolina based on a North Carolina Supreme
Court ruling regarding the censtitutionality of the body. The July 2016 legislation
eliminates the Coal Ash Commission and transfers responsibility for ash basin
closure oversight to the NCDEQ.

Additionally, the July 2016 |egislation reguires the installation and
operation of three |arge-scale coal ash beneficiation projects which are
expected fo produce reprocessed ash for use in the concrete indusiry. Closure
oi basins at sites with these beneficiation projects are reguired to be completed
na [ater than December 31, 2029. On October 5, 2016, Duke Energy announced
Buck Steam Station as a first location for one of the beneficiation projects. On
December 13, 2016, Duke Energy announced H.F. Lee as the second |ocation,
Duke Energy intends to announce the third location by July 1, 2017.

The Coal Ash Act includes a variance procedure for compliance deadlines and
other issues surrounding the management of CCR and CCR surface impoundments,

Provisions of the Coal Ash Act prohibit cost recovery in customer rates
for unlawful discharge of ash impoundment waters occurring after January 1,
2014, The Goal Ash Act leaves the decision on cost recovery determinations
related to closure of ash impoundments o the normal ratemaking processes
befare utility regulatory commissions. Consistent with the requirements of the
Coal Ash Act, Duke Energy has submitted comprehensive site assessments and
groundwater corrective plans to NCDEQ and wilt submit to NCDEQ site-specific
coal ash impoundment closure plans in advance of closure. These plans and all
assaciated permits must be apgroved by NCDEQ before closure work can begin,

For further information on AROs, see Note 9 to the Consolidated Financial
Statements, “Asset Reiirement Qbligations.”

Mercury and Air Toxics Standards

The final Mercury and Air Toxics Standards (MATS) rule was issued on
February 16, 2012, The rule established emissian limits for hazardous air pollutants
from new and existing coal-fired and oil-fired steam electric generating units (EGUS).
The rule required sources to comply with emission limits by April 16, 2015, or by
Apnil 16, 2016, with approved extension. Strategies to achigve compliance included
installation of new air emission control equipment, development of menitoring
processes, fuel switching and acceleration of refirement for some coal-fired EGUS.
All of Duke Energy's coal-fired units are in compliance with the emission limits, work
practices standards and other requirements of the MATS rule.

Clean Water Act 316(b)

The EPA published the final 316{b) cooling water intake structure rule on
August 15, 2014, with an efiective date of October 14, 2014. The rule applies to 26
of the electric generating facilities the Duke Energy Registrants own and operate.
The rule allows for several options to demonstrate compliance and provides
flexibility to the state environmental permitting agencies to make determinations
on cantrols, if any, that will be required for cooling water intake structures. Any
required intake structure modifications and/or retrefits are expacted to be installed
in the 2019 to 2022 time frame. Petitions challenging the rule have been filed by
several groups. it is unknown when the courts will rule on the petitions. The Duke
Energy Registrants cannot predict the outcome of these matters.
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Steam Electric Effiuent Limitations Guidelines

Dn January 4, 2016, the final $team Electric Effluent Limitations
Guidelinas (ELG) rule became effective. The rule establishes new requirements
for wastewater streams associated with steam electric power generation and
includes mare stringent contrals for any new coal plants that may be built in
the future, Affected facilities must comply between 2018 and 2023, depending
on timing of new Clean Water Act (CWA) permits. Most, if not all, of the steam
electric generating facilities the Duke Enesgy Registranis own are likely affected
sources. The Duke Energy Registrants are well-positioned to meet the majority
of tha requirements of the rule due to current efforts te convert ta dry ash
handling. Petitions challenging the rule have been filed by several groups. On
March 16, 2015, Duke Energy Indiana filed its own lagal challenge to the rule
with the Seventh Circuit Court of Appeals specific to the ELG for wastewater
agsociated rule focused on the limits imposed an integrated gas combined-cycle
fagilities. All ¢hallenges to the rule have been consolidated in the Fifth Circuit
Court of Appeals. Dpening briefs were submitted on December 5, 2016, Briefing
concludes on June 5, 2017, and oral argument has not been scheduled. It is
unknown when the courts will rule ¢n the petitions. The Duke Energy Registrants
cannot predict the outcome of these matters.

Estimated Cost and Impacts of Rulemakings

Duke Energy will incur capital expenditures to comply with the
environmental regulations and rules discussed abave. The following table
pravides five-year estimated costs, excluding AFUDC, of new control equipment
that may need to be installed on existing power plants primarily to comply
with the Coal Ash Act requirements for cenversion to dry disposal of bottom
ash and fly ash, CWA 316(b) and ELGs through December 31, 2021. The table
exciudes ash basin closure costs recarded in Asset retirement obligations on the
Consolidated Balance Sheets. For more information related to AROs, see Note 8
to the Consolidated Financial Statements,

{in millions) Five-Year Estimated Costs

Duke Energy $ 1,200
Duke Energy Caralinas 530
Progress Energy 325
Duke Energy Progress 260
Duke Energy Florida 65
Duke Energy Ohio 125
Duke Energy Indjana 220

The Duke Energy Registrants also expect to incur increased fuel,
purchased power, eperation and maintenance and other expenses, in
addition to costs for replacement generation for potential coal-fired power
plant retirements, as a result of these regulations. Actual cempliance costs
incurred may be materiafly different fram these estimates due to reasons
such as the timing and requirements of EPA regulations and the reselution of
legal challenges 1o the rules. The Duke Energy Registrants intend to seek rate
recovery of nacessary and prudently incurred costs associated with regulated
operations to comply with these regulations.

Cross-State Air Poffution Rule

On December 3, 2015, the EPA proposed a rule to lower the Cross-State Air
Pallution Rule (CSAPR) Phase 2 state ozane season nifrogen axide (NOx) emission
budgets for 23 eastern states, including North Carolina, Ohio, Kentucky and
Indiana. The EPA also proposed to eliminate the CSAPR Phase 2 ozone season
state NOx budgets for Florida and Seuth Caralina. On September 7, 2016, the
EPA finalized a CSAPR update rule that reduces the CSAPR Phase 2 state gzone
season NOx emission budgets for 22 eastern states, including Ohio, Kentucky and
Indfana. In the final CSAPR update rule, the EPA remaved Florida, South Carofina
and North Carolina from the ozone season NOx program. Beginning in 2017, Duke
Energy Registranis in these states will not be subject to any CSAPR ozone season
NOx emission limitations, For the states that remain in the program, the reduced
state gzone season NOx emission budgets will take effect on May 1, 2017.
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in Kentucky and Indiana, where Duke Energy Registrants own and operate coal-
fired EGUs subject to the final nule requirements, potential near-term responses
could include changing unit dispatch ta run certain generating units less
frequently and/or purchasing NOx allowances from the trading market. Langer
term, upgrading the performance of existing NOx controls is an option.

Carbon Pollution Standards for New, Modified and
Reconstructed Power Plants

On October 23, 2015, the EPA published a final rule in the Federal
Register establishing carbon diaxide (CO,} emissions limits for new, modified
and reconstructed power plants, The requirements for new plants do not apply
to any facility that Duke Energy currently has in operation, but would apply
to plants that commenced construction after January 8, 2014. The EPA set
an emissions standard for coal units of 1,400 pounds of CO, per gross MWh,
which would require the application of partial carbon capture and storage (CCS}
technology for a coal unit to be able to meet the limit. Utility-scale CCS is not
currently a demonsérated and commercially available technology for coal-fired
EGUs, and therefora the final standard effectively prevents the development
of new coal-fired generation. The EPA set a final standard of 1,000 pounds
of CO, per gross MWh for new natural gas combined-cycle units, Petitions
challenging the rule have been filed by several groups. Final briefs in the case
were due February 6, 2017. Oral arguments are scheduled for April 2017, The
Duke Energy Registrants do not expect the impacts of the final standards will be
material to Duke Energy's financial position, results of operations or cash flows.

Clean Power Plan

On October 23, 2015, the EPA published in the Federal Register the
final Clean Power Plan (CPP} rule that regulates CO, emissions from existing
fossil fuel-fired EGUs. The CPP established CQ, emission rates and mass cap
goals that apply ta existing fossil fuel-fired EGUs. Petitions challenging the
rule have been filed by severat groups and on February 9, 2016, the Supreme
Court issued a stay of the final CPP rule, halting implementation of the CPP
until legal challenges are resolved. The states in which the Duke Energy
Registrants operate have suspended wark on the CPP in response to the stay.
(ral arguments befare 10 of the 11 judges on D.C. Circuit Court were heard on
September 27, 2016. The court is expected to decide the case in early 2017.

Compliance with CPP could cause the industry to replace coal-fired
generafion with natural gas and renewables. Costs to operate coal-fired
generation plants continue ta grow due to increasing environmental compliance
requirements, including ash management costs unrelated to CPR, which may
result in the retirement of coal-fired generation plants earlier than the current end
of useful lives, If the CPP is ultimately upheld by the courts and implementation
gaes forward, the Duke Energy Registrants could incur increased fuel, purchased
pawer, aperatien and maintenance and other costs for replacement generation as
a resuit of this rule. Due to the uncertainties related to the implementation of the
CPP the Duke Energy Registrants cannot predict the outcome of these matters.

Global Climate Change

The Duke Energy Registrants' greenhouse gas (GHG) emissions consist
primarily of CO, and result primarily from operating a fleet of coal-fired
power plants. In 2018, the Duke Energy Registrants’ power plants emitted
approximately 107 million tons of CO,. Future CO, emissions will be influgnced
by variables that include compliance with new or existing regulations, economic
cenditions that affect electricity demand and the technologies deployed to
generate the electricity necessary to mest the customer demand.

The Duke Energy Registrants have taken actions that have resulted in
a reduction of CO, emissions over time. Actions have included the retirement
of 47 coal-fired EGUs with a combined generating capacity of 5,425 MW,
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Much of that capacity has been replaced with staie-of-the-art highly efficient
natural gas-fired generation that produces far fewer CO, emissions per unit of
electricity generated. Between 2005 and 2016, the Duke Energy Registrants
have collectively lowered the CO, emissions fram their electricity generation by
approximately 30 percent, which lowers the expasure to any future mandatory
C0, emission reduction requirements or carbon tax, whether as a resulf of
federal legislation, the final CPP regulation or other as yet unknown emission
reduction requirement. Under any future scenari involving mandatory CO,
limitations, the Duke Energy Registranis would plan to seek recovery of their
compliance costs through apprapriate regulatary mechanisms.

The Duke Energy Registranis recagnize certain groups associate severe
weather events with incraasing levels of GHGs in the atmosphere and forecast
the possibility these weather events could have a material impact on future
results of operations should thay eccur more frequently and with greater
severity. However, the uncertain nature of potential changes in extreme weather
events (such as increased frequency, duration and sevarity), the long period
of time over which any potential changes might take place and the inability
to predict potential changes with any degree of accuracy, make estimating
any potential future financial risk to the Duke Energy Registrants' operations
impossible. The Duke Energy Registrants have historically planned and prepared
for extreme weather events, such as ice storms, fornadoes, hurricanes, severe
thunderstorms, high winds and droughts they occasionally experience.

The Duke Energy Registranis routinely take steps ta reduce the potential
impact af severe weather events on their electric distribution systems.

The Duke Energy Registrants’ electri¢ generating facilities are designed to
withstand exireme weather events withaut significant damage, The Duke Energy
Registrants maintain an inventory of coal and oil an-site to mitigate the effects
of any potential short-term disruption in fuel supply so they can continue to
provide custamers with an uninferrupted supply of electricity.

Nuclear Matters

Following the events at the Fukushima Daiichi nuclear power station in
Japan, in March 2011, the NRC formed a task force to conduct a comprehensive
review of processes and ragulations to determine whether the agency sheuld
make additional impsovements to the nuclear regulatery system. Subsequently,
the NRC targeted a set of improvements designed to enhance accident
mitigation, strengthen emergency preparedness and improve efficiency of
NRC programs. Pursuant ta the findings of the task force, in March 2012, the
NRC issued three regulatory orders requiring safety enhancements related
to mitigation strategies to respard to extreme natural events resulting in the
loss of power at a plant, ensuring reliable hardened containment vents and
erhancing spent fuel poo! instrumentation. Duke Energy is committed to
compliance with all safety enhancements ordered by the NRC, and as of January
2017, Duke Energy actians on two of the three NRC orders are complete. The
remaining order is focused only an enhancements to boiling water reactor
designs which, for Duke Energy, is unique to Brunswick Steam Elactric Plant.
Actions associated with this third order will be completed by March 2019, With
the NRC's continuing review of this matter, Duke Energy cannot predict to what
extent the NRC will impose additional licensing and safety-related requirements
or the costs of complying with such requirements, Upon receipt of additianal
guidanca fram the NRC and a collaborative industry review, Duke Eneray will be
able to determine an implementation plan and associated costs. See Item 1A,
“Risk Facters,” for further discussion of applicable risk factors,

New Accounting Standards

See Note 1 fo the Consolidated Financial Statements, "Summary
of Significant Accounting Policies,” for a discussion of the impact of new
accounting standards.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

See "Management’s Discussion and Analysis of Results of Operations and Financial Condition — Quantitative and Qualitative Disclosures About Market Risk.”
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PART I

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directers and Stockholders of
Duke Energy Corporation
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Carporation and subsidiaries (the "Company"} as of December 31, 2016 and
2015, and the related consolidated statements of operations, comprehensive income, changes in equity, and cash flows for each of the three years in the period
ended December 31, 2016. We alsa have audited the Company’s internat control over financial reporting as of December 31, 2016, based on criteria established in
Internal Control — Integrated Framework {2013} issued by the Committee of Sponsoring Grganizations of the Treadway Commissien, The Company's managsment is
responsible for these financial statements, for maintaining effective internal control ever financial reporting, and for its assessment of the effectiveness of internal
contrat aver financial reporting, included in the accompanying Management’s Annual Report On Internal Contral Over Financial Reporting. Our responsibility is to
express an opinion en these financial statements and 2n apinion on the Company's internal control over financial reporting basad 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 fo obtain reasonable assurance about whether the financial statements are free of material misstatement and whether effective
internal centrol aver financial reparting was maintained in all material respects. Our audits of the financial statements inclided examining, on a test basis, evidence
supporting the ameunts and disclasures in the financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. Our audit of internal control aver financtal reporting included obtaining an understanding of internal cantra
over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and eperating effectiveness of internal contrat
based on the assessed risk. Qur audits also included perfarming such other procedures as we considered necessary in the circumstances. We believe that aur audits
provide a reasenable basis for our opinigns.

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 persans perferming similar functions, and effected by the company's board of directors, management, and other persennel 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 contrel over financial reporting includes those policies and pracedures that (1) pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with gererally 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 reasonable
assurance regarding pravention or timely detection of unauthorized acquisitien, use, er 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 everride of centrols,
material misstatements due te error or fraud may not be prevented or detected on a timeiy basis. Also, projections of any evaluation of the effactiveness of the
internal cantrol over financial raporting 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 poticies or procedures may deteriorate.

In aur apinion, the consolidated financial statements referred ta above present fairly, in all material respects, the financial position of Duke Energy Corparation
and subsidiaries as of December 31, 2016 and 2015, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2016, in conformity with accounting grinciples generally accepted in the United States of America. Also, in aur opinion, the Company maintained, in
all material sespects, effective internal cantrol aver financial reparting as of December 31, 2016, based on the criteria established in Internal Control — Integrated
Framework (20113} issued by the Cemmittee of Sponsoring Grganizations of the Treadway Commission.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina
February 24, 2017
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PART II

DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

“UFR 16(7)() Attac

. KyPSC.Case No. 2017-00321

hment - Annual Report 2016
Page 81 of 258

Years Ended December 31,

(in millions, except per share amounts} 2018 2015 2014
Operating Revenues
Regulated electric $21, 221 $21,379  $21,550
Nonsegulated electric and other 659 456 386
Regulated natural gas 863 536 873

Tota! operating revenues 22,743 22,371 22,509
Operating Expenses
Fuel used in electric generation and purchased power 6,625 7,355 7,732
Cost of natural gas 265 141 185
(Operation, maintenance and other 6,085 5,039 5,506
Depreciation and amartization 3,294 3,053 2,969
Property and ather taxes 1142 1,129 1,204
Impairment charges 18 106 81

Total operating expenses 17,429 17,323 17,677
Gains on Sales of Other Assets and Other; net by 30 10
(Operating Income 5,341 5,078 4,842
Other Income and Expenses
Equity in earnings (losses) of uncensolidated affiliates (15) 69 130
QOther income and expenses, net 3N 290 320

Total other income and expenses 309 359 450
Interest Expense 1,916 1,527 1,529
Income From Continuing Operations Before Income Taxes 37114 3,910 3,763
Income Tax Expense From Continuing Operations 1,156 1,256 1,225
Income From Continuing Operations 2,578 2,654 2,538
{Loss) Income From Discontinued Qperations, net of tax (408) 77 {649)
Net Income 2,110 2331 1,889
Less: Net Income Attributable to Noncontrolling Interasis 18 15 6
et Income Attributable to Duke Energy Corporation $2152 $2316 § 1883
Earntings Per Share — Basic and Diluted
Income from continuing operations attributable to Duke Energy Corperation comman stockkolders

Basic $ in $ 380 § 358

Dituied $ an $ 380 §$ 358
(Loss) Income from discentinued operations attributable to Duke Energy Cosporation common stockholders

Basic $(060) $ 025 § (092

Diluted $(060) § 025 § (092
Net Income attributable to Duke Energy Corparation common stockholders

Basic $ 311§ 405 § 266

Diluted $ 311§ 405 & 266
Weighted average shares outstanding

Basic 691 694 707

Diluted 691 694 707

Sea Notes o Consolidated Financial Statements
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PART Il

DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

- KyPSC Case No..2017-00321

CFR 16(7)(1) Attachment - Annual Report 2016

Page 82 of 258

Years Ended December 31,
{in millions) 2016 2015 2014
Net Income $2110  $2831 14883

Other Comprehensive Income (Loss), net of tax
Foreiga currency translation adjustmenis

694 (264) (124}

Pension and OPEB adjustments {11) {13) 4
Net unrealized gains {flosses) an cash flow hedges®? 17 — (26}
Reciassification into earnings from cash ilow hedges 13 9 7
linrealized gains (losses) on avaijlable-for-sale securities 2 (6) 3

Other Comprehensive Income (Loss), net of tax

115 @14 (136)

Comprehensive Income
Less: Comprehensive Income Attributable to Noncontrolling Interests

2,885 2,557 1,753
20 4 14

Comprehensive Income Attributable to Duke Energy Corporation

$2865 $2553 $1,739

fa}  Net of insignificant tax expensein 2016 and 2015, and $13 million tax benefit in 2014,
Sea Notes to Consolidated Financial Statements
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. KyPSC Case No. 2017-00321

- WFR 16(7).(1) Attachrnent Annual Report 2016

Page 83 of 258
DUKE ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS
December 31,
(in millions) 2016 2015
ASSETS
Current Assets
Cash and cash aquivalents $ 392 5 383
Raceivables (net of allowance for doubtful accounts of $14 at 2016 and $12 at 2015) 151 515
Raceivables of VIEs (net of allowanca for doubtiul accounts of $54 at 2016 and $53 at 2015) 1,393 1,748
Inventory 3,522 3,746
Assets held for sale — 746
Regulatory assets (includes $50 related to VIEs at 2016} 1,023 877
Other 438 307
Total current assets 8,039 8,322
Investments and Other Assets
Investments in equity method ungonsofidated affiliates 925 199
Nuclear decornmissioning trust funds 6,205 5,825
Goodwill 19,425 16,072
Assats held for sale — 2,13
Other 2,152 2,830
Total investments and other assets 29,307 27,639
Property, Plant and Equipment
Cost 121,397 109,967
Accumulated depregiation and amortization (39,408) (36,736)
Generation facilities to be retired, net 529 548
Net property, plant and equipment 82,520 73,779
Regulatory Assets and Deferred Debits
Regulatory assets {includes $1,142 related to VIEs at 2016) 12,878 11,373
Other 17 13
Total regulatory assets and deferred debits 12,895 11,41%
Total Assets $132761  $121,156

See Notes to Consolidated Financial Statements
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Page 84 of 258
DUKE ENERGY CORPORATION
CONSOLIDATED BALANCE SHEETS —(Continued)
- December 31,
{in millicns) 2016 2015
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 2994 ¢ 2350
Notes payable and commarcial paper 2487 3,633
Taxes accrued 384 289
Interest accrued 503 412
Current maturities of long-term debt (includes $260 at 2016 and $125 at 2015 related to VIEs) 2,319 2,026
Liabilities associated with assets held for sale — 21
Asset retirement obligations 411 —
Regulatory liabilities 409 400
QOther 2,044 2,011
Total current fiabilities 11,551 11,400
Long-Term Debt {includes $3,587 at 2016 and $2,197 at 2015 related to VIEs) 45,516 36,342
Deferred Credits and Other Liabilities
Defesred income taxes 14,155 12,548
Investment tax credits 493 412
Accrued pension and ather post-retirement benefit costs 1111 1,088
Liahilities associated with assets held for sale — 900
Asset retirement obligations 10,200 10,249
Regulatary liabilities 6,881 6,205
Other 1,153 1,631
Total deferred credits and other liabilities 34,593 33,143
Commitments and Contingencies
Equity
Comman stock, $0.001 par value, 2 billion shares authorized; 700 million and 688 million shares outstanding at 2016 and 2015, respectively 1 1
Additional paid-in capital 38,741 37,968
Retained eamings 2,384 2,564
Aceumulated other comprehensive loss (93) (806)
Total Duke Energy Corporation stockholders’” equity 41,033 39,727
Noncaontiolling interests 8 a4
Total equity 41,041 3971
Total Liabilities and Equity $132761  $121,156

See Notes to Consolidated Financlal Statements
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DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

(in millions) 2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 2110 § 2831 § 1889
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and accretion (including amortization of nuclear fuel) 3,880 34613 3,507
Equity component of AFUDC (200 (164) (135)
FERC mitigation costs — — {15}
Accrued charitable contributions related to Piedmont merger commitments 93 — —
Losses (gains) on sales of other assets an {48) (33
Impairment charges 212 153 915
Deferred income taxes 900 1,244 1,149
Equity in earnings of unconsalidated affiliates 15 69) (130)
Accrued pension and other post-retirement benefit costs 2 7l 108
Contributions to qualified pension plans {15%) (302) —
Payments for asset retirement obligations (608) (346) {68}
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions kL 29 a4
Receivables (391} 359 58
Inventory 72 (237 (269)
Other current assets (220} {65) @14
Increase (decrease) in
Accounts payable 266 6 (30
Taxes accrued 236 {38) {14}
QOther current liabifities 182 168 {201
Other assets (186) {216} 16
Qther liablities {200 (243} 209
Net cash provided by aperating activities 6,798 6,676 6,586
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (7,901) (6,766} (5,384)
Investment expenditures (30n {263) el
Acquisitions, net of cash acquiced {4,178) (1,334) (54
Purchases of available-for-sale securities (5,153 (4,037 @,110)
Proceeds from sales and maturities of available-for-sale securities 5,236 4,040 4,133
Praceeds from the sales of discontinued operations and other assets, net of cash divested 1418 2,968 179
Change in restricted cash 4 191 9
Other ‘ (44) {76) (56)
Net cash used in investing activities {11,533) (6.277) (5,373

See Notes to Consofidated Financial Statements
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DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS —(Continued)

. KyPSC Case No. 2017-00321

FR 16(75(1) Attachment - Annual Report 2016

Page 86 of 258

{in millians)

Years Ended December 31,
2016 2015 2014

CASH FLO'WS FROM FINANCING ACTIVITIES
Proceeds fram the:

Issuance of long-term debt

Issuance of common stock
Payments for the redemption of long-term debt
Proceads from the issuance of shart-ferm debt with original maturities greater than 90 days
Payments for the redemption of short-term debt with original matunties greater than 90 days
Notes payable and commercial paper

$ 923 52955 § 2914

131 17 25
(L9z3)  {3.029) (3,037
2,081 31 1,066

(2,166) (931 (564)
(1,362) 1,797 1,186

Distributions to noncantralling interests (6) 9 {65)
Dividends paid (2,332) {2,254) {2,234)
Repurchase of common shares — (1,500) —
QOther 9 6] 31
Net cash provided by {used in) financing activities 4210 (2,578) &78)
Changes in cash and cash equivalents included in assets held for sale 414 1,099 (548)
Net increase (decrease) in cash and cash equivalents 9 (80) (13)
383 463 476

Cash and cash equivalents at beginning of peried

Cash and cash equivalents at end of period

$ 392 3 383 3 463

Supplemental Disclosures:
Cash paid for interest, net of amount capitalized

$ 1794 § 1607 % 1639

Cash paid for income taxes 9 170 158
Significant non-cash transactions:
Accrued capital expenditures 1,000 77l 664

See Notes to Consclidated Financial Statements

69



L L T s L Tl KyPSC Case NO. 2017-00321
llsART i FR 16(7)(]) ‘Attachment - Annual Report 2016
Page 87 of 258

DUKE ENERGY CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Duke Energy Corporation Stockholders’
Accumulated Other Comprehensive Loss

Net Unrealized Total
Foreign Net Gains{Losses) Duke Energy
Commaon Additional Currency Losseson  onfvailable- Pensionand  Corporation
Stock Common  Paid-in Retained Translation Cash Flow for-Sale- OPEB Stockholders' Noncontrolling Total
(in millions} Shares  Stock  Capital Earnings Adjustments Hedges Securities  Adjustments Equity Interests  Equity
Balance at December 31, 2013 706 § 1 $39.365 $ 2,363 $G07 $ «o) $ — $(52)  $41,330 § 78 $41408
Net income — — — 188 — —_ — — 1,883 6 1,889
Other comprehensive (loss} income — — — — (132 (19) 3 4 (1443 8 (136)
Commen stack issuances, including
dividend reinvestment and
employee benefits 1 — 40 — — — — — 40 — a0
Common stock dividends — — — (2,234 — — — — (2,234 — {2,239
Distributions to noncentralling interest
in subsidiaries — — — — — — — — — {65) (65)
Other — — — — — — — — — (3) 3
Balance at December 31, 2014 707§ 1 $39405 §2012 $(439) $ (59 $ 3 b8 tangrs $ 24 $40,899
Net income S — — 2816 — — — — 2816 15 281
QOther comprehensive {loss} income — — — — (253) 9 (6} (13) (263} {11 (274)
Common stock issuances, including
dividend reinvesiment and
employee benefits 1 — 63 — — — — — 63 — 63
Stock reperchase (20} {1,500 — — — — — (1,5000 — ({1,500
Common stock dividends — s — (2,254 — — — — (2,254) — (2,258
Distributions to noncontrolling interest
fn subsidiaries — — — — — - — — — &) )]
Other® — — — (10) e — — — (10 25 15
Balance at December 31, 2015 688 $ 1 337968 $2,564 $(692) $ (500 $ @ $ (61 $39,727 $ 44 53977t
Net income — —_ — 213 — _ —_ — 2,152 18 2,170
Other comprehensive incame {loss)® — — — — 692 30 2 (11} 13 2 115
Common stock issuances, including
dividend reinvestment and
employee benefits 12 — m — —_ — — — 73 — 113
Common stock dividends — — —  (2,332) — — — — {2,332) — {2,230
_ Distributions to noncontroling
interests in subsidiaries — — — _ — — — —_— — (6} (6)
Other® — — — — — — — — — (50} (50)
Balance at December 31, 2016 100 $1 %3874 32334 $ — $ (20 $ (1) $ D $41,033 $ 8 $n04

{a} Nencontrolling Interests amount is pimarily related to the acquisitions of a majority inlerestin a provider of energy management systers and services for commercial customers and a solar company.
) Foretgn Cumrency Translation Adjustments amount includes $620 million of cumwlative adjustment realized as a result of the sale of the Latin American génermtion business. Refer to Note 2 to the Consalidated Finanld Statements.
() Noncontrolfing Ingerests amount is primarily related to the sale of the Latin Amarican generation business. Refer te Note 2 to the Consolidated Finangial Statements.

See Notss to Canselidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Carolinas, LLC
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Carolinas, LLC and subsidiaries (the "Company"} as of December 3, 2016 and
2015, and the related consolidated statements of operations and comprehensive income, changes in equity, and cash flows for each of the three years in the period
ended December 31, 2018. These financial statements are the responsibifity of the Company's management. Qur respensibility is to express an opinion on these
financial stalements based on our audits.

We conducied 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 reasenable assurance about whether the financial statements are free of material misstatement. The Company is not requéred
to have, nor were we engaged fo perform, an audit of its internal control over financial reporting. Our audits included consideration of iniemal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Campany's internat control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amaunts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presantation. We helieve that our audits provide a reasonable basis for our opinign.

In our apinion, the consolidated financial statements refarred to above present fairly, in all materfal respects, the financial pasition of Duke Energy Carolinas,
LLC ard subsidiaries at December 31, 2016 and 2015, and the results of their eperations and their cash flows for each of the three years in the paried ended
December 31, 2016, in conformily with accaunting principles generally acceptad in the United States of America.

/s/Deloitte & Touche LLP

Charlotte, North Carolina
Febuary 24, 2017
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PART Il

DUKE ENERGY CAROLINAS, LLC
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

(in millions} 2016 2015 2014
Operating Revenues $7322  $7229 37351
Operating Expenses
Fuel used in eleciric generation and purchased power 1,197 1,881 2,133
Qperation, maintenance and ather 2,106 2,066 1,995
Depreciation and amortization 1,075 1,051 1,009
Property and other taxes 276 269 316
|mpairment charges 1 1 3
Total operating expenses 5,255 5,208 5456
Loss on Sales of Other Assets and Other, net (5) {n —
Operating Income 2,062 1,960 1,895
Other Income and Expenses, net 162 160 172
Interest Expense 424 412 407
Income Before Income Taxes 1,300 1,708 1,660
Income Tax Expense 634 627 588
Net Income $1,166  $1,081 §1472

Other Comprehensive Income, net of tax

Reclassification into earnings from cash flow hedges 2 1 2
Unrealized gain on available-for-sale securities —— 1 —
Other Comprehensive Income, net of tax 2 2 2
Comprehensive Income $1168 §1083 $1074

See Notes to Consolidated Financial Statements
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DUKE ENERGY CAROLINAS, LLC
CONSOLIDATED BALANCE SHEETS
Dacember 31,
(in millions} 2016 2015
ASSETS
Current Assets
Cash and cash equivalents $ 15 13
Receivables (net of allowance for doubtful accaunts of $2 at 2016 and $3 at 2015) 160 142
Receivahlas o7 VIEs (net of allowance for doubtful accounts of 7 at 2016 and 2015) 645 596
Receivables from affiliated companies 163 107
Notes receivable from affiliated companies 66 163
Inventory 1,055 1,278
Repulatory assets 238 305
Other k¥ 128
Total current assets 2,318 2,730
Investments and Other Assets
Nuctear decommissioning trust funds 3,213 3,000
Other 940 999
Total investments and other assets 4,213 4,049
Property, Plant and Equipment
Cost 41,121 39,398
Aceumulated depreciation and amortization (14,365)  {13,521)
Net property, plant and equipment 26,162 25877
Regulatory Assets and Deferred Dehits
Regulatory assets 3,159 2,766
Other 3 )
Total regulatory assets and deferred debits 3,182 2710
Total Assets $ 36515 § 35,4%
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 813 § 7193
Accounts payable to affiliated companies 241 229
Taes accrued 143 25
Interest accrued 102 95
Current maturities of long-term debt 118 356
Asset retirement obligations 222 —
Repulatary liabilities 161 39
Other 468 519
Total current fiabitities 2,292 2,016
Long-Term Debt 9,131 7,711
Long-Term Debt Payable to Affiliated Companies 300 300
Deferred Credits and Other Liabilities
Deferred income faxes 6,544 6,146
Investment tax credits 203 199
Accrued pension and other post-retirement benefit costs 81 107
Asset retirement obligations 36713 35818
Regulatory liabilifies 2,840 2,802
Other 607 621
Total deferred credits and other liabilities 13,964 13,793
Commitments and Contingencies
Equity
Member's equily 10,181 11,517
Accumulated other comprehensive loss (9 {1
Tatal equity 10,772 11,606
Total Liabilities and Equity $ 36515 § 35426

See Nates to Consalidated Financial Statements
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DUKE ENERGY CAROLINAS, LLC
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended Dscember 31,

(in millions} 2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 1,166 $ 1,081 $ 1072
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization (including amorsization of auclear fuef) 1,382 1,361 1,273
Equity companent of AFUDC {102) (96} o1
FERC mitigation costs —_ — 3
Accrued charitable contributions related to Piedmont merger commitments 52 — —
Losses on sales of other asseis and other, net 5 1 —
Impairment charges 1 1 —_
Deferred income taxes 470 397 376
Accrued pension and other post-retirement benefit costs 4 15 22
Contributions to qualified pension plans (43) (91 —
Payments for asset retirement obligations {287} (167 —
{Increase} decrease in
Net realized and unrealized mask-fo-market and hedging transactions 5 — —
Receivables (76} 42 48
Receivables from affiliated companies (56) (32 —
Inventory 215 (157} (60
Other current assets 67 {51} (236)
Increase (deceease) in
Accounts payable (85) (4 12
Accounts payable 1o affiliated companies 18 75 )]
Taxes acgrued ) 187 {128) (15
Other current liabilities 63 127 (10)
QOther assets 20 76 17
Other liabilities {30) (m (22
Net cash provided by operating activities 2,978 23N 2,380
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (2,220) (1,933) (1,879
Purchasas of available-for-sale securities (2,832) (2,558) {2,069
Proceeds from sales and maturities of available-for-sale Securifies 2,832 2,555 2,044
Notas receivable from affiliated companies 97 (13 72
Dther (83 (35) (18)
iet cash used in investing aciivities (2,208) {1,981 (1,845)
CASH FLOWS FROM FINANGING AGTIVITIES
Proceeds from the issuance of long-term debt 1,587 516 —
Payments for the redemption of long-term debt (356) (506) (a5
Distributions to parent (2,000) (401) (500}
Other —_ 0 —
Net cash used in financing activities (769} (392) (545)
Net increase (decrease) in cash and cash equivalents 1 — {am
Cash and cash equivalents at beginning of period 13 13 23
Cash and cash equivalents at end of period $ 14 $ 13 $ 13
Supplemental Disclosures:
Cash paid for interest, net of amount capitalized $ 393 $ 389 $ 388
Cash (received from) paid for income taxes . {60} 342 305
Significant non-cash transactions:
Accrued capital expenditures 341 239 194

See Notes to Consolidated Financial Statements
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DUKE ENERGY CAROLINAS, LLC

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Accumulated Other
Gomprehensive Loss
Net Losses Net Losses
on Gash Avaiiable-

Member's Flow for-Sale Total
(in millions) Equity Hedges Securities Equity
Balance at December 31, 2013 $10,365 $(14) $ () $10,350
Net income 1,072 — — 1,072
Other comprehensive income — 2 — 2
Distributicns to parent {500 — — (500
Balance at December 31, 2014 $10,937 $02 $ () $10924
Net income 1,081 — — 1,081
Other comprehensive income — 1 1 2
Distributions to parent {401} — — (401)
Balance at December 31, 2015 $11,617 $(1D $ — 511,606
Net income 1,166 — — 1,166
Oiher comprehensive income — 2 — 2
Distributions to parent (2,000) — — {2,000)
Other (2) -— —_ ¥d]
Balance at December 31, 2016 $10,781 $ (@ $ — s

See Notes to Consolidated Financial Statements
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PART Il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Divectors of
Progress Energy, Inc.
Charlotte, North Carolina

We have audited the accompanying consolidaied balance sheets of Progress Energy, Inc. and subsidiaries (the “Company”} as of December 31, 2016 and 2015,
and the related consolidated statements of operations and comprehensive income, changes in equity, and cash flows for sach of the three years in the period ended
December 31, 2016. These financial statements are the responsibility of the Company's management, Qur responsibility is to express an opinion on these financial
statements based on our audits,

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. The Campany is not required
to have, nar were we engaged to perform, an audit of its internal contral over financial reporting. Qur audits included consideration of internal control over financial
reparting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion en the effectiveness
of the Company’s internal contrel over financial reporting. Accordingly, we express ne such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclesures in the financial statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the averall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the censolidated financial statements referred to above present fairly, in alf material respects, the financial position of Progress Energy, Inc. and
subsidiaries at December 31, 2016 and 2015, and the results of their operations and their cash flows for each of the three years in the period ended December 31,
2016, in confermity with accaunting principles generally accepted in the United States of America.

/s/Deloitte & Touche LLP

Charlotte, North Carolina
February 24, 2017
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PROGRESS ENERGY, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

(in milliens) 2016 2015 2014
Operating Revenues $ 9,853 310,277 $10,186
Operating Expanses
Fuel used in electric generation and purchased power 364 4,224 4,195
Operation, maintenance and ather 2,386 2,298 2,335
Depreciation and amortization 1,213 Lil6 1,128
Praperty and other taxes 487 492 517
Impairment charges 7 12 {16)
Total operating expenses 1137 8,142 8,159
Gains on Sales of Other Assets and Other, net 25 25 11
Operating Income 2141 2,160 2,018
Other Income and Expenses, net 114 §7 77
Interest Expense 689 670 675
Income From Continuing Operations Before Income Taxes 1,566 1,587 1,420
Income Tax Expense From Gentinuing Operations 627 522 540
{rcome From Continuing Operations 1,039 1,065 880
Income {Loss} From Discentinued Operations, net of tax 2 3 (6)
Net Income 1,041 1,062 874
Less: Net Income Attributable to Noncontrolling Interests 10 11 5
Net Income Attributable to Parent $ 1031 § 1051 § 869
Net Income $ 101 § 1062 § 874
Other Comprehensive Income (Loss}, net of tax
Pension and OPEB adjustments 1 (10} 9
Reclassification into earnings from cash flow hedges 8 4 8
Unrealized gains (losses) an investments in available-for-sale securities 1 {1 1
Other Comprehensive Income (Loss), net of tax 10 7 18
GComgrehensive Income 1,051 1,055 892
Less: Comprehensive Income Attributable to Noncontrolling Interests 10 11 5
Comprehensive Income Attributable to Parent $ 1,041 5 1344 887

3ee Notes to Consolidated Financial Statemsnts
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PROGRESS ENERGY, INC.
CONSOLIDATED BALANCE SHEETS
December 31,
{in milfions} 2016 2015
ASSETS
Current Assets
Cash and cash equivalents $§ 46 5§ M
Receivahles (net of allowance for doubtRl accounts of 36 at 2016 and 2035} 114 151
Receivables of VIES (net of allowance for doudtful accounts of 57 at 2016 and $8 at 2015) 692 658
Receivables from affiliated companies 106 375
Notes receivable from affiliated companies 80 —
Inventory 1,117 1,751
Regulatory assets (inciudes $50 related to YIEs at 2016) 401 362
Other 148 196
Total current assets 3,304 3,497
Investments and Other Assets
Nucfear decommissioning trus funds 2,932 2,715
Goodwili 3,695 3,655
Other 852 834
Total investmenis and other assets 1,439 7,264
Property, Plant and Equipment
Cost 44,864 42,666
Accumulated depreciation and amortization (15,212 (14,867}
Generation facifities to be retired, net 529 ha8
Net property, plant and equipment 30,181 28,347
Regulatory Assets and Deferred Debits
Reguiatory assets (includes $1,142 related to VIES at 2016) 5,722 5,435
Dther 4 5
Total regulatory assets and deferred debits 5,126 5,440
Total Assets $ 46,650  §44,548

See Notgs to Consolidated Financial Statements
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PROGRESS ENERGY, INC.
CONSOLIDATED BALANCE SHEETS - (Continued)
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December 31,
(in millions} 2016 2015
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 1003 § 12
Accounts payable 1o affiliated companies 48 31
Notes payable to affiliated companies 728 1,308
Taxes accrued 83 53
Interest accroed 201 195
Current maturities of long-term debt (includes $62 related to VIES at 2016} 778 315
Asset retirement ohligations 189 —
Regulatary liabilities 189 286
QOther 145 891
Total current liabilities 4,265 4081
Long-Term Debt {includes $1,741 at 2016 and $479 at 2015 related to VIEs) 15,530 13,999
Long-Term Debt Payable to Affiliated Companies 1,173 150
Deferred Gredits and Other Liabilities
Deferred income taxes 5,246 4,790
Accrued pension and other post-retirement benefit costs 547 936
Asset reticement obligations 5,286 5,369
Regulatory liabilities 2,385 2,387
QOther 341 383
Total deferred credits and other liabilities 13,815 13,465
Commitments and Contingencies
Equity
Comman stock, $0.01 par value, 100 shares authorized and outstanding at 2016 and 2015 — —
Additional paid-in capital 8,094 8,092
Retained earnings 3,764 43831
Accumulated oiher comprehensive loss (38 (48
Total Progress Energy, Inc. stockholders” equity 11,820 12,875
Noncontrolling interests a3 22)
Total equity 11,807 12,853
Total Liabilities and Equity $ 46650  § 44548

5o Notes to Consolidated Financial Statements
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Years Ended December 31,

{in millions) 2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $1041 $1062 $ 874
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and accretion (including amortization of nuclear fuel) 1435 1,312 1,313
Equity component of AFUDG (18) (58 {26)
FERC mitigation costs - — {18)
Accrued charitable contributions related to Piedmont merger commitments 2 — —
Gains on sales of other assets and other, net (34) (31) (6}
Impairment charges 1 12 2
Deferred income taxes 532 714 1,014
Accrued pension and other post-retirement benefit costs (24) (5) 27
Contributions to qualified pension plans {43) (83) —
Paymenits for asset retirement obligations (270) (136) (68)
(Increase) decrease in
Net realized and urrealized mark-to-market and hedging transactions 42 (6) 12
Receivables 7 105 (30
Raceivables from affiliated companies 211 (316) (563
Inventory 35 (67) (101}
Dther current asseis 3 533 (934}
Increase (decrease} in
Accounts payable 242 (193) B
Accounts payable te affiliated companies KH 108 80
Taxes accrued 15 (63) (20)
Other current labilities 42) 136 {144)
QOther assets (248) (167 (14)
Qther liabilities (58) (112 56
Net cash provided by operating activities 2844 2,749 1,966
CASH FLOWS FRDM INVESTING ACTIVITIES
Capital expenditures {3,308} (2,698 (1,940
Acquisitions (10} (1,249 —
Purchases of available-for-sale securities {2,143} (1,179 (1,689
Proceeds from sales and maturities of available-for-sale securities 2,181 1,211 1,652
Proceeds from insurance 58 — —
Praceeds from the sale of nuclear fuel 20 102 —
Notes receivable from affiliated campanies (80) 220 (145)
Change in restricted cash (6) — —
Dther 41 (34) (44)
Net cash used in investing activities (3,233)  (3622) (2,166}

Seq hotes to Consofidated Financial Statements
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PROGRESS ENERGY, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS — (Continued)
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Years Ended December 31,

(in millions) 2016 2015 2014
CASH FLOWS FROM FINANGING ACTIVITIES
Praceeds from the issuance of lang-term debt $2315 §$118 $1572
Payments for the redemption of long-term debt (@321 (1,553) 930
Notes payable to affiliated companies 444 623 (378)
Distributions to nancontrolling interests {1) ] 37
Capital contribution from parent — 625 —
Dividends to parent (2,098) — —
Dther (2) (2) (42)

Net cash provided by financing activities 391 B75 184
Net increase {decrease) in cash and cash equivalents 2 2 (16)
Gash and cash equivalents at beginning of period 4 42 58
Gash and cash equivalents at end of period $ 4 § 4 5 A2
Supplemental Disclasures:
Cash paid for inferest, net of amount capitalized $ 673 % 649 $ 664
Cash {received from) paid for income taxes (187) (426} 141
Significant non-cash transactions:

Accrued capital expenditures 37 329 294

See Notes to Consolidated Finangial Statements

81



PART I

PROGRESS ENERGY, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
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Accumulated Other Comprehensive Loss

Net Unrealized Total Progress
Additional Net Losses on Gainson Pensionand  Energy, Inc.
Commen Paid-in  Retained  CashFlow Available-for- OPEB Stockholders’ Noncontrolling Total
(in milliens) Stock Capital  Earnings Hedges Sale Securities Adjustments Equity Interests Equity
Balance at December 31, 2013 — $7467  $3452 $un $§ — $(6  § 10,860 $ 4 $ 10864
Net income —_ — 869 — — — 869 5 814
Other comprehensive income — — o 8 1 9 18 — 18
Distributions to noncoatrolling interests — — — — — — — (3n (3n
Transfer of service company net assets to
Duke Energy — — (539) — — — {539) — (539)
Other — — — — — — —_ (4 @
Balance at December 31, 2014 — $7.467 $3,782 $ (39 § 1 § $ 11,208 $ (@2 $11176
Net income — —_ 1,061 — — — 1,051 11 1,062
Other comprehensive income (loss) — — — 4 {1 (10} ¥ — (7)
Distributions to noncontrolling interests — — — — — — — (4 @
Capital contribution from parent — 625 - P — — 625 — 625
Other — — 2) — — — (2) 3 1
Balance at December 31, 2015 — $ 8,092 $4,831 $ 3D $ — $an $ 12875 $§ (220 § 12383
Net income — — 1,031 — — — 1,031 10 1,041
Other comprehensive income —_ —_ —_ 8 1 1 10 — 10
Distributions to noncontralling interests — — — — — — —_ 1 n
Dividends to parent — — {2,098} —_ — — (2,099) — (2,088)
Other — 2 — — — — 2 — 2
Balance at Decembar 31, 2016 — $8,094  $3754 $ (23 $ 1 $(16)  § 11,820 $ (13 § 11807

See Notes ta Consolidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC AGCOUNTING FIRM

To the Board of Directors of
Duke Energy Progress, LLC
Charlotte, North Caralina

We have audited the accompanying consolidated balance sheets of Duke Energy Progress, LLG and subsidiaries (the “Company”) as of December 31, 2016 and
2015, and the related consolidated statements of operations and comprehensive income, changes in equity, and cash flows for each of the three years in the period
ended December 31, 2016. These financial statements are the responsibility of the Campany's management, Qur responsibility is to express an opinion on these
financial statements based on our audits.

We conducted aur audits in accerdance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about winether the financial statements are free of material misstatement, The Company is not required
to have, nor were we engaged to perform, an audit of its internal control over financial reporting. Qur audits included consideration of internal contral aver financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effactivenass
of the Company’s internal control over financial reporting, Accordingly, we express no such opinien. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significani estimates made by management, as
well as evaluating the averall financial statement preseniation. We beligve that sur audits provide a reasanable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke Energy Progress, LLC
and subsidiaries at December 31, 2016 and 2015, and the results of their operations and their cash flows for each of the three years in the period ended December 31,
20186, in conformity with accounting principles generally accented in the United States of America,

/s/Deloitte & Touche LLP

Charlotte, North Carolina
February 24, 2017
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DUKE ENERGY PROGRESS, LLC

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

(in millions) 2016 2015 2014
Operating Revenues $5,2717  $5290  $5,176
QOperating Expenses
Fuel used in electric generation and purchased power 1,930 2,029 2,036
Qperation, maintenance and other 1,504 1,452 1,470
Depreciation and amortization 703 643 582
Property and cther taxes 156 140 174
Impairment charges 1 9 (18)

Total operating expenses 4,194 4,269 4,244
Gains on Sales of Other Assets and Other, net 3 3 3
Operating Income 1,086 1,024 935
Other Income and Expenses, net 71 71 5
Interest Expense 257 235 234
Income Before [ncome Taxes 00 880 752
Ircome Tax Expense 301 294 285
Net Income and Comprehensive Income $ 599 § 566 0§ 467

See Notes to Cansolidated Financial Statements
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Decemher 31,
(in millions) 2016 2015
ASSETS
Current Assets
Cash and cash equivalents $ 13 15
Receivables (net of allowance for doubtiul accounts of $4 at 2016 and 205} 51 87
Receivables of VIES (net of allowance for doubtful accounts of $3 at 2016 and 2015) 404 349
Receivables from affiliated companies ] 16
Notes receivable from affiliated companies 165 —
Inventory 1,076 1,088
Regulatory assets 188 264
Other a7 121
Total current assets 1,957 1,940
Investments and Other Assets
Nuclear decommissioning trust funds 2,217 2,035
Other 523 486
Total investments and other assets 2,140 2521
Property, Plant and Equipment
Cost 28419 27,313
Accumulated depreciation and amortization (10,561) {10,141)
Generation facilities to be retired, net 529 548
Net praperty, plant and equipment 18,387 17,720
Regulatory Assets and Deferred Dabits
Regulatory assets 3,243 2,710
Other 2 3
Total regulatory assets and defereed debits 3,245 2,113
Total Assets $ 26329 § 24894
LIABILITIES AND EQUITY
Current Liabilitias
Accounts payable $ 589 § 399
Accounts payable to atfiliated companies 227 190
Notes payable to affiliated companies — 209
Taxes accrued 104 15
Interest accrued 102 96
Current maturities of long-term debt 452 2
hsset retirement obligations 189 —
Regulatory liabilities 158 83
Other 365 412
Total current liahilities 2,186 1,408
Long-Term Debt 6,409 6,366
Long-Term Debt Payable to Affiliated Companies 150 150
Deferred Credits and Other Liabilities
Deferred income taxes 3,323 3,027
Investment tax credits 146 132
Accrued pension and other post-retirement benefit costs 252 262
Asset retirement obligations 4,508 4,567
Regulatory liabilities 1,946 1878
Other bl 435
Total deferred credits and other liabilities 10,226 9,911
Commitments and Contingencies
Equity
Member's Equity 1,358 7,059
Total Liabilities and Equity $ 26,328 § 24894

See Notes to Conselidated Financial Statements
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DUKE ENERGY PROGRESS, LLC
CONSOLIDATED STATEMENTS OF CASH FLOWS
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Years Ended December 31,

{in millions) 2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 599 5 566 % 467
Adjustments to reconcile net income to net cash provided by operating activities:
Dapreciation, amortization and accretion (including amortization of nuclear fuel) 807 821 761
Equity component of AFUDC (50} 4n (25)
FERC mitigation costs — — (18)
Accrued charitable contributions related to Piedmont merger commitments 32 — —_—
Gains on sales of other assets and other, net (6} )] 3
Impairment charges 1 5 —
Deferred income taxes 384 354 455
Acerued pension and other post-retirement benefit costs (32} (14) n
Contributions to qualified pension plans (24} @2 —
Payments for asset refirement obligations (212) (109) —
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging iransaclions 4 (3 i3
Receivables 17 43 78
Receivables from affiliated companies 11 (6) (8
Inventory 12 (500 (65
Other current assets 84 185 {416}
Increase {decreasa) in
Accounts payable 11 (65) 27
Accounts payable fo affiliated companies KH 70 17
Taxes accrued 90 (34 10
Other current tiabilities 114 76 (68)
Other assets (163) (83) 48
Other liabilities (10) (66) (21
Net cash provided by operating activities 1,932 1,594 1,245
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (1,733) (16690 (1,241
Asset acquisition — (1,249 —
Purchases of availahle-for-sale securifies (1,658) (727) (499)
Proceeds from sales and maturities of available-for-sale securities 1,615 672 458
Notes receivable from affitiated companies (169) 237 (237)
Other 2 (30) (12)
Net cash used in investing activities (1,919 (2,766) (1,531
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds fram the issvance of long-term debt 505 1,186 1,347
Payments for the redemption of long-term debt (15} (991} (379
Notes payable to affiliatad companies {209} 359 {462)
Capitat contribution from parent — 626 —
Distributions to parent (300) — —
Dividends to parent — — (225)
Other (2) (2) (7)
Net cash {used in) provided by financing activities (21 1,178 274
Net increase (decrease) in cash and cash equivalents [CN] 6 (12)
Cash and cash equivalents at beginning of period 15 9 21
Cash and cash equivalents at end of period $ 11§ 15 & 9
Supplemental Disclosures:
Cash paid for interest, net of amount capitalized $ 246 % 218 $ 220
Cash (received from) paid for income taxes (287) (197) 81
Significant non-cash transactions:
Accrued capital expenditures 147 143 194

See Notes to Consalidated Financial Statements
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DUKE ENERGY PROGRESS, LLC
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Common Retained Member's Total
{in millions) Stack Earnings Equity Equity
Balance at December 31, 2013 § 2,159 $ 3,466 3 — $ 5,625
Net income —— A87 — 467
Dividends to parent — (225) — (225)
Balance at December 31, 2014 $ 2,159 $ 3,708 $ — $ 5.867
Net income — 355 211 566
Transfer to Member's Equity {2,159} (4,063) 6,222 —
Capital contribution from parent —_ — 626 626
Balange at December 31, 2015 § — 5 — $ 7,058 $ 7,059
Net incoma e — 599 599
Distribufion 1o parant — - {300) (300)
Balance at December 31, 2016 5§ — 5§ — $ 7,358 $ 7,358

See Notes to Consofidaled Financial Statements
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PART Il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Enargy Florida, LLC
Charlotte, Narth Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Florida, LLC and subsidiaries (the “Company™) as of December 31, 2D16 and
2015, and the related consolidated statements of ogerations and comprehensive income, changes in equity, and cash flows for each of the three years in the period
endad Dacember 31, 2016. These financial statements are the responsibility of the Company's managemant. Our respansibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accerdance with the standards of the Public Company Accounting Oversight Board (United States). Thase standards require that we
plan and perform the audit ta obtain reasonable 2ssurance about whether the financial statements are free of material misstatement. The Company is not required
to have, nor were we engaged to perform, an audit of its intarnal control over financial reporting. Our audits included consideration of internal cantrol over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion an the effectivenass
of the Company's internal controf over financial reporting. Accordingly, we express no such opinion. An audit alse includes examining, on a test basis, evidence
supporting the amaunts and disclosuves in the financial statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the everall financial statemant presentation, We believe that our audits provide a reasonable basis for our opinion.

In aur opinian, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke Energy Florida, LLO
and subsidiaries at December 31, 2016 and 2015, and the results of their operations and their cash flows for each of the three years in the period ended December 31,
2016, in canformity with accounting principles generally accepted in the United States of America.

/s/Deloitte & Touche LLP

Charlotte, North Carolina
February 24, 2017
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DUKE ENERGY FLORIDA, LLC
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

{in millions) 2016 2015 2014
Operating Revenues $4568 $4977 $4,975
Operating Expenses
Fuel used in electric generation and purchased power 1814 2,195 2,158
Operation, maintenance and other 865 835 850
Depreciation and amortization 508 473 545
Property and ather taxes 333 362 343
Impairment charges 6 ] 2
Total operating expenses 3927 3,862 3,898
Gains on Sales of Other Assets and Other, net — — 1
Operating Income 1,041 1115 1,078
QOther Income and Expenses, net 44 24 20
Interest Expense 212 198 201
Income Before Income Taxes 873 941 897
Income Tax Expense 322 34z 349
Net Income $ 551 § 599 § 548

Other Comprehensive Incoma, net of tax

Netunrealized gain on available-for-sale securities 1 — —
Reclassification info earnings from cash flow hedges — — 1
Cther Comprehensive Income, net of tax 1 — 1
Comprehensive Income $ 552 5 599 0§ 549

See Notes to Consolidated Financial Stalements
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DUKE ENERGY FLORIDA, LLC
CONSOLIDATED BALANGE SHEETS
December 31,
{in millfens) 20616 2015
ASSETS
Current Assels
Cash and cash equivalents $ 15 ¢ 3
Receivables (net of allowance for doubtful accounts of $2 at 2016 and 2015) 61 60
Receivables of VIEs (net of allowance for doubtful accounts of $2 and 2016 and $3 at 2015} 208 308
Receivables from affitiated companies 5 84
Inventory 641 663
Regulatory assets (includes $50 related to VIES at 2016) 23 98
Other {includas $53 related to VIES at 2016) 125 21
Total cusrent assets 1,349 1,242
Investments and Other Assets
Nuclear decommissioning trust funds 15 740
Other 276 292
Total investments and oiher assets 991 1,032
Property, Plant and Equipment
Cost 16,434 15,343
Accumulated depreciation and amortization {4,644) (4,720
Net property, plant and equipment 11,790 10,623
Regulatory Assets and Deferred Debits
Regulatory assets (includes $1,142 related to VIES at 2016) 2,480 2,725
Other 2 2
Total regulatary assets and deferred debits 2,482 2727
Total Assets $16612 $15624
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 413 0§ 322
Accounts payabie to afiiliated companies 125 116
Notes payable to affiliated companies 291 813
Taxes accrued 3 132
Interest accrued 49 43
Current maturities of long-term debt {includes $62 related to VIES at 2016} 326 13
Repulatory liabilities ki | 200
QOther 352 452
Total current liabilities 1,626 2,001
Long-Term Debt {includes $1,442 at 2016 and $225 at 2015 related to VIES) 5,799 4,253
Deferred Credits and Other Liabilities
Deferred income taxes 2,694 2,460
Accrued pension and other post-retirement benefit costs 262 242
Asset retirement obligations 118 802
Regulatory liabilities 448 509
Other 165 146
Total defesred credits and other liabilities 4,287 4,159
Commitments and Contingencies
Equity
Member's aquity 4,899 5,121
Accumulated other comprehensive income 1 —
Total equity 4,900 5,121
Total Liabilities and Equity $16,612 § 15624

See Notes to Consolidaled Financial Statements
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DUKE ENERGY FLORIDA, LLC
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

{in millions) 2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Nat income $ 551 599 $ 548
Adjustments to reconcile net income to net cash provided by oparating activities:
Depreciation, amortization and accretion 516 480 550
Equity component of AFLUDC (26) @ —_
Gains on sales of other assets and other, net — — m
Impairment charges & 7 2
Deferred income taxes 24 348 400
Accrued pension and other post-retirement benefit costs 2 5 29
Contributions to quatified pension plans (20 (40) —
Payments for asset retirement obligations (58} (47 (68)
(Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions 38 &Y e
Receivables 23 61 (33
Receivabies from affiliated companies 2 (44) (D
tnventory i (N (36)
Other current assets (133) 116 (269)
Increase {decrease} in
Accounts payable 1 (120 18
Accounts payable to affiliated companies 9 46 32
Taxes accived (117) 67 (30)
Other current liabilities (149} 57 (80
QOther assets (84} (84) (58)
Other liabilities (53) (44) 10
Net cash provided by operating activities 844 1,373 966
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expendiiures (1,573) (1,029 (599)
Acquisitions (0 — —
Purchases of available-for-sale securities {485) {447) (1,189)
Proceeds fram sales and maturities of available-for-sale securities 512 538 1,195
Insurance proceeds 58 — —
Proceeds from the sale of nuclear fuel 20 102 —
Change in restricted cash (6) — —
Othar 2 {3) (31)
Nat cash used in investing activities {1,403) (839) 724
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 1,870 — 225
Payments for the redemption of long-term debt 03] (562) (252)
Notes payable to affiliated companies (516) 729 on
Dividends 1o parent — (350) (124)
Distribution to parent (175) (350) —
Qther — {1) {2)
Net cash provided by (used in} financing activities 567 (334 (250)
Net increase (decrease) in cash and cash equivalents 8 — @8
Cash and cash equivalents at beginning of period 8 8 16
Gash and cash equivalents at end of period Y 18 8 8
Supplemental Disclosures:
Cash paid for interest, net of amount capitalized $ 208 205 § 203
Cash paid for (received from) incame taxes 216 (229) 59
Significant non-cash transactions:
Accrued capital expenditures 170 186 100

See Notes to Consolidatad Financia! Statements
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Accumulated Other
Comprehensive Income
Net Unreafized Net
Gains on Gains on

Common  Retained Member's  Available-for- Cash Flow Total
{in millions) Stock  Earnings Equity  Sale Securities Redges Equity
Balance at December 31, 2013 $ 172 $ 3036 § — 8 — § W $4797
Net income — 548 — — — 548
QOther comprehensive income — — — — 1 1
Dividend to parent — {124) — — — (124)
Balance at December 31, 2014 $§ 1762 $ 3460 § — $ — $§ — $5222
Net income — 351 243 — — 599
Transfer to Member's Equity (1,762) (3,461} 5,223 — — —
Dividends to parent — (350 — — — (350
Distribution to parent — — (350) — — (350
Balance at December 31, 2015 $ — ¢ — % 512 $  — § — 512
Net income — — a1 — — 551
QOther comprehensive income — — — 1 — 1
Distribution to parent — — (7175) — — (775}
QOther — — 2 — — 2
Balance at December 31, 2016 $ — % — § 4899 5 1 $ —  $4900

See Notes to Consolidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of
Duke Energy Ohio, Inc.
Charlotte, Narth Carelina

We have audited the accompanying consolidated balance sheets of Duke Energy Ohio, Inc. and subsidiaries (the “Company™) as of December 31, 2016 and
2015, and the refated consolidated statements of aperations and cemprehansive income, changas in equity, and cash flows for each of the threa years in the period
ended December 31, 2016. These financial statements are the responsibility of the Company's management. Gur 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 reasanable assurance about whether the financial statements are free of material misstatement. The Company is not required
to have, nor were we engaged fo perform, an audit of its internal control over financial reporting. Our audits included consideration of internal control over finangial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Company's internal contral aver financial reporting, Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosuras in the financial statements, assessing the acceunting principles used and significant estimates made by management, as
well as evaluating the averall financiat statement presentation, We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the cansalidated financial statements referred to above present fairly, in all material respects, the financial position of Duke Energy Ohio, Inc. and
subsidiaries at December 31, 2016 and 2015, and the results of their operations and their cash flows for each of the three years in the period ended December 31,
2016, in conformity with accounting principles generally accepted in the United States of America,

/s/Deloitte & Touche LLP

Charlotte, North Carolina
February 24, 2017
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DUKE ENERGY OHIO, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

{in miliions) 2016 2015 2014
Operating Revenues
Regulated electric $1410  $1331  $1.316
Nonregulated electric and other a1 33 19
Regutated natural gas 503 541 578
Total aperating revenues 1,944 1,905 1,913
Operating Expenses
Fuel used in electric gereration and purchased power — regulated 442 446 459
Fuel used in electric gereration and purchased power — nonregulated 5 47 25
Cost of natural gas 103 1] 185
Operation, maintenance and other 512 493 516
Depreciation and amortization FEK] 227 214
Property and ather taxes 258 254 234
Impairment charges — — 94
Total operating expenses 1,599 1610 1,727
Gains on Sales of Other Assets and Other, net 2 8 1
Operating Income kLY 303 187
Qther Income and Expenses, net 9 ] 10
Interest Expense 86 79 86
Inceme From Continuing Operations Before Income Taxes 270 230 111
Income Tax Expense From Confinuing Operations 18 81 43
Income From Continuing Operations 192 149 8
Income (Loss) From Discontinued Operations, net of tax 36 23 (563)
Net Income {Loss) and Comprehensive Income {Loss) $ 228 3172 % (495

See Notes to Consolidated Financial Statements
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December 31,
{in millions) 2018 2015
ASSETS
Current Assets
Cash and cash equivalents $ 13 03 U
Recgivables (net of allowance for doubtful accounts of $2 at 2016 and 2015) n 66
Receivables from affiliated companies 129 84
Notes receivable from affiliated companies 94 —
Inventory 137 105
Regulatory assets 31 38
Other 31 110
Total current assets 518 415
Investments and Other Assets
Goodwill 920 920
Other i 20
Total investments and other assets 941 940
Property, Plant and Equipment
Cost 8,126 1150
Accumulated depreciation and amortization (2519 {2,507)
Net property, plant and equipment 5,947 5,243
Regulatory Assets and Deferred Debits
Regulatory assets 520 497
Other 2z 2
Total regulatory assets and deferred debits 522 499

Total Assets

$ 1,528 § 7,007

LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 22 § 207
Accounts payable to affiliated companies 63 53
Notes payable to affiliated companies 16 103
Taxes accrued 178 171
Interest accrued 19 18
Current maturities of long-term debt 1 106
Regulatary liabilities 2 12
Other a1 153
Total current liabilities 671 223
Long-Term Debt 1,858 1,467
Long-Term Debt Payable to Affiliated Companies 25 25
Defarred Credits and Other Liahilities
Deferred income taxes 1,443 1,407
Accrued pension and other post-retirement benefit costs 56 96
Asset retirement obligations n 125
Regulatory liahilities 236 245
Other 166 165

Total deferred credits and other liabilities

1818 1998

Commitments and Contingencies

Equity

Common stock, $8.50 par value, 120,000,800 shares avthorized; 89,663,086 shares outstanding at 2016 and 2015 162 762

Additional paid-in capital
Accumulated deficit

2,685 2,720
{481) (698)

Total equity

2,598 2,784

Total Liabilities and Equity

$ 1528 $ 7.097

Ses Motes to Consolidated Financial Statements
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DUKE ENERGY OHIO, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
{in millions) 2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) $ 228 0§ 172 (495
Adjustments o reconcile net income (loss) to net cash provided by operating activities:
Depreciation, amortization and accretion 237 230 208
Equity component of AFUDC : (8) (3) (@
Gains on sales of other asseis and other, net (2) (8) n
[mpaisment charges — 40 941
Deferred income taxes 55 206 (21%)
Accrued pension and other post-retirement benefit costs & 9 8
Cortributions to qualified pension plans (5) (8) —
Payments for asset retirement obligations (5} 0] —
{Increase) decrease in
Net realized and unrealized mark-to-market and hedging transactions (2) (10 27
Receivables 4 23 (56)
Receivables from affiliated comparies {36) 23 14
Inventory (32 — 8
Other gurrent assets 79 — (5)
Increase (decrease) in
Accounls payable 19 ey 27
Accounts payable to affiliated companies 10 21 Ky
Taxes agcrued 3 21 (@
Other current liabilities (54) 88 27
Other assets {35) 25 (@)
Qther liabilities (31 @3 (33
Net cash provided by operating activities 425 667 481
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures (476} (399) (322
Notes receivable from affiliated companies 34) 145 (88)
Qther {30 (15) (12
Net cash used in investing activities {600) (269) (422)
GASH FLOWS FROM FINANCING ACTIVITIES
Proceeds fram the issuance of long-term debt E23) — e
Payments far the redemption of long-term debt (53) {157 (448}
hotes payable to affiliated companies (81 (95) 473
Dividends to parent (25) {150) (100}
Dther (2 (2 1
Net cash provided by (used in} financing activities 174 {404) {75
Net decrease in tash and cash equivalents {1} (6) (16}
Gash and cash equivalents at beginning of period 14 20 36
Gash and cash equivalents at end of period $ 13 5§ 14 § 20
Supplemental Disclosures:
Cash paid for interest, net of amount capitalized $ 81 $ % $ 76
Cash (received from} paid for income taxes (46} 410 (5}
Significant non-cash transactions:
Accrued capital expenditures 83 20 24
Distribution of membership interest of Duke Energy SAM, LLC to parent — 1912 —

See Notes to Consalidated Financial Statements
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DUKE ENERGY OHIO, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Common Additional  Accemulated Total
(in miltions) Stock  Paid-in Capital Deficit Equity
Balance at December 31, 2013 $ 762 $ 4,882 $ (375§ 5269
Net loss — — {495) (495)
Dividends to parent — {100} — (100)
Balance at December 31, 2014 762 $ 4,782 $ @I § 4574
Net income — — 172 172
Dividends to parent — (150} — (150)
Distribution of membership interest of Duke Energy SAM, LLC to parent — (1,912 — (1,912)
Balance at December 31, 2015 $ 762 § 2720 $ 6% ¢ 2784
Net income — —_— 228 228
Contriution from parent — — ] 9
Dividends to parent —_ (25) — (25)
Balance at December 31, 2016 $762 $ 2,695 $ (461) $ 2,996

See Notes o Consolidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Te the Board of Directors of
Duke Energy Indiana, LLC
Charlotte, Narth Carolina

We have audited the accompanying consolidated balance sheets of Duke Energy Indiana, LLC and subsidiary {the “Company ™) as of December 31, 2016 and
2015, and the related consolidated statements of eperatiens and comprehensive income, changes in equity, and cash flows for each of the threg years in the period
ended December 31, 2016. These financial statements ara the respensibility of the Company's management. Our responsibility is to express an opinion on these
financial statemants based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards raquire that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement, The Company Is not
required to have, nor were we engaged to perform, an audit of its internal contrel over financial reporting. Our audits included consideration of internal control
over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion o
the effectiveness of the Company's internal conirel ever financial reporting. Accordingly, we express no such opinign, An audit alse includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Duke Energy Indiana, LLC
and subsidiary at December 31, 2016 and 2015, and the results of their operations and their cash flows for each of the three years in the perigd ended December 31,
2016, in conformity with acceunting principles generally accepted in the United States of America.

/s/Deloitte & Touche LLP

Charlotte, North Carofina
February 24, 2017
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DUKE ENERGY INDIANA, LLC
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

(in millions) 2016 2015 2014
Operating Revenues $2958 $2830 $3,.175
Operating Expenses
Fuel used in electric generation and purchased power 09 982 1,259
Operation, maintenance and other 723 682 670
Depreciation and amortization 436 434 413
Property and other taxes 58 61 128
Impairment charges 8 B8 —
Total operating expenses 2,194 2241 2,410
Gains on Sales of Other Asssts and Other, net 1 1 —
Operating Income 165 644 705
Other Income and Expenses, net 22 11 22
Interest Expense 181 176 171
Income Before Income Taxes 606 478 556
Income Tax Expense 225 163 197
Net Income , $ 38 § 36 $ 359
Other Comprehensive Loss, net of tax
Reclassification into earnings from cash flow hedges v & —
Comprehensive [ncome $ 380 $ 34§ 359

3ea Notes to Consolidated Financial Statements

99



PART Il
DUKE ENERGY INDIANA, LLC
CONSOLIDATED BALANCE SHEETS

PR T6(7() Atia

. KyPSC Case No. 2017:00321
chment - Annual Report 2016

Page 117 of 258

December 31,
{in millions) 2016 2015
ASSETS
Current Assets
Cash and cash equivalents $i 1 3 9
Receivables (net of allowance for doubtful accounts of $1 at 2016 and 2015) 105 96
Receivables from affiliated companies 114 71
Notes recelvable from affiliated companies 86 83
Inventary 504 570
Regulatory assets 149 102
Other 45 15
Total current assets 1,020 946
Investments and Other Assets 145 212
Property, Plant and Equipment
Cost 14,241 14,007
Accumulated depreciation and amartization {4.317) (4,484)
Net property, plant and equipment 9,924 9,523
Regulatory Assets and Deferred Debits
Regulatory assets 1,073 716
Other 2 2
Total regulatory assets and deferred debits 1015 718
Total Assats $12184 $11,399
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable $ 263 $ 189
Accounts payahle to affiliated companies 14 83
Taxes accrued 3 8
Interest accrued 61 56
Current maturities of long-term debt 3 547
Regulatory liabilities 40 62
Cther 93 97
Total current liabiliies 565 1,123
Long-Term Debt 3,633 3,071
Leng-Term Debt Payable to Affiliated Companies 150 150
Deferred Credits and Other Liabilities
Deferred income taxes 1,900 1,657
Investment tax credits 137 138
Accrued pension and other post-retirement benefit costs 1 80
Asset retirement obligations 866 525
Regulatory liabilities 148 754
Cther 71 65
Total deferred credits and other liabilities 3,149 3,219
Commitments and Contingencies
Equity
Member's equity 4,067 —
Common Stock, no par; $.01 stated value, 50,000,000 shares authorized; 53,913,701 shares outstanding at 2015 — i
Additianal paid-in capital — 1,384
Retained earnings —_ 2,450
Accumulated other comprehensive income — ]
Total equity 4,067 3,836
Total Liabilities and Equity $12164  $11,399

See Notes to Consolidatsd Financial Statements
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PART Il

DUKE ENERGY INDIANA, LLC
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

(in millions) 2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Net incorne $ 38 § 36 § 359
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amartization 499 439 416
Equity component of AFUDC (16} (1 (14)
(ains on sales of other assets and other, net — {1 —
Impairment charges 8 88 _—
Deferred income taxes 213 262 308
Accrued pension and other post-retirement benefit costs 8 13 16
Contributions to qualified pensfon plans (9) (19) —
Payments for asset retirement obligations (46} (19) —
{Increase) decrease in
Receivables ] n {35)
Receivables from affiliated companies (43} 44 36
Inventory 66 21y (103)
Other current assets &7 a0 8
Increase (decrease) in
Accounts payable ) 33 “n
Accounts payable o afifliated companies ] 25 2
Taxes accrued () 35 {32)
Other current liabilities (81) 26 5
Other assets @n (82) 21)
Other liabilities (8) (35) 17
Net cash provided by operating activities in 1,176 905
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures {755) (690) {625)
Purchases of available-far-sale securities (14) (9 (20)
Proceeds from sales and maturities of available-for-sale securities 1 11 16
Proceeds from the sales of other assets - 17 —
Notes receivable from affiliated companies (3 (83) 9
Other 32 an 4
Net cash used in investing activities (729) (7h (529)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt 494 — —_—
Payments for the redemption of long-term debt (478) {5} (5
Notes payable o affilisted companies — m 71
Dividends to parent —_ (326) (450}
Distributions to parent {149} — —
Other (1 — (1
Net cash used in financing activities (134) (402) {385}
Net increase (decsease) in cash and cash equivalents 8 3 (9
Cash and cash equivalents at beginning of period 9 6 15
Cash and cash equivalents at end of period $ 17§ 9 % &6
Supplemental Disclosures:
Cash paid for interest, net of amount capitalized $ 111 % 175 % 169
Cash received from income taxes N {253) (61)
Sigaificant non-cash transactions:
Accrued capital expendituses 99 64 &

See Notes to Consalidated Financial Stalements

101



PART Il

DUKE ENERGY INDIANA, LLC

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

N KyPSC Case No. 2017-00321
R 16(7)(1) Attachment - Annual Report 2016
Page 119 of 258

Accumulated
Other
Comprehensive
Incoma
Additional Net Gains
Common Paid-in  Retained Member's on Cash Total
{in millions) Stock Capital  Earnings Equity Flow Hedges Equity
Balance at December 31, 2013 $ 1 $ 1384 $ 2551 $§ — $ 3 ¢33
Net income — — 358 — — 359
Dividends to parent — — (450} — — (4503
Balance at December 31, 2014 $ 1 $ 1,384 $ 2460 $ — $ 3§ 3848
Net income — — 36 —_ — 316
Other comprehensive loss — — — — (2) (2)
Dividends to parent — — (326} — — (326}
Balance at December 31, 2015 L | $ 1,384 $ 2,450 $ — $ 1 %3836
et income —_ — — khil —_ 381
Other comprehensive loss — — — — (1) (1
Distributions to parent — — — (149) — (149)
Transfer to Member's Equity (1) (1,384) {2,450) 3,835 —_ —
Balance at December 31, 2016 $ — $ — 5 — $ 4,087 $ — § 4067

See Motes to Consolidated Finzncial Statements
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DUKE ENERGY CORPORATION e DUKE ENERGY CARQOLINAS, LLC » PROGRESS ENERGY, INC. =
DUKE ENERGY PROGRESS, LLC » DUKE ENERGY FLORIDA, LLC « DUKE ENERGY OHIO, INC. « DUKE ENERGY INDIANA, LLC
Combined Notes to Consolidated Financial Statements For the Years Ended December 31, 2016, 2015 and 2014

Index to Combined Notes To Consolidated Financial Statements

The notes te the consolidated financial statements are a cambined presentation, The following table indicates the registrants to which the notes apply.

Applicable Notes
9 1 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
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Duke Energy Corparation
Duke Energy Carolinas, LLC
Progress Energy, Inc.

Duke Energy Progress, LLC
Duke Energy Florida, LLC
Duke Energy Ohio, Inc.
Duke Energy Indiana, LLC
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Tables within the notes may not sum across due to i) Progress Energy’s consolidation of Duke Energy Progress, Duke Energy Florida and other subsidiaries
that are not registrants, {ji) Piedmont, a subsidiary registrant acquired an October 3, 2016, which is consolidated within Duke Energy but not separately stated in the
combined presentation and {iii) gther subsidiaries that are not registrants but included in the consolidated Duke Energy balances.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF OPERATIONS AND BASIS OF CONSOLIDATION further bolstered hy the acquisition of Piedmont. The sale of the International
Enargy business segment, excluding an equity method investment in National

Duke Energy Corporation {collectively with its subsidiaries, Duke Energy) ~  Methanol Company (NMC), was completed through two transactions including

is an energy company headquartered in Charlotte, North Carotina, subject to a sale of assets in Brazil to China Three Gorges (Luxembourg) Energy S.A.r..
regulation by the Federal Energy Regulatory Commission (FERC). Duke Energy (CTG) and a sale of Duke Energy’s remaining Latin American assets in
operates in the United States (U.S.} primarily through its direct and indirect Petu, Chile, Ecuadar, Guatamala, E1 Salvador and Argentina t ISQ Enerlam
subsidiaries. Certain Duke Energy subsidiaries are also subsidiary registrants, Aggregator, L.P. and Enarlam (UK) Ho!ding Ltd. (| Squared} (collectively,
including Duke Energy Carolinas, LLC (Duke Energy Carolinas); Progress the International Disposal Group). For additional information on the sale of
Energy, Inc. (Progress Energy); Duke Energy Progress, LLC (Duke Energy International Energy see Note 2.

Progressy; Duke Energy Florida, LLC (Duke Energy Florida); Duke Energy Ohig, The information in these combined notes relates to each of the Duke

Inc. (Duke Energy Ohio); and Duke Energy Indiana, LLC (Duke Energy Indiana), Energy Registrants, excluding Piedmant, as noted in the Index to Combined

On October 3, 2016, Duke Energy acquired Piedmont Naturaf Gas Company, Notes to Consolidated Financial Statements. However, none of the registrants
Inc, (Piedmont} which alse became a wholly owned subsidiary and subsidiary mae any representation as to information related solely to Duke Energy or the
registrant of Duke Energy. Duke Energy's consolidated financial statements Subsidiary Registrants of Duke Energy other than itself.

include Piedmaont's results of operations and cash flow activity subsequent These Consolidated Financial Statements include, after eliminating

to the acquisition, See Note 2 for additional information regarding the intercompany transactions and balances, the accounts of the Duke Energy
acquisition. When discussing Duke Energy’s consolidated financial information, Registrants and subsidiaries where the respective Duke Energy Registrants

it necessarily includes the results of its seven separate subsidiary registrants have control. These Consolidated Financial Statements also reflect the Duke
(collectively referred to as the Subsidiary Registrants), which along with Duke Energy Registrants' proportionate share of certain jointly owned generation and
Energy, are collectively referred to as the Duke Energy Registrants transmission facilitias.

(Duke Energy Registrants). Duke Energy Carolinas is a regulated public utility primarily engaged in the

In October 2016, Duke Energy completed the acquisition of Piedmont, an  paneration, transmission, distribution and sale of electricity in portions of North
energy services company whose principal business is the distribution of natural  Carolina and Seuth Carofina. Duke Energy Carolinas is subject to the regulatory

gas, for a total cash purchase price of $5.0 billion. The acquisition provides provisions of the North Caralina Utilittes Commissien (NCUC), Public Service
a foundation for establishing a broader strategic natural gas infrastructure Commission of South Carelina {PSCSC}, U.S. Nuclear Regulatory Commission
platform within Duke Energy to complement the existing natural gas pipefine {NRC) and FERC. Substantially all of Duke Energy Carolinas’ operations qualify
investments and the natural gas business located in the Midwest. For for regutatory accounting.
additfonal information on the details of this transaction including purchase Progress Energy is a public utility holding company headquartered in
price allocation and acquisition financing, see Note 2. Piedmeont continues to Raleigh, North Carolina, subject to regulation by the FERC. Progress Energy
maintain reporting requirements as a Securities and Exchangg Commission conducts operations through its whally owned subsidiaries, Duke Energy
(SEC) regisirant. Progress and Duke Energy Florida, Substantially all of Progress Energy’s

In December 2016, Duke Energy completed an exit of the Latin operations qualify for regulatory accounting.

American market to focus on its demestic regulated business, which was
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DUKE ENERGY CORPORATION « DUKE ENERGY CAROLINAS, LLC » PROGRESS ENERGY INC.
DUKE ENERGY PROGRESS, LLC + DUKE ENERGY FLORIDA, LLC = DUKE ENERGY OHIO, iNC. « DUKE ENERGY INDIANA, LLC

GCombined Notes to Consolidated Financial Statements — {Continued)

Duke Energy Progress is a regulated public utility primarily engaged in the
generatian, transmission, distribution and sale of electricify in portions of Nerth
Carolina and South Carolina. Duke Energy Progress is subject to the regulatory
provisiens af the NCUC, PSCSC, NRC and FERC. Substantially all of Duke Energy
Prograss' aperations qualify for regulatory accounting.

Duke Energy Florida is a regulated public utilify primarily engaged in
the generation, transmission, distribution and sale of electricity in portions of
Florida. Duke Energy Florida is subject to the regulatory provisions of the Florida
Public Service Commission (FPSC), NRC and FERC, Substantially all of Duke
Energy Florida’s aperations qualify for regulatory accounting,

Duke Energy Ohio is a regulated public utility primarily engaged in
the transmission and distribution of electricity in portions of Ohio and
Kentucky, the generation and sale of electricity in portions of Kentucky and
the transportation and sale of natural gas in portions of Qhio and Kentucky.
Duke Energy Ohin also conducts competitive auctions for retail electricity
supply in Ohio whereby recovery of the energy price is from retail customers
and recorded in Operating Revenues on the Consalidated Statements of
Operations and Comprehensive Income. Operations in Kentucky are conducted
threugh its wholly owned subsidiary, Duke Energy Kentucky, Inc. (Duke Energy
Kentucky). References herein ta Duke Energy Ohio include Duke Energy Ohio
and its subsidiaries, unless otherwise noted. Duke Energy Ohie is subject to
the regulatory provisions of the Public Utiliies Commissian of Ohig (PUCQ),
Kentucky Public Service Commission (KPSC) and FERC. On April 2, 2015,
Duke Energy completed the sale of its nonregulated Midwest generation
business, which sold power into wholesale energy markets, to a subsidiary of
Dynegy Inc. (Dynegy). For further information abaut the sale of the Midwest
Generation business, refer to Note 2 “Acquisitions and Dispositions.”
Substantially al! of Duke Energy Ohio's operations that remain after the sale
qualify for regulatory accounting,

Duke Energy Indiana is a regulated public utility primarily engaged in
the generation, iransmission, distribution and sale of electricity in portions
of Indiana. Duke Energy Indiana is subject to the regulatery provisions of
the Indiana Utility Regulatory Commission (IURC) and FERC. Substantially
all of Duke Energy Indiana’s eperations qualify for regulatory accounting. On
January 1, 2016, Duke Energy indiana, an Indiana corperation, converted into an
Indiana fimited liability company.

Piedmont is a regulated public utility primarily engaged in the distribution
of natural gas in portions of North Carolina, South Carolina and Tennessee.
Piedmont is invested in joint venture businesses including regutated interstate
natural gas transportation and storage and intrastate natural gas transportation
businesses. Piedmant is subject to the regulatory provisions of the NCUC,
PSCSC, Tennessee Regulatory Authority (TRA) and FERC. Substantially all of
Piedmant’s eperations qualify for regulatory accounting.

Certain prior year amaunts have been reclassified to conform to the
current year presentation.
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Qther Current Assets and Liabilities

The fallowing table provides a description of amounts included in Other
within Current Assets or Current Liabilities that exceed 5 percent of total Current
Assets or Current Liahilities on the Duke Energy Registrants’ Consolidated
Balance Sheets at either December 31, 2016 or 2015.

December 31,
(in millions} Location 2016 2015
Duke Energy
Accrued compensation  Current Liabilities $ 765 $ 619
Duke Energy Carolinas
Accrued compensation Current Liabilities $ 248 $ 213
Collateral liabilities Current Liabilities 155 141
Progress Energy
Income taxes receivable  Current Assets $ 13 $ 129
Customner deposits Current Liabilities 363 373
Derivative liabilities Current Liabilities 1 201
Duke Energy Progress
Income taxes receivable  Gurrent Assets $ 16 $ 111
Gustomer deposits Gurrent Liabilities 141 141
Accrued compensation Current Liabilities 135 108
Derivative liabilities Gurrent Liabilities — ie
Duke Energy Florida
Gustomer deposits Gurrant Liabilities $ 222 $ 232
Derivative liabilities Current Liabilities 1 125
Duke Energy Ohio
Income faxes receivable  Current Assets $ 16 3 59
Other receivable Gurrent Assets — 33
Accrued litigation reserve  Currant Liabilities 4 80
Collateral liabilities Current Liabilities 62 a8
Duke Energy Indiana
Collateral liabilities Currant Liabilities $ 4 $ 44

Discontinued Operations

The results of operations of the International Disposal Group and Duke
Energy Ohio’s nonregulated Midwest Generation business and Duke Energy
Retail Sales, LLG (collectively, Midwest Generation Disposal Group) have
been classified as Discontinued Operations on Duke Energy’s Consolidated
Statements of Operations. Duke Energy has elected to present cash flows of
discontinued operations combined with cash flows of continuing operations.
Unless atherwise noted, the notes to these consalidated financial statements
exclude amounts related te discontinued operations for all periods presented
and assets held for sale (AHFS) and liabilities associated with AHFS as of
Decernber 31, 2015. See Note 2 for additional information.



. . _KyPSC Case No. 2017-00321
FR 16(7)(]) Attachment ‘Annual Report 2016

PART Il Page 122 of 258

DUKE ENERGY CORPORATION e DUKE ENERGY CAROLINAS, LLC + PROGRESS ENERGY INC. o
DUKE ENERGY PROGRESS, LLC = DUKE ENERGY FLORIDA, LLC = DUKE ENERGY OHIO, INC. » DUKE ENERGY INDIANA, LLC

Combined Notes to Consolidated Financial Statements — (Continued)

Amounts Attributable to Controlling Interests

Duke Energy’s amount of (Loss} Income from Discontinued Operations, net of tax presented on the Cansolidated Statements of Operations includes amounts
attributabla to noncontrolling interest. The following table presents Net Income Attributable to Duke Energy Corparation for continuing operations and discontinued
operations.

Year ended December 31,

(in millions) 2018 2015 2014
Income from Continuing Operations $2518 $26834 $2538
Income from Continuing Operations Attributable to Noncontrolling Interests 1 9 5
Ingome from Continuing Operations Attributable to Duke Energy Corporation $2571  $26845  §2533
{Loss) Income From Discentinued Operations, net of tax $ (408 $ 177 % (649
Income from Discontinued Operations Attributable to Noncontrolling Interests, net of tax 11 ] 1
{Loss) Ingame Fram Discontinuad Opesations Attributable to Duks Energy Corparation, net of tax $ 419) § 171§ (650)
Net Income $2170 $2831  $1889
Net Income Attributable to Noncontrolting Interests 18 15 6
Net Income Attributable to Duke Enesgy Corporation $2152 $2816 §1883
SIGNIFICANT ACCOUNTING POLICIES balance sheet for the abandaned property is dependent upon amounts that
may be recovered through regulated rates, including any return. As such, an

Use of Estimates impairment charge could be partially or fully offset by the establishment of a

o regulatory asset if rate recovery is probable, The impairment for a disallowance

In prepasing financial statements that conform to generally accepted of costs for regutated plants under construction, recently completed or

accounting principles (GAAP) in the U.S., the Duke Energy Registrants must abandoned is based on discounted cash flows.

make estimates and assumptions that affect the reported amounts of assets
and liabilities, the reported amounts of revenues and expenses and the

disclosure of contingent assets and |iabilities at the date of the financial Regulated Fuel and Purchased Gas Adjustment Clauses

statements. Actual results could differ from those estimates. The Duke Energy Registrants utilize cost-tracking mechanisms, commonly
referred to as fuel adjustment clauses or purchased gas adjustment clauses
Regulatory Accounting (PGA). These clauses allow for the recavery of fuel and fuel-related costs,
. . , . ) portions of purchased power, natural gas costs and hedging costs through
 The majority of the Duke Energy Registrants” operations are subject surcharges on customer rates. The difference between the costs incurred
to price regutation for the sale of electricity and natural gas by state utility and the surcharge revenues is recorded either as an adjustment to Operating
commissions or FERC. When prices are set on the basis of specific costs of the Revenues, Operating Expenses — Fuel used in electric generation or Operating
regulated eperations and an sffective iranchise is in place such that sufficient Expenses — Cost of natural gas on the Consolidated Statements of Operations,
natural gas or electic services can be sold to recaver those costs, the Duke with an off-setting impact on regulatory assets or liabilities.

Energy Registrants apply regutatory accounting. Regulatory accounting changes
the timing of the recognition of costs or revenues relative to a company that

does not apply regulatory accounting, As a result, Regulatory assets and Cash and Cash Equivalents

Regulatory liabilities are recognized on the Consalidated Balance Sheets. All highly liquid investments with maturities of three months or less at the
Regulatory assets and liabilities are amartized consistent with the treatment of date of acquisition are considered ¢ash equivalents.
the velatad cost in the ratemaking process. See Note 4 for further infermation,
Regulatory accounting rutes alse require recognition of a disallowance Restricted Cash
(also called “impairment”) loss if it becomes probable that part of the cost
of a plant under construction {or a recently completed plant or an abandened The Duke Energy Registrants have restricted cash related primarily
ptant) will be disailowed for ratemaking purposes and a reasonable estimate of to collateral assets, escrow deposits and variable interest entities (VIES),
the amount of éhe disallowance can be made. Other disallowances can requirg Restricted cash balances are reflected in Other within Current Assets and in
judgments on allawed future rate recovery. Other within Investments and Other Assets an the Consolidated Balance Sheets.
When it becomes probable that regulated generation, transmission or At Decemnber 31, 2016 and 2015, Duke Energy had restricted cash totaling $137
distribution assets will be abandoned, the cost of the asset is removed from million and $98 million, respectively.

ptant in service. The value that may be retained as a regulatory asset on the
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Inventory

Inventory is used for aperations and is recorded primarily using the average cost method. Inventory related to regulated operations is valued at historical
cost. Inventary related to nonregutated operations is valued at the lower of cost ar market. Materials and supplies are recorded as inventory when purchased and
subsequently charged to expense or capitalized to properly, plant and equipment when installed. Reserves are established for excess and obsolete inventory. Inventory
reserves were not material at December 31, 2016 and 2015. The components of inventory are presented in the tables below.

December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy Energy
{in millfons) Energy  Carolinas Energy Progress Florida Ohio Indiana
Materials and supplies $ 2314 $ 767 $1,167 $ 813 $ 354 $ 84 $ 312
Coal 174 261 4 143 166 19 190
Natural gas, oil and other KL 37 238 115 121 34 2
Total inventory $ 3502 $ 1,055 $1,717 $ 1,076 $ 841 $ 137 $ 504
December 31, 2015
Ouke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy Energy
{in millions) Energy  Carolinas Energy Progress Florida Ohio Indiana
Materials and supplies $ 2343 $ 785 $1,133 $ 776 $ 357 $ 81 $ 301
Coa 1,105 451 mn 192 178 16 267
Natural gas, oil and other 298 40 248 120 128 8 2
Total inventory $ 3746 $1276 $1,751 $ 1,088 $ 663 $ 105 $ 570
Investments in Debt and Equity Securities Intangible Assets

The Duke Energy Registrants classify investments into two categories —
trading and available-for-sale. Both categories are recorded at fair value on
the Consolidated Balance Sheets. Realized and unrealized gains and losses
on trading securities are included in earnings. For certain investments of
regulated operations, such as the Nuclear Decommissiening Trust Fund (NDTF},
realized and unrealized gains and losses (including any other-than-temparary
impairments (OTTIs)) on available-for-sale securities are recorded as a
regulatory asset or liability, Otherwise, unrealized gains and losses are included
in Accumulated Gther Comprehensive Income (AGCI), unless ofher-than-
tempararily impaired. QTTls for equity securities and the credit loss portion of
debt securities of nonregulated operations are included in earnings. Investments
in debt and equity securities are classified as either current or noncurrent
based on management’s intent and ability te sell these securities, taking inte
censideration current market liquidity. See Note 15 for further information.

Goodwilt and Intangible Assets
Goodwill

Duke Energy, Progress Energy and Duke Ensrgy Chio perform annual
goodwill impairment tests as of August 31 each year at the reporting unit level,
which is determined to be an operating segment or one leve below. Duke Energy,
Progress Energy and Duke Energy Ohio update these tests between annual tests
if events or circumstances occur that would more likely than not reduce the fair
value of a reporting unit below its carrying value,
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Intangible assets are included in Other in Investments and Other Assets
on the Consolidated Balance Sheets. Generally, intangible assets are amortized
using an amortization method that reflects the pattern in which the economic
benefits of the intangible asset are consumed or on a straight-line basis if that
pattern is not readily determinable. Amortization of intangibles is reflected in
Depreciation and amortization on the Conselidated Statements of Gperations.
Intangible assets are subject to impairment testing and if imgaired, the carrying
value is accordingly reduced.

Emissign allowances permit the holder of the allowance to emit certain
gasegus byproducts of fossil fuel combustion, including suifur dioxide (SD.)
and nitrogen oxide. Allowances are issued by the U.S. Environmental Protection
Agency (EPA) at zero cost and may also be bought and sold via third-party
transactions, Allowances allocated to or acquired by the Duke Energy
Registrants are held primarily for consumptien, Carrying amounts for emissian
allowances are based on the cost fo acquire the allowances or, in the case
of a business cembination, on the fair value assigned in the allocation of the
purchase price of the acquired business. Emission allowances are expensed
to Fuel used in electric generation and purchased pawer on the Conselidated
Statements of Operations.

Renewable energy certificates are used to measure compliance with
renewable energy standards and are held primarily for consumption. See Note
11 for further information,
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Long-Lived Asset Impairments

The Duke Energy Registrants evaluate long-lived assets, excluding
gaodwitl, for impairment when circumstances indicate the carrying value of
those assets may not be recoverable. An impairment exists when a fong-fived
asset's carrying value exceeds the estimated undiscounted cash flows expected
to result from the use and eventual disposition of the asset. The estimated
cash flows may be based on alternaiive expecied outcomes that are probability
weighted. If the carrying value of the long-lived asset is not recoverable
based on these estimated future undiscounted cash flows, the carrying value
of the asset is written-down to its then-current estimated fair value and an
impairment charge is recognized.

The Duke Energy Registrants assess fair value of long-lived assets
using various metheds, including recent comparable third-party sales,
internally developed discounted ¢ash flow analysis and analysis from outside
advisers, Significant ¢hanges in commedity prices, the condition of an asset or
management's interest in selling the asset are generally viewed as triggering
events to reassess cash flows.

Property, Plant and Equipment

Property, plant and equipment are stated at the lower of depreciated
historical cost net of any disallowances or fair value, if impaired. The Duke Energy
Registrants capitalize all construction-refated direct labor and material costs,
as well as indirect construction costs such as general engineering, taxes and
financing costs. See “Allowance far Funds Used During Construction (AFUDC)
and Interest Capitalized” for information on capitalized financing costs. Cosis
of renewals and betterments that extend the useful life of property, plant and
equipment are also capitalized. The cost of repairs, replagemenis and major
maintenance projects, which do not extend the useful life or increase the expecied
output of the asset, are expensed as incurred. Depreciation is generally computed
over the estimated useful life of the asset using the composite straight-fine
method. Depreciation studies are conducted periodically to update composite
rates and are approved by state utility commissions and/or the FERC when
required. The composite weighted average depreciation rates, excluding nuclear
fuel, are included in the table that follows.

Years Ended December 31,

2016 2015 2014
Duke Energy 28% 29% 2.8%
Duke Energy Carnlinas 28% 2.8% 2.7%
Progress Energy 21% 2.6% 2.5%
Duke Energy Progress 26% 26% 2.5%
Duke Energy Florida 28% 2.1% 2.7%
Duke Energy Ghio 26% 2.1% 2.3%
Duke Enengy Indiana 1% 3.0% 3.0%

In general, when the Duke Energy Registrants retire regulated property,
plant and equipment, the original cast plus the cost of retirement, less salvage
value, is charged to accumulated depreciation, However, when it becomes
probable the asset will be retired substantially in advance of its original
expected useful life or is abandaned, the cost of the asset and the correspending
accumulated depreciation is recognized as a separate asset, If the asset is still
in operation, the net amount is classified as Generation facilities to be retired,
net on the Consolidated Balance Sheets. If the asset is no longer operating,
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the net amount is classified in Regulatery Assets on the Consolidated Balance
Sheets. When it becomes probable that meters ar other regulated mass utility
assets will be abandaned, the cost of the assef and accumulated depreciation is
reclassified {o regulatory assets for amounts recoverable in rates. The carrying
value of the asset is based on historical cost if the Duke Energy Registrants are
allowed 1o recever the remaining net book value and a return equal to at least
the incremental borrowing rate. If not, an impairment is recognized te the extent
the net book value of the asset exceeds the present value of future revenues
discounted at the incremental horrowing raie.

When the Duke Energy Registrants sell entire regulated operating units,
or retire or sell nonregulated properties, the original cost and accumulated
depreciation and amortization halances are remaved from Propenty, Plant and
Equipment on the Consolidated Balance Sheets. Any gain or loss is recorded in
earnings, unless otherwise required by the applicable regulatory body.

See Note 10 for further information.

Nuclear Fuel

Nuclear fuel is cfassified as Property, Plant and Equipment on the
Cansolidated Balance Sheets, except for Duke Eneray Florida. Nuclear fuel
ampunts at Duke Energy Florida were reclassified to Regulatory assefs pursuant
to a settlement among Duke Energy Flarida, the Florida Office ef Public Counsel
{Flarida OPC) and other customer advocates (ihe 2013 Settlement). Portions of
the nuglear fuel balances that were under contract for sale were subsequently
moved 1o Other within Current Assets and Other within Investments and Other
Assets on the Consolidated Balange Shests.

Nuclear fue! in the front-end fuel processing phase is considered work
in progress and not amortized until plaged in service. Amorlization of nuclear
fuel is included within Fuel used in electric generation and purchased power on
the Consolidated Statements of Operations. Amaortization is recorded using the
units-of-praduction method.

Allowance for Funds Used During Construction and Interest Capitalized

For regulated operations, the debt and equity costs of financing the
construction of property, plant and equipment are reflected as AFUDC and
capitalized as a component of the cost of property, plant and equipment. AFUDC
equity is reported on the Consolidated Statements of Qperations as nen-cash
income in Other income and expenses, net. AFUDC debt is reporied as a non-
cash offset ta Inferest Expense, After construction is completed, the Duke Energy
Registrants are permitied to recover these costs threogh their inclusion in rate
base and the corresponding subsequent depreciation er amortization of those
regulated assets.

AFUDC equity, a permanent difference for income taxes, reduces
the effective tax rate (ETR) when capitalized and increases the ETR whan
depreciated or amertized, See Note 22 for additional information,

For nonregulated operations, interestis capitalized during the
construction phase with an offsetting non-cash ¢redit to Interest Expense on the
Consolidated Statements of Qperations.

Asset Retirement Obligations

Asset retirement obligations (AROs) are recagnized for legal obligations
associated with the retirement of property, plant and equipment, Substantially
all AROs are related to reguiated operations. When recording an ARQ, the
present value of the projected liability is recognized in the period in which it
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is incurred, if a reasonable estimate of fair value can be made. The liability is
accretad over time. For operating plants, the present value of the liability is
added to the cost of the associated asset and depreciated over the remaining
life of the asset. For retired plants, the present value of the liability is recorded
as a regulatory asset unless determined not fo be recoverable.

The present value of the initial ebligation and subsequent updates are
based on discounted cash flows, which include estimates regarding timing of
future cash flows, selection of discount rates and cost escalation rates, among
ather factors. These estimates are subject to change. Depreciation expense is
adjusted praspectively for any changes to the carrying amount of the associated
asset. The Duke Energy Registrants receive amounts to fund the cost of the
ARQ for regulated operations through a combination of regulated revenues and
earnings on the NDTF, As a result, amounts recovered in regulated revenues,
earnings an the NDTF, accretion expense and depreciation of the associated
asset are netted and deferred as a regulatory asset or liability,

Qbligations far nuclear decommissioning are based on site-specific cost
studies. Duke Energy Carolinas and Duke Energy Progress assume prempt
dismantlemant of the nuclear facilities after operations are ceased. Duke Energy
Florida assumes Crystal River Unit 3 Nuclear Plant (Crystal River Unit 3} will
be placed into a safe storage configuration until eventual dismantiement is
completed by 2074, Duke Energy Carolinas, Duke Energy Progress and Duke
Energy Florida also assume that spent fuel will be stored on-site until such time
that it can be transferred to a yet te be built U.S. Department of Energy (DQE)
facility.

Obligations for closure of ash basins are based upon discounted cash
flows of estimated casts for site-specific plans, if known, or probability
weightings ef the potential clesure methods if the closure plans are under
development and multiple closure options are being considered and evaluated
on a site-by-site basis. See Note 9 for additional informaiion,

Revenue Recognition and Unbilled Revenue

Revenues on sales of electricity and natural gas are recognized when
service is provided or the product is delivered, Unbilled revenues are recognized
by applying customer billing rates to the estimated volumes of enargy or natural
gas delivered but nat yet billed. Unbilled revenues can vary significantly from
period to period as a result of seasonality, weather, customer usage patterns,
customer mix, average price in effect for customer classes, timing of rendering
customer bills and meter reading schedules.

Unbilled revenues are included within Receivables and Restricted
receivables of VIES on the Consolidated Balance Sheets as shawn in the
following table.

December 31,
(in millions) 2016 2015
Duke Energy $ 8 $ 77
Duke Energy Carolinas 313 283
Psogress Energy 161 172
Duke Energy Progress 102 102
Duke Energy Florida 59 70
Duke Energy Ohig 2 3

Duke Energy Indiana 32 K

Additionally, Duke Energy Ohio and Duke Energy Indiana sell, on a
revelving basis, nearly all of their retail accounts receivable, including
receivables for unbilled revenues, to an affiliate, Cinergy Receivables
Company LLC (CRC) 2nd account for the transfers of receivables as sales.
Accordingly, the receivables sold are not reflected on the Consolidated
Balance Sheets of Duke Energy Ohio and Duke Enargy Indiana. See Note 17 for
further information. These receivables for unbilled revenues are shown in the
table below.

December 31,
(in millions) 2016 2015
Duke Energy Ohio $ 97 § 7
Duke Energy Indiana 123 97

Allowance for Doubtful Accounts

Allowances for doubtful accounts are presented in the following table.

December 31,

(in millions) 2016 2015 2014
Ailowance for Doubtful Accounts

Duke Energy $14  §12 $ 14
Duke Energy Carolinas 2 3 3
Progress Energy [ 6 8
Duke Energy Progress 4 4 7
Duke Energy Florida 2 2 2
Duke Energy Ohio 2 2 2
Duke Energy Indiana 1 1 1
Allowance for Doubtful Accounts — VIES

Duke Enetgy $ 54 §53 $ 51
Duke Energy Carolinas 1 7 6
Progress Erergy 1 8 8
Duke Energy Progress 5 5 5
Duke Energy Flarida 2 3 3

Derivatives and Hedging

Derivative and non-detivative instruments may be used in connection with
commodity price and interest rate activities, including swaps, futures, forwards
and options. All derivative instruments, except those that qualify for the normal
purchase/normal sate (NPNS) exception, are recarded on the Censolidated
Balance Sheets at fair value, Qualifying derivative instruments may be
designated as either cash flow hedges or fair value hedges. Other derivative
instruments (undesignated contracts) either have not been designated or do
not qualify as hedges. The effective portion of the change in the fair value of
cash flow hedges is recorded in AQCI. The effective portion of the change in
the fair valug of a fair value hedge is offset in net income by changes in the
hedged ifem. For activity subject to regulatory accounting, gains and losses on
derivative contracts are reflected as regulatory assets or liabilities and not as
other comprehensive income or cusrent period income. As a result, changes in
fair value of these derivatives have no immediate eamings impact.
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Formal documentation, including transaction type and risk management
strategy, is maintained for all contracts accounted for as a hedge, At inception
and at least every three months thereafter, the hedge contract is assessed to
see if it is highly effective in offsetting changes in cash flows or fair values of
hedged items.

See Note 14 for further information.

Captive Insurance Reserves

Duke Energy has captive insurance subsidiaries that provide coverage,
on an indemnity basis, to the Subsidiary Registrants as well as certain third
parties, on a limited basis, for various business risks and losses, such
as property, workers’ compensation and general liability. Liabilities include
provisions far estimated losses incurred but not yet reported (IBNR), as well as
estimated provisions for known claims. IBNR reserve estimates are primarily
based upon historical [ass experience, industry data and other actuarial
assumptiens. Reserve estimates are adjusted in future periods as actual losses
differ from experience.

Duke Energy, through its captive insurance entities, also has reinsurance
coverage with third parties for certain losses above a per accurrence and/or
aggregate retention. Receivables for reinsurance coverage are recognized when
realization is deemed probable,

Unamortized Debt Premium, Discount and Expense

Premiums, discounts and expenses incurred with the issuance of
outstanding long-term debt are amortized over the term of the debt issue. The
gain or loss on extinguishment associated with refinancing higher-cest debt
obligations in the regulated operations is amortized. Amartization expensa is
recorded as Interest Expense in the Consolidated Statements of Operations
and is reflected as Depreciation, amortization and accretion within Net cash
provided by operating activities on the Consolidated Statements of Cash Flows,

Premiums, discounts and expenses are presented as an adjustment to
the carrying value of the debt amount and included in Leng-Term Debt on the
Consolidated Balance Sheets presented.

Loss Contingencies and Environmental Liabilities

Contingent losses are recorded when it is probable a loss has occurred
and can be reasonably estimated. When a range of ihe probable loss exists and
no amount within the range is a bettar estimate than any other amount, the
minimum amount in the range is recorded. Unless otherwise required by GAAR
legal fees are expensed as incurred.

Envirenmental liabilities are recorded on an undiscounted basfs when
envirgnmental remediation or other liabilities become probable and can be
reasonably estimated. Environmental expenditures related to past eperations
that do not generate current or future revenues are expensed. Environmental
expenditures related to operations that generate current or future revenues are
expensed or capitalized, as appropriate, Certain environmental expenditures
receive regulatory accounting treatment and are recorded as regulatory assets.

See Notes 4 and 5 for further information.

Pension and Other Post-Retirement Benefit Plans

Duke Energy maintains qualified, non-qualified and other post-retirement
benefit plans. Eligible employees of the Subsidiary Registrants participate in
the respective qualified, non-qualified and other post-retirement benefit plans
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and the Subsidiary Registrants are allocated their proportienate share of benefit
costs. See Note 21 for further information, including significant accounting
palicies assaciated with these plans.

Severance and Special Termination Benefits

Duke Energy has a severance plan under which, in general, the longer
a terminated employee warked prior to termination the greater the amount
of severance henefits. A liability for involuntary severance is recorded once
an involuntary severance plan is committed ta by management if involuntary
severances are probable and can be reasonably estimated. For inveluntary
severance benefits incremental to its ongoing severance plan benefits, the fair
value of the obligation is expensed at the communication date if there are ng
fuiure service requirements or over the required future service peried. From
time to time, Duke Energy offers sgecial termination benefits under voluntary
severance programs. Special termination benefits are recorded immediately upan
employee acceptance absent a significant retention period. Otherwise, the cost
is recarded over the remaining service period, Employee acceptance of voluntany
severance benefits is determined by management based on the facts and
circumstances of the benefits being offered, See Note 19 for further informatian.

Guarantess

Liabilities are recognized at the time of issuance or material modification
of a guarantee for the estimated fair value of the obligation it assumes, Fair
value is estimated using a probability-weighted approach. The obligation is
reduced over the term of the guarantee or refated contract in a systematic and
rational method as risk is reduced. Any additional centingent loss for guarantes
contracts subsequent to the initial recognition of a liability is accounted for and
recognized at the time a [0S is probable and can be reasenably estimated. See
Note 7 for further information,

Stock-Based Compensation

Stock-based compensation represents costs related to stock-based
awards granted to employees and Duke Energy Board of Directors (Board of
Directors) members. Duke Energy recognizes stock-based compensation based
upon the estimated fair value of awards, net of estimated forfeitures at the
date of issuance. The recognition period for these costs begins at either the
applicable service inception date or grant date and continues throughout
the requisite service period. Compensation cost is recognized as expense or
capitalized as a component of property, plant and equipment. See Note 20 for
further information.

Income Taxes

Duke Energy and its subsidiaries file a conselidated federal income
tax return and other state and foreign jurisdictional returns. The Subsidiary
Registrants entered into 4 tax-sharing agreement with Duke Energy. Income
taxes recorded represent amounts the Subsidiary Registrants would incur
as separate C-Corporations. Deferred income taxes have been provided for
temperary differences between GAAP and tax bases of assets and liahilities
because the differences creata taxable or tax-deductible amounts for future
periods. Investment tax credits (ITCs) associated with regulated operations are
deferred and amortized as a reduction of income tax expense over the estimated
useful lives of the related properties.
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Positions taken or axpected to be taken on tax refurns, including the
decision to exclude certain income or transactions from a eaturn, are recognized
in the financial statemenis when it is more likely than not the tax position can
be sustained based solaly on the technical merits of the position. The largest
amount of tax benefit that is greater than 50 percent [ikely of being effectively
settled is recorded. Management considers a tax positien effectively settled
when: (i} the taxing authority has completed its examination procedures,
including all appeats and administrative reviews; (if) the Duke Energy
Registrants do not intend to appeal or litigate the tax position included in the
completed examination; and (iii} it is remote that the taxing authority would
examine or re-examineg the tax position. The amount of a tax return position that
is not recognized in the financial statements is disclesed as an unrecognized
tax benefit, If these unrecognized tax benefits are later recognized, then
there will be a decrease in income tax expense or a reclassification between
deferred and current taxes payable. If the portion of tax benefits that has been
recognized changes and those tax benefits are subsequently unrecognized, then
the praviously recognized tax bensfits may impact the financial statements
through increasing income tax expense or a reclassification between deferred
and current taxes payable. Changes in assumptions on tax benefits may also
impact interest expense or interest income and may result in the recognition of
iax penatties.

Tax-related interest and penaities are recorded in Interest Expense and
QOther Income and Expenses, net in the Consolidated Statements of Operations.

See Note 22 for further infermation.

Accounting for Renewable Energy Tax Credits and Cash Grants

When Duke Energy receives 1TCs or cash grants on wind or selar facilities,
it reduces the basis of the property recorded on the Consolidated Balange
Sheats by the amount of the ITC or cash grant and, therefare, the ITC or grant
benefit is ultimately recognized in the statement of operations through reduced
depraciation expense. Additionally, certain tax credits and government grants
result in an initial tax depreciable base in excess of the ook carrying value
by an amount equal o one half of the ITC or government grant. Deferred tax
tenefits are recorded as a reduction to inceme tax expense in the period that the
basis difference is created.

Excise Taxes

Certain excise taxes levied by state or local governmants are required fo
be paid even if not cellected from the customer. These taxes are recognized on a
gross basis. Otherwise, the taxes are accounted for net, Excise taxes accounted
for on a gross basis as both operating revenues and property and other taxes in
the Consolidated Statements of Operations were as follows.

Years Ended December 31,
(in millions} 2016 2015 2014
Duke Energy $362 §$396 § 498
Duke Energy Carolinas n 3l 94
Progress Energy 213 229 263
Duke Energy Progress 18 18 6
Duke Energy Florida 195 213 207
Duke Energy Ohio 100 102 103
Duke Energy Indiana 17 L 38

On July 23, 2013, North Carofina House Bill 998, or the North Carolina
Tax Simplification and Rate Reduction Act (HB 598} was signed into law. HB
998 repealed the utifity franchise tax effective July 1, 2014, The utility franchise
tax was a 3.22 percent gross receipts tax on sales of efectricity. The result
of this change in law is an annual reduction in excise taxes of approximately
$160 million for Duke Energy Carolinas and approximately $110 million for Duke
Energy Progress. HB 998 alse increases sales tax on electricity from 3 parcent
to 7 percent effective July £, 2014. HB 998 requires the NCUC to adjust retafi
glectric rates for the elimination of the utility franchise tax, changes due to the
increase in sales tax on electricity and tha resulting change in liability of utility
companies under the general franchise fax,

Dividend Restrictions and Unappropriated Retained Earnings

Duke Energy does not have any legal, regulatory or other restrictions on
paying common stock dividends to shareholders. However, as further described
in Note 4, due to conditions established by regulators in conjunction with merger
transaction approvals, Duke Energy Carolinas, Duke Energy Progress, Duke
Energy Ghio, Duke Energy Indiana and Piedmant have restrictions on paying
dividends or otherwise advancing funds to Duke Energy. At December 31,

2016 and 2015, an insignificant amount of Duke Energy's consolidated
Retained earnings balance represents undistributed earnings of eguity method
investments.

NEW ACCOUNTING STANDARDS

The following new accounting standards have been issued, but have not
yet been adapted by the Duke Energy Registrants, as of December 31, 20186.

Goodwill Impairment. In January 2017, the Financial Accounting
Standards Board {FASB) issued revised guidance for subsequent measurement
of goodwill, Under the updated guidance, a company will recognize an
impairment to goodwill for the amaunt by which a reporting unit's carrying value
exceeds the reporting unit's fair value, not to exceed the amount of goodwill
allocated to that reporting unit. Duke Energy is unable te determine the future
impact of adepting this guidance.

For Duke Energy, this guidance is effective for interim and annual periods
beginning January 1, 2020, but may be early adopted for interim or annual
goodwill tests performed on testing dates after January 1, 2017. The guidance
will be applied on a prospective basis.

Revenue from Contracts with Customers. In May 2014, the FASB
issued revised accounting guidance for revenue recognition from contracts with
customers. The core principle of this guidance is that an entity should recognize
revenue to depict the transfer of promised goods or services to customers in an
amaunt that reflects the consideration to which the entity expects to be entitled
in exchange for those goods or services. The amendments in this update alse
require disclosure of sufficient information to allow users to understand the
nature, amount, timing and uncertainty of revenue and cash flows arising from
contracts with customers.

Most of Duke Energy's revenue is expected to be in scope of the new
guidance. The majority of our sales, including energy provided to residential
customers, are from tariff offerings that provide natural gas or electricity without
a defined contractual term (“at-will"). For such arrangements, Duke Energy
expects that the revenue from contraets with customers will be equivalent to the
electricity or natural gas supplied and hilled in that period (including estimated
billings). As such, Duke Energy does net expect that there will be a significant
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shift in the timing or pattern of revenue recognition for such sales. The
gvaluation of other revenue streams is ongoing, including long-term contracts
with industrial customers and lang-term purchase power agreements (PPA).

Duke Energy continues te evafuate what information would be most useful
for users of the financial statements, including information already providad
in disclosures outside of the financial statement footnotes. These additional
disclosures could include the disaggregation of revenues by geographic
location, type of service, customer class or by duration of contract (“at-wili"
versus contracted revenue). Revenues from contracts with custemers, revenue
recognized under regulated operations accounting and revenue from lease
accounting will alsa be disclosed.

Duke Energy intends to use the modified retrospective method of adoption
effective January 1, 2018. This method results in a cumulative change effect
that will be recorded as an adjustment to retained earnings as of January 1,
2018, as if the standard had always been in effect. Disclosures for 2018 will
include a comparison to what would have been reported for 2018 under the
current revenue recognition rules in order to assist financial statement users in
understarding how revenue recognition has changed as a result of this standard
and to facilitate comparability with prior year reported results, which are not
restated under the modified retrospective approach.

Leases. In February 2016, the FASB issued revised accounting guidance
for leases. The core principle of this guidance is that a lessee shauld recognize
the assets and liabilities that arise from leases on the halance sheet.

For Duke Energy, this guidance is effective for interim and annual periods
beginning January I, 2019, although it can be early adopted. The guidance
is applied using a modified retraspective approach. Duke Energy is currently
gvaluating the financial statement impact of adopting this standard. Other than
an expected increase in assets and liabilities, the ultimate impact of the new
standard has not yet been determined. Significant system enhancements may
be required to facilitate the identification, tracking and reporting of potential
leases based upon requirements of the new lease standard.

Stock-Based Compensation and Income Taxes. In March 2016, the
FASB issued revised accounting guidance for stock-based compensation
and the associated income taxes. This standard changes certain aspects
of accounting fer steck-based payment awards to employees including the
accounting for income taxes, statutory tax withholding requirements, as
well as classification on the Cansolidated Statements of Cash Flews. The
primary future impact to the Duke Energy Registrants is expected to be a
small increase in the volatility of income tax expense. This guidance will

2. ACQUISITIONS AND DISPOSITIONS

be adepted prospectively, retrospectively, or using a modified retrospective
approach depending on the item changed for the period beginning
January 1, 2017.

Statement of Cash Flows. In November 2016, the FASB issued revised
accounting guidance to reduce diversity in practice for the presentation
and classification of restricted cash on the statement of cash flows. Undes
the updated guidance, restricted cash and restricted cash equivalents will
be included within beginning-of-period and end-of-period cash and cash
equivalents on the statement of cash flows.

For Duke Energy, this guidance is effective for the interim and annual
periods beginning January 1, 2018, although it can be early adopted. The
guidarce will be applied using a retrospective transition method to each period
presented. Upon adoption by Duke Energy, the revised guidance will result in
a change in total cash, cash equivalents and amounts generally described as
restricted cash or resiricted cash equivalents explained when recenciling the
beginning-of-period and end-¢f-period total amounts shown on the statement
of cash flows. Prior to adoption, the Duke Energy Registrants reflect changes in
restricted cash within Cash Flows frem Investing Activities on the Consolidated
Statement of Cash Flows,

Financiai Instruments Classification and Measurement. In January
2016, the FASB issued revised accounting guidance for the classification and
measurement of financial instruments. Changes in the fair value of all equity
securities will be required te be recorded in net income, Gurrent GAAP allows
some changes in fair value for available-far-sale equity securities to be
recorded in AOCI. Additional disclosures will be required to present separately
the financial assets and financial liabilities by measurement category and
form of financial asset. An entity's equity investments that are accounted for
under the equity method of accounting are not included within the scope of
the new guidance.

For Duke Energy, the revised accounting guidance is effective for interim
and annual periods beginning January 1, 2018, by recording a cumulative
change effect that will be recorded as an adjustment to retained eainings
as of January 1, 2018. This guidance is expected to have minimal impact
on the Duke Energy Registrant’s Consolidated Statements of Operations
and Comprehensive Income as ¢changes in the fair value of most of the
Duke Energy Registrants’ available-for-sale equity securities are deferred
as regulatory assets or liabilities pursuant to accounting guidance for
regulated operations.

ACQUISITIONS

The Duke Eneegy Registrants consolidate assets and liabilities from
agqguisitions as of the purchase date and include earnings from acquisitions in
consolidated earnings after the purchase date.

Acquisition of Piedmont Natural Gas

On October 3, 2016, Duke Energy acquired all outstanding common
stock of Piedmont for a tetal cash purchase price of $5.0 billion and
assumed Piedmont's existing long-term debt, which had an estimated fair
value of approximately $2.0 biilion at the time of the acquisition. Piedmont

111

is a North Carelina corporation primarily engaged in regulated natural gas
distribution te residential, commercial, industrial and power generatien
customers in portions of North Carolina, South Carolina and Tennessee.
Piedmont is also invested in joint-venture, enargy-related businesses,
including regulated intarstate natural gas transpartation and storage and
regulated intrastate natural gas transportation. The acquisition pravides
a foundation for Duke Energy to establish a broader, long-term strategic
natural pas infrastructure platform to complement its existing natural gas
pipeline investments and regulated natural gas business in the Midwest. In
connection with the closing of the acquisition, Piedmant hecame a wholly
owned subsidiary of Duke Energy.
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Preliminary Purchase Price Allocation

The preliminary purchase price allocation of the Piedment acquisition is
estimated as follows:

(in millions)

Current assets $ 497
Property, plant and equipment, net 4,714
Goodwill 3,353
Qther fong-term assets 804
Total assets 9,368
Current liabilities, including current maturities of long-term debt 276
Long-term liabilities 1,790
Long-term daht 2,002
Total liahilities 4,368
Total purchase price $ 5000

The fair value of Piedmont's assets and liabilities were determined
based on significant estimates and assumptions that are judgmental in nature,
including projected future cash flows (including timing); discount rates reflecting
risk inherent in the future cash flows and market prices of long-ferm debt.

The preliminary amounts are subject to revision to the extent that additional
information is obtained about the facts and circumstances that existed as of the
acquisitien date.

The majority of Piedmont's eperations are subject to the rate-setting
autnority of the NCUG, the PSCSC and the TRA and are accounted for pursuant
to accounting guidance for regulated operations. The rate-setting and cost
recovery provisions currently in place for Piedmont’s regulated operations
provide revenues derived from cests, including a return en investment of assets
and liabilities included in rate base. Thus, the fair value of Piedmont's assets
and liabilities subject to these rate-setting provisions approximates the pre-
acquisition carrying values and dees not reflect any net valuation adjustments.

The significant assets and liabilities for which valuation adjustments
were reflected within the purchase price allocation include the acquired equity
method investments and long-term debt. The difference between the preliminary
fair value and the pre-merger carrying values of long-term debt for regulated
operations was recorded as a regulatory asset.

The excess of the purchase price over the estimated fair value of
Piedmont's assets and liabilities on ha acquisition date was recorded as
goodwill. The goodwill reflects the value paid by Duke Energy primarily for
establishing a broader, long-term strategic natural gas infrastructure platform,
an improved risk profile and expected synergies resulting from the combined
entities. See Note 11 for information related to the allocation of goodwill to Duke
Energy's reporting uniis.

Accounting Charges Related to the Acquisition

Duke Energy incurred pretax non-recurring transaction and integration
costs associated with the acquisition of $439 million and $9 million for the
years ended December 31, 2016 and 2015, respectively, Amounts recorded on
the Consolidated Statements of Operations in 2016 include:

« |nterest expense of $234 millien refated to the acquisition financing,
including realized losses on forward-starting interest rate swaps of
$190 million. See Note 14 for additional information on the swaps.

112

« Charges of $104 million related to commitments made in cenjunction
with the transaction, including charitable contributions and a one-
time bill credit to Piedmont customers. $10 million was recorded as
a reduction in Operating Revenues, with the remaining $34 millian
recorded within Operation, maintenance and other.

« (ther transaction and integration costs of $1G1 millian recorded to
QOperation, maintenance and other, including professional fees and
Severance.

Pro Forma Financial Information

The following unaudited pro farma financial information reflects the
combined results of operations of Duke Energy and Piedmant as if the merger
had occurred as of January &, 2015. The pro farma financial information does
not include potential cost savings, intercompany revenues, Piedmont's earnings
from a certain equity method investment sold immediately prior to the merger
or non-recurring transaction and integration costs incurred by Duke Energy and
Piedmant. The after-tax non-recurring transaction and integration costs incurred
by Duke Energy and Piedmont were $279 million and $19 million for the years
ended December 31, 2016 and 2015, respectively.

This information has been presented for illustrative purposes only and is not
nacessarily indicative of the consolidated results of operations that would have
been achieved or the future consolidated results of operations of Duke Enargy.

Years Ended December 31,
{in milfions) 2016 2015
Operating Revenues $ 23,504 § 23,570
Net Incomea Attributable to Duke Energy Corporation 2,442 2,877

Piedmont's Earnings

Piedmont's revenues and net income included in Duke Energy’s
Consolidated Statements of Operations for the year ended December 31, 2016,
were $367 million and $20 million, respectively. Piedmont’s revenues and net
income for the year ended December 31, 2016 include the impact of nan-
recurring transaction costs of $10 million and $46 million, respectively.

Acquisition Related Financings and Other Matters

Duke Energy financed the Piedmont acquisition with a combination of debt
and equity issuances and other cash sources, including:

* $3.75 hillion of long-term dabt issued in August 2016.

« $750 million borrowed under the $1.5 billion sﬁoﬂ-term loan facility in
September 2016, which was repaid in December 2016.

» 10.6 million shares of common stack issued in October 2016 for net
cash proceeds of approximately $723 million.

The $4.9 billion senfor unsecured bridge financing facility (Bridge Facility)
with Barclays Capital, Inc. (Barclays) was terminated following the issuance
of the long-term debt, For additional information related to the debt and
equity issuances, see Notes 6 and 18, respectively. For addifienal information
regarding Duke Energy's and Piedmont's joint investment in Atlantic Coast
Pipeline, LLC (ACP), se¢ Note 4,
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Purchase of NCEMPA&'s Generation

On July 31, 2015, Duke Energy Progress completed the purchase of
North Carolina Eastern Municipal Power Agency’s (NCEMPA) awnership
interests in certain generating asseis, fuel and spare parts inventory
jointly ewned with and gperated by Duke Energy Pragress for approximately
$1.25 billion. This purchase was accounted for as an asset acquisitien,

The purchase resulted in the acquisition of a total of approximately 700
megawatts (MW) of generating capacity at Brunswick Nuclear Plant
{Brunswick), Shearon Harris Nuclear Plant (Harris}, Mayo Steam Plant

and Roxbero Steam Plant. In connection with this transaction, Duke Energy
Progress and NCEMPA entered into a 30-year wholesale power agreement,
whereby Duke Energy Progress will sell power to NCEMPA to continue to meet
the needs of NCEMPA customers.

The purchase price exceedad the historical carying value of the
acquired assets by $350 million, which was recognized as an acquisition
adjustment and recorded in property, plant and equipment. Duke Energy
Pragress established a rider in North Carolina to recover the costs to acquire,
aperate and maintain interests in the assets purchased as allocated to
its North Carolina retail operations, in¢luding the purchase acquisition
adjustment, and included the purchase acquisitien adjustment in wholesaie
power formula rates.

Duke Energy Progress received an order from the PSCSC to defer recovery
af the South Carolina retail allocated costs of the asset purchased until Duke
Energy Progress’ next general rate case, which was filed in July 2016, In
QOctaber 2016, Duke Energy Progress, the Office of Regulatery Staff (ORS) and
intervenors entered into a settlement agreement that provides for recavery of
the historical carrying value of the South Carolina allocated purchased costs
of the iransaction. The seftlement agreement was approved by the PSCSC in
December 2D16. See Note 4 for additional infarmation an the South Carolina
rate case.

The awnership interests in generating assets acquired are subject to
rate-setting authority of the FERC, NCUC and PSCSC and accordingly, the
assets are recorded at historical cost. The assets acquired are presented in
the following table.

{in millions)

Inventary $ 56
Net property, plant and equipment 845
Total assets 501
Acquisition adjustment, recardad within property, plant and equipment 356
Total purchase price $ 1,251

In connection with the acquisition, Duke Energy Pragrass acquired
NCEMPA's NDTF assets of $287 million and assumed AROs of $204 million
associated with NGEMPA's interest in the generation assets. Tha NDTF and the
AROs are subject to regulatory accounting treatment.
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DISPOSITIONS

The follawing table summarizes the {Less) Income from Discontinued
Operations, net of tax recorded on Duke Energy's Consolidated Statements of
Operations:

Years Ended December 31,
(in milligns) 2016 2015 2014
International Energy Dispesal Group $(53) $157 OB
Midwest Generation Dispasal Group 36 33 (524)
Qther® 20 (13) (52)
{Loss) income from Discontinued Operations, netof tax  $ (408) & 177 §(549)

(a) Helates to previously sold businesses not related ta the Disposal Groups, The amount for 2016 represents

an incoma tax benefit resulting from immaterial out of perind deferred tax liability acjustments, The
amounts for 2015 and 2014 include indemnifications provided for certain legal, tax and environmental
matters and farelgn currency translation adjustments.

Sale of International Energy

In February 2016, Duke Energy announced it had initiated a process
to divest its Internaticnal Energy businesses, excluding the equity method
investment in NMC (the International Disposal Group), and in October 2016,
announced it had entered into two separate purchase and sale agreements to
execute the divestiture, Both sales closed in December of 2016, resulting in
availablg cash proceeds of $1.9 billion, excluding transaction costs. Praceeds
were primarily used to reduce Duke Energy halding company debt. Existing
favorable tax attributes result in no immediate U.S. federal-level cash tax
impacts. Details of each transaction are as follows:

* On December 20, 2016, Duke Energy closed on the sale of its awnership
interests in businesses in Argentina, Chile, Ecuador, El Salvador,
Guatemala and Peru to | Squared Capital. The assets sold included
approximately 2,230 MW of hydroelectric and natural gas generation
capacity, transmission infrastructure and natural gas processing
facilities. | Squared Capital purchased the businesses for an enterprise
value af $1.2 billion,

* On December 29, 2016, Duke Energy closed on the sale of its Brazilian
business, which included approximately 2,090 MW of hydraelectric
generation capacity, to CTG for an enterprise value of $1.2 billion. With
the closing of the CTG deal, Duke Energy finalized its exit from the Latin
American market.

Assets Held For Sale and Discontinued Operations

As a result of the transactions, the International Dispesal Group was
classified as held for sale and as discontinued operations in the fourth quarter
of 2016, Interest expense directly associated with the International Disposal
Group was allocated to discontinued operations. No interest from corporate (evel
debf was allocated to discontinued operations.
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The fotlowing table presents the carrying values of the major classes of
Assets held for sale and Liabilifies associated with assets held for sale included
in the Consolidated Balance Sheets. As a result of Duke Energy closing both
transactions in December 2016, there are no Asseis held for sale or Liabilities
assaciated with assats held for sale as of December 31, 2016,

{in millions} December 31, 2015
Current assets held for sale
Cash and cash equivalents $  4n
Receivables, net 188
[nventary 65
Qther 19
Tetal curent assets held for sale 746
Noncurrent assets held for sale
Property, Plant and Equipment
Cost ' 2,858
Accumulated depreciation and amortization (930}
Net property, plant and equipment 1,929
Goodwill 2n
QOther 213
Total nongurrent assets held for sale 2413
Total assets held for sale $ 3159
Current liabilities associated with assets held for sale
Accounts payable $ 51
Taxes accrued 60
Current maturities of long-term debt 48
Other 121
Total current liabilities associated with assets hield for sale 21
Nancurrent liabilities associated with assets held for sale
Long-Term Debt 653
Deferred income taxes 157
Other 90
Total noncurrent liabilities associated with assets held for sale 510
Total liabilities associated with assets held for sale $ 11

The value of goodwill increased by $7 million from December 31, 2015
through the date of sale as a result of changes in foreign currency exchanges
rates. At the time of the disposition, the International Disposal Group included
goadwill of $278 méltion.

The following table presents the results of the International Disposal
Group, which are included in {Loss) Income from Discontinued Operations, net
af tax in Duke Energy's Consolidated Statements of Operations.

Years Ended December 31,
{in méllions) 016 2015 2014
Operating Revenues $983 31088 $1417
Fuel used in electric generation and purchased pawer 221 306 486
Cast of natural gas 43 53 63
Operation, maintenance and other 1 334 352
Oepreciation and amortization® 62 92 97
Property and other taxes 15 i 9
Impairment charges®™ 194 13 —_
{Loss) Gains on Sales of Other Assets and Other, net (3) ) 6
Other Income and Expenses, net 58 23 47
Interest Expense 82 85 9
Pretax loss on disposal® (514) — —
{Loss) Income before income taxes™ (435) 27 370
Income tax expense®® 83 i0 443

{Loss) Income from discontinued operations of the

International Disposal Group $(53) $ 157 § (0

{a) Upon meeting he criteria for assets held for sale, beginring in the fourlk quarter of 2016 depreciation
gxpense was ceased,

(&) In conjunction with Lhe advancements of marketing efforls during 2016, Duke Energy performed recoverability
tests of the long-lived asset groups of Imtematiena| Energy. As a result, Duke Energy determinad Lhe earmying
valua of terlain assets in Central America was nof fully recoverable and recorded a pretax impairment
chrarge of $194 million. The charge represemts lhe excess of carrying value over the estimated falr value of
the assets, which was based on a Level 3 Fair Value measurement that was primarlly determined from Lhe
income approach using discounted cash flows but 2150 considered market information obtaingd in 2016,

{c) The pretax loss en disposal includes the recognition of cumulative foreign currency translation fosses of
$620 milllon as of the disposal date, See the Consalidated Statements of Changes in Equity for additional
information.

(d)  Pretax (Loss) Income aitributable to Duke Energy Corporation was $(445) million, $221 million and $360
million for the years ended December 31, 2016, 2045 and 2014, respectively,

(e} 2016 amoust includes $126 milllan of income tax expanse or: Lhe dispasal, which primarily reflects in-
country taxes incurred as a result of the sale. The after-tax loss on disposal was $640 million.

() 2016 amount includes an income tax benefit of $35 million and 2014 2mount includes an incomg tax
charge of $373 million refated to historical undistributed forsign eamings. See Nate 22, “Income Taxes,”
for additional information.

Duke Energy has elected not to separately disclose discentinued
operations an the Consolidated Statements of Cash Flows, The following table
summarizes Duke Energy’s cash flows from discontinued aperations related to
the International Disposal Group.

Years Ended December 31,
{in millions) 2016 2015 2014
Cash flows provided by (used in):
Operating activities $200 $248 $33
Investing activities {434) 177 111

Other Sale Relatad Matters

Duke Energy will provide transition services to CTG and | Squared for a period
not to extend beyond March 2017 and September 2017, respectively. in addition,
Duke Energy will reimburse CTG and | Squared for all tax obligations arising from
the period preceding consummation an the fransactions, tetaling approximately
$78 million. Duke Energy has not recorded any ather liabilifies, contingent liahilities
or indemnifications related to the International Disposat Group.
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Midwest Generation Exit

Duke Energy, through indirect subsidiaries, completed the sale of the Midwest Generation Disposal Group to a subsidiary of Dynegy on April 2, 2015, for
approimately $2.8 billian in cash. The nonregulated Midwest generation business included generation facilities with approximately 5,900 MW of owned capacity located
in Ohio, Pennsylvania and lltinois. On April 1, 2015, prior to the sale, Duke Energy Ohio distributed its indirect ownership interest in the nonregulated Midwest generation
business to a subsidiary of Duke Energy Corporation.

Duke Energy utilized a revolving credit agreement (RGA) to support the operations of the nonregulated Midwest generation business, Duke Energy Ohio had a
power purchase agreement with the Midwest Generation Dispesal Group for a pertion of its standard service offer (S30) suppiy requirement. The agreement and the
S50 expired in May 2015.

The results of operations of the Midwest Genaration Disposal Group prior to the date of sale are classified as discontinued operations in the accompanying
Consolidated Statements of Operations. Interest expense associated with the RCA was allocated te discentinued operations. Ne other interest expense related to
corporate level debt was allocated to discontinued operations. Certain immaterial costs that were eliminated as a result of the sale remained in continuing operations.
The following table summarizes the Midwest Generation Disposal Group activity recorded within discontinued operations.

Duke Energy Duke Energy Ghio
Yaars Ended December 31, Years Ended December 31,
{in miltions) 2016 2015 2014 2016 2015 2014
Dperating Revenues $ — $ 583 $1mM8 ¢ — 0§ 412 $ 1299
Pratax Loss on disposal® — {45) (929) — (52 (953)
Income (loss) befora income taxes™ $§ — $ 8 § @I $ — § 4§ (863
Income tax (henefit) expense™ (36} 26 294 (36) 21 (300
Incame (loss) fram disconfinued operations $ 3% $ 33 § G2y % 3% 0§ 23 5 (563

{2) The Loss pn dispasal includes impairments recorded to adjust the carning amount of the assets o the estimated fair value of the business, based on the seling prics to Dynegy less cost ta sall.
{6) 2015 amounts include the impact of an $81 millin charge for the settlement agreement reached in 3 lawsuit refated to the Midwest Gengration Oisposal Group. Refer to Note 5 far further infarmatian about the lawsuit,
{c) 2016 amounts result from immaterial out of perind deferred tax fiability adjustments.

3. BUSINESS SEGMENTS

Duke Energy evaluates segment performance based on segment income. Electric Utilities and Infrastructure includes Duke Energy's regulated
Segment income is defined as income from continuing eperations net of inceme glectric ufilities in the Carolinas, Florida and the Midwest. The regulated
attributable to noncontrolling interests. Segment income, as discussed below, electric utilities conduct eperations through the Subsidiary Registrants that are
includes intercompany revenues and expenses that are eliminated in the substantially all regulated and, accordingly, qualify for regulatory acceunting
Consolidated Financial Statements. Certain governance costs are allocated treaiment, Electric Utilities and Infrastructure afso includes Duke Energy's
to each segment, In addition, direct interest expense and income taxes are commercial electric transmission infrastructure investments.
included in segment inceme, (Gas Utilities and Inirastructure contains Piedmont, Duke Energy’s natural

Operating segments are determined based on informaticn used by the gas local distribution cempanies in Ohig and Kentucky, and Duke Energy's
chief operating decision-maker in deciding how to allocate resources and natural gas storage and pipefine investments. Gas Utilities and Infrastructure's
evaluate the performance of the business. operations are substantially all regulated and, accordingly, qualify for regulatory

Produgts and services are sold between affiliate companies and accounting treatment.
teportable segments of Duke Energy at cost. Segment assets as presented in the Commercial Renewables is primarily comgrised of nonregulated utility
tables that fellow exclude all intercompany assets. scale wind and solar generation assets located throughout the U.S,

In December 2016, Duke Energy closed on the sale of the Internatignal
DUKE ENERGY Disposal Groug, which includes the former International Energy business

‘ . segment, excluding the equily method investment in NMC. Resulis of the
Due to the Piedment acquisition and the sale of [nternational Energy inthe  |nternational Disposal Group are presented within Discontinued Operations
fourth quarter of 20186, Duke Energy's segment structure has been realigned to for all periods and results of NMC are presented within Other for all periods,
include the fU"UWing segments: Electric Utilities and Infrastructure, Gas Utilities as describad below. See Note 2, "Acquisitiuns and Dispgsitions" for additional
and Infrastructure and Commercial Renewables, Prior period information has information related te the sale.
been recast to conform to the currant segment structure, See Note 2 for further
information an the Piedmont and International Energy transactions.
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The remainder of Duke Energy’s operations is presented as Other, which is primarily comprised of unallecated corparate interest expense, unaliocated corporate
casts, contributions to the Duke Energy Foundation and the aperations of Duke Energy's wholly owned captive insurance subsidiary, Bison Insurance Company Limited
{Bison). As discussed above, Other also includes Duke Energy's 25 percent interest in NMC, a large regional producer of methyl tertiary butyl ether (MTBE} located in

Saud Arabia. The investment in NMC is accounted for under the equity method of accounting,

Year Ended December 31, 2016

Elsctric Gas Total
Uitilities and Utilities and Commercial Reportable
(in millions) Infrastructure Infrastructure Renewables Segments Other Eliminations Total
Unaffiliated Revenues $ 21,338 $ 815 $ 484 $ 22605 § 48 $ — $ 2243
Intersegment Ravenugs 30 2 — 56 69 {125} —
Total Revenues $ 21,366 $ 9m $ 484 $ 22751 § 117 $ (129) $ 22,143
Interest Expense $ 1,136 $ 48 $ 53 $ 1235 § 693 $ (13§ 1916
Depreciation and amortization 2,897 115 130 3,142 152 — 3,294
Equity in earnings {losses} of unconsolidated affiliajes™ ] 19 (82) (58) 43 — (15)
Income tax expense (henefit) 1,672 90 (150) 1,602 {446) — 1,156
Segment income (loss)% 3,040 152 23 3,215 (645) 1 2,871
Add back nanconteolling interest component 7
Loss fram discontinued operations, net of tax< {408)
Net income $ 2170
Capital investmants expenditures and acquisitions™ $ 6649 $ 5,519 $ 857 $ 13025 § 190 $ — % 1325
Segment assets 114,993 10,760 4311 130,130 2443 188 132,761

{a} Commercial Renewables includes a pretax impairment charge of $71 million. See Note 12 for additional infarmation.

{b} Otherincludes $329 million of after-tax costs to achieve mergers. Refer to Note 2 for additional information on costs retated to the Piedmont merger.

{c) Otherincludes afer-tax charges of $57 million related to cost savings initiatives. Refer to Note 19 far further inforrmation,
{d} Inchudes a loss on sale of the International Disposal Group. Refer to Note 2 for furiher information.

{e) Otherincludes $26 million of capital investments expenditures refated fo the Infernational Disposal Group, Gas Utilities and infrastructure includes the Piedmaont acquisition of $5 billion. Rafer o Nate 2 for rmore information on

the Piedmont acquisition.

Year Ended December 31, 2015

Electric Gas Total

(Hilities and Utilities and Commergial Reportable
(in millions) Infeastructurs Infrastructure Renewables Segments Other Eliminations Total
Unaffiliated Revenues $ 21,489 $ 536 $ 286 $ 22,311 $ 60 § — ¢ 23N
Intersegment Revenues 32 ] — 37 73 (112) —
Total Revenues $ 21,521 $ 541 $ 286 $ 22348  § 135 12 $ 22371
nterest Expense $ 1,01 $ B $ M $ L143  § 3% $ 9§ 1527
Depreciation and amortization 2,735 79 104 2,918 135 — 3,093
Equity in earnings {losses) of unconsolidated affiliates (2 1 (6) )] 76 — 69
Income tax expense (benefit) 1,602 44 (128 1,518 (262} — 1,256
Segment income (loss)@e 2,819 73 52 2,944 (299} — 2,645
Add back aoncontralling imterest component 9
Income fram discontinued aperations, net of tax® 177
Net income $ 2831
Capital investments expenditures and acquisitions® $ 6852 § $ 1,019 $ BI105 § 258 $ — ¢ 8363
Segment assats® 109,097 2,637 3861 115,595 5,313 188 121,156

(a) Electric Utllities and Infrastructure includes an afer-tax charge of $58 millfon refated to the Edwardsport setllement. Refer ta Nolo 4 tor furlher information,

(h)  Other includes $60 milkion of after-tax costs to achieve mergers.

{c)  Other includes aker-tax charges of $77 million related to cost savings initiatives. Refar 1o Nate L9 for further information,

{d) Includes the impact of 2 setilement agreement reached in a lawsuit related to the Midwest Generation Disposal Group. Refer to Note 5 for furlher infarmation related to the lawsuit and Note 2 for furlher information on

discontinued opsrations,

{¢) Other includes capital investment expenditures of $45 million refated to the International Disposal Group,
(I} Other includes Assets Held for Sale balances related to the International Disposal Group. Refer to Note 2 for further information.
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Year Ended December 31, 2014
Electric Gas Total
Utilities and Utilities and Commercial Repartable
{in millions) Infrastructure  [nfrastructure Renewablas Segments Other Eliminations Total
Unaffiliated Revenues $ 21,655 $§ 573 $ 235 $ 22463 § 46 $ — § 22509
Intersegment Revenues 36 5 1 42 70 (112 —_
Tota) Revenues $21,691 $ 578 $ 236 $ 22505 § 116 $(112) § 22,509
Interest Fxpense $ 1,057 $ 37 $ 50 $ 1144 § 409 $) § 1529
Depreciation and amartization 2,686 73 90 2,849 120 — 2,969
Equity in earnings {losses) of unconsolidated affiliates n —_ 8 7 123 — 130
Income tax expense (benefit) 1,582 45 (88) 1,539 (314) — 1,225
Segment income (loss)eHe 2,114 80 53 2,847 (332 18 2,533
Add back noncontralling interest component 5
Lass from discontinued operations, net of tax® (64%)
Net income § 1889
Capital investments expenditures and acquisitians™ $ 4,642 § 121 § 514 $ 5277 § 251 $ — § 552
Segment assets® 104,119 2512 2,981 109,612 10,755 190 120,557

{a) Other includes & $94 milkion pretax impairment charge related ta Ohio Yalley Eleclric Corporation (OVEC) and costis to achieve mergers.

{b)  Electric Lhilities and Infrastrugture inclodes pretax charges of $102 millian related to the criminal investigation of the Dan River coal ash spill, See Note 5 for additional information,
(e} Includes an impairment of the Midwest Generation Disposal Group. Refer to Nate 2 for furlher information.

(dy Cther includes $67 million of capital investments expenditures and acquisitions of the Intemational Disposal Group,

(e} Olher includes Assets Held for Sale balances related to the Intemational Disposal Group and Midwest Generatien Dispasal Group. Refer to Note 2 for further information.

Geographical Information
For the years ended December 31, 2016, 2015 and 2014, all assets and revenues are within the U.S.

Products and Services
The following table summarizes revenues of the reportable segments by type.

Retail Whalesale Retail Total
(in millions) Electric Electric Natural Gas Other Revenues
2016
Electric Litilities and Infrastructure 18,338 $ 2,005 4 — $ $ 21,366
Gas Utilities and Infrastruciure — — 8711 30 901
Commercial Renewables — 303 — 181 434
Total Reportable Segments $ 18,338 $ 2398 $ $ 1144 $ 22,751
2015
Electric Utilities and Infrastructure $ 18,695 $ 2014 $ — $ 812 $ 21,521
Gas Utllities and Infrastructura — — 546 (5) 541
Commercial Renewables — 245 — a1 286
Total Reportable Segments $ 18,695 $§ 2,299 $ a46 § a4 $22,348
2014
Elactric Utilities and Infrastructure $ 15,007 $ 1879 $ — $ 805 $ 21,691
Gas Uiilities and Infeastructura — — 571 7 578
Commercial Renewables —— 236 — — 236
Total Reportable Segments $ 19,007 $ 2115 $ 5N $ 812 $ 22,505
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Duke Energy Ohio has two reportable aperating segments, Electric Utilities and Infrastructure and Gas Utilities and Infrastructure.

Electric Utilities and Infrastructure transmits and distributes electricity in nortions of Ohia and generates, distributes ard sells electricity in partions of Kentucky.
Gas Utilities and Infrastructure transports and sells natural gas in portions of Ohio and northern Kentucky. It conducts operations primarily through Duke Energy Qhio
and its wholly owned subsidiary, Duke Energy Kentucky.

QOther is primarily comprised of governance costs allocated by its parent, Duke Energy, and revenues and expenses related to Duke Energy Ohio’s contractual
arrangement o buy power from OVEC’s power plants. Far additional infermation on related parly transactions refer te Note 13. All of Duke Energy Ohig's revenues are
generated demestically and its long-lived assets are all in the U.S.

Year Ended December 31, 2016

Electric Gas Total
Utilities and Utilities and Reportable
(in millions) Infrastructure Infrastructure Segments Other Eliminations Total
Total revenues $ 1,410 $ 503 $ 1913 § A $ —§ 14
Interest expense $ 58 $ 2 ¢ 85 $ 1 $ — 4% 85
Depreciation and amortization 151 80 231 2 —_ 233
Income tax expense (benefit) 55 44 93 (21) — 8
Segment income (loss) 154 11 231 (39) — 192
Income from discontinued operations, nes of tax 36
Net income $ 228
Capital expenditures $ 32 $ 154 $ 46§ — § — % 41
Segment assets 4782 2,696 7478 62 (12} 1,528
Year Ended December 31, 2015
Electric Gas Total
Iilitiesand . Utilities and Reportable
(in millions) Infrastructurs Infrastructure Segments Other Eliminations Total
Total revenues $ 1,331 $ 541 $ 1,872 $ 3 $ — § 1995
Interest expense $ 53 $ 25 $ 78 31 P} — 5 N
Depreciation and amortization 147 79 226 1 — 227
Inceme tax expense (benefit) 59 45 104 (23) — 81
Segment income (loss) 118 73 191 41 {1 149
Income from discontinued operations, net of tax 23
Net income § 12
Capital axpenditures $ 264 $ 13 $ 399 5 — $ — § 399
Segment assets 4,534 2,516 7,050 56 @ 709
Year Ended December 31, 2314
Electric Gas Total
Uiilities and Utilities and Reportable
(in millions} Infrastructure Infrastructure Segments Other Eliminations Tofal
Total revenues $ 1317 $ 578 $ 1,895 519 $ 0 31913
Interest expense $ 43 0¥ $ 80 $ 5 $ 1 % 86
Depreciation and 2mertization 138 73 211 3 — 214
Income tax expense (benefit) 71 45 116 (73) — 43
Segment income (loss)®! 122 &0 202 (133) 14] 68
Loss from discontinued operations, net of tax® (563)
Net loss 3 (495
Capital expenditures $ 193 $ 107 $ w0 § 22 $ — ¢ 3z
Segment assets™ 4,428 2,487 8,915 33z {243) 9,993

{a) Otherinciudes a $94 million pretax impairment charge related to OVEC.

{h}  Includes an impaiment of the Midwest Generation Disposal Group. Refer to Note 2 for furlber Information.
{t) Otherincludes Assets Held for Sale balances refated to the Midwest Generation Disposal Group. Refer to Note 2 for further information,
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DUKE ENERGY CAROL!NAS, PROGRESS ENERGY, DUKE ENERGY PROGRESS, DUKE ENERGY FLORIDA AND DUKE ENERGY INDIANA

The remaining Subsidiary Registrants each have one reportable operating segment, Electric Utilities and Infrastructure, which generates, transmits, distributes
and sells electricity, The remainder of each company's operations is classified as Other. While not considered a reportable segment for any of these companies, Other
consists of certain unallocated carporate costs. Qther for Progress Energy alsa includes interest expense on corporate debt instruments of $221 million, $240 million
and $241 million for the years ended December 31, 2016, 2015 and 2014. The following table summarizes the net loss for Other for each of these entities.

Years Ended Docember 31,

(in miilions) 2016 2015 2014
Duke Energy Carolinas $(104  § (99 & (9
Progress Energy (200) (159) (190}
Duke Energy Progress (56} (32 (31}
Duke Energy Florida (23) (16) (19
Duke Energy Indiana (13) (10 (i

The assets of Duke Energy Carolinas, Progress Energy, Duke Energy Pragrass, Duke Energy Florida and Duke Energy Indiana ara substantially all included within
the Hectric Utilities and Infrastructure segment at December 31, 2016, 2015 and 2014.

4. REGULATORY MATTERS

REGULATORY ASSETS AND LIABILITIES

The Duke Energy Registrants recerd regulatory assets and liabilitias that rasult from the ratemaking process. See Note 1 for further information.
The following tables present the regulatory assets and liabilities recerded on the Censolidated Balance Sheets,

December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy  Energy Energy
{in millions} Energy  Carolinas Energy  Prograss Florida Ohio  Indiana
Regufatory Assefs
AROs - coal ash $ 3761 $1,536 $1,830 $1,822 $ 8 $12  § 276
AROs -~ nuclear and other 684 9 969 215 294 — —
Accrued pension and OPEB 2,381 481 882 423 458 135 222
Retired generation facilities 534 kK] 422 165 257 — 13
Ogbt fair value adjustment 1,313 — — — — — —
Net regulatory asset related to income taxes 894 484 231 1 224 63 119
Storm ¢ost deferrals 153 — 148 148 — 5 —
Nuclear asset securitized balance, net 1,193 — 1,193 — 1,193 —_— —_
Hedge costs and other deferrals 17 93 51 66 25 7 26
Derivatives — gas supply contracts 187 — — — — — —
Demand side management (OSM)/Energy efficiency (EE) 407 122 278 263 15 6 —_
Grid modernization 65 — — — — 65 —
Vacatian accrual 196 76 38 38 — 4 10
Deferred fuel and purchased power 156 — 111 24 81 9 40
Nuclear deferral 226 92 134 38 1 — —
Post-in-service carrying costs and deferred operating expenses 413 10 42 42 — 20 281
Gasification services agreement buyout 8 — — — — —_ 8
Transmission expansion obligation n — — — — n —_
Manufactured gas plant (MGP) 99 — — — — 99 —
Advanced metering infrastructure 218 172 — — — — 48
NCEMPA deferrals 51 —_ 51 51 — —_ —
East Bend deferrals 32 —_ — —_ —_ 32 —
Cther 636 223 103 69 36 33 121
Total regulatary assets 13,901 3,397 6,123 3431 2,693 597 1,222
Less: cureent portion 1,023 238 401 188 213 37 149
Total noncurrent regulatory assats $12,878 $3,159 $5,722 $3,243 $2,480 $520 $1,073
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December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy  Energy  Energy
(in millions) Energy  Carolinas Energy  Progress Florida Dhiec  Indiana
Regulatory Liabilities
Costs of removal $ 6,074 $2.476 $2,198 $1,840 $ 358 $212 $660
Amounts fo be refundad o customers 45 — — — —_ — 45
Storm reserve 83 22 60 — 60 1 s
Accrued pension and CPEB 14 46 — — — 19 72
Deferred fuel and purchased power 192 105 81 54 17 6 —
Dther 722 352 243 200 4 19 11
Total regulatory liabilities 71,280 3,001 2,584 2,104 419 297 788
Less: current portion 409 161 189 158 i i | 40
Total nancurrent regulatory liabilities $ 6,881 $2.840 $2,395 $1,946 $48 $23 $748
December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy  Energy Energy
(in milllons) Energy  Carolinas Energy  Progress  Florida Chio  Indiana
Regulatory Assets
ARCs — coal ash $ 2,555 $1,120 $1,394 $1386 § 8 $ 4 %37
AROs — nuclear and other 838 104 487 195 292 — —
Accrued pension and OPEB 2,151 479 807 366 441 139 220
fetired generation facilities 509 49 409 179 230 — 51
Deht fair value adjustment 1,191 — — — — —_ —
Net regulatory asset related to income taxes 1,075 564 318 106 212 55 120
Nuclear asset securitizable balance, net 1,237 — 1,237 — 1,237 — —
Hedge costs and other deferrals a7l 127 410 171 239 7 27
DSM/EE 340 a0 250 237 13 10 —
Grid mademization 68 — — — — 68 —
Vacation accrual 192 79 38 38 — 5 10
Deferred fuel and purchased power 151 21 129 93 36 1 —
Nuclear deferral 245 107 138 62 76 — —
Post-in-service carrying costs and defesred operating expenses 383 97 38 38 — 21 221
Gasification services agreement buyout 32 — — — — — 32
Transmission expansion obligation 12 — — — — 72 —
MGP 104 — — — — 104 —
NCEMPA defemrals 21 — 21 21 — — —
East Bend deferrals 16 — — — — 16 —
Qther 499 244 121 82 39 k]| 94
Total regulatory assets 12,250 3,07 5,797 2,914 2,823 533 818
Less; current portion 877 305 362 264 93 36 102
Total noncurrent ragulatory assets $11,373 $2,766 §5,435 $210  $272% $497 $716

120



PART Il

. KyPSC Case. No. 2017-00321
FR 16(7)(!) Attachment Annual Report 2016

Page 138 of 258
DUKE ENERGY CORPORATION = DUKE ENERGY CAROLINAS, LLC = PROGRESS ENERGY, INC. »
DUKE ENERGY PROGRESS, LLC « DUKE ENERGY FLORIDA, LLC = DUKE ENERGY OHIQ, INC. « DUKE ENERGY INDIANA, LLC
Combined Notes to Consolidated Financial Statements — (Continued)
December 31, 2015

Duke Duke Duke Duke Duke

Duke Energy  Progress Enerpy  Energy  Energy Energy

{in millions} Engrgy  Carolinas Energy  Propress  Florida Ohio  Indiana
Regulatory Liahilities

Costs of removal $5,329 $2,413 $2,078 $1725 § 353§ $616

Amounts to be refunded to custornars i1 — — — — — 7l

Storm reserve 150 24 125 — 125 1 —

Accrued pension and OPEB 288 68 51 25 26 21 83

Deferred fuef and purchased power 31 55 255 58 197 1 —

QOther 506 281 164 155 8 12 46

Total regulatory liabilities 6,695 2841 2,673 1,963 709 257 816

Less: cursent portion 400 39 286 85 200 12 62

Total noncurrent regulatory liahilities $6,255 $2,802 $2,387 $1,878 % 509 $245 $754

Descriptions of regulatory assets and liabilities, summarized in the tables
ahove, as well as their recovery and amartization periods follow. [tems are
excluded from rate base unless otherwise noted.

AROs — coal ash. Represents regulatory assets including deferred
depreciation and accretion related to the legal ebligation to close ash basins.
The costs are deferred until recovery treatment has been determined. The
recovery period for these costs has yet to be established. Duke Energy
Carolinas, Duke Energy Progress and Duke Energy Ohio earn a debt return on
their expenditures. See Notes 1 and 9 for additfonal informatian,

AROs — nuclear and other. Represenis regulatory assets, including
deferred depreciation and accretion, related to legal obligations associated
with the future retirement of property, plant and equipment, excluding amounts
related to coal ash. The ARDs relate primarily to decommissioning nuclear power
facilities. The amounts alsa include certain deferred gains on NDTF investments.
The recovery peried for costs related to nuclear facilities runs through the
decommissioning peried of each nuclear unit, the latest of which is currently
estimated to be 2086. See Notes 1 and 9 for additional information.

Accrued pension and OPEB. Accrued pension and other post-retirement
benefit obligations (OPEB) represent regulatory assets and liabilities related fo
each of the Duke Energy Registrants' respective shares of unrecognized actuarial
gains and losses and unrecognized prior service cost and credit attributable to
Duke Energy’s pension plans and OPEB plans. The regulatory assaf or liability is
amortized with the recognitien of actuarial gains and losses and prior service cost
and credit to net periodic benefit costs for pension and OPEB plans. The accrued
pension and QPEB regulatory asset is expected to be recovered primarily over
average remaining service periods of active employees covered by the benefit
plans, which is approximately nine years. See Nate 21 for additional detail.

Retired generation facilities. Duke Energy Carolinas earns a return
on the outstanding retail balance with recovery periods ranging from one fo six
years. Duke Energy Progress eams a return on the outstanding balance with
recovery over & period of 10 years beginning in 2013 for refail purposes and
over the longer af 10 years or the previously estimated planned retirement date
for wholesale purposes. Duke Energy Indiana eams a return on the outstanding
balanges and the costs are included in rate base. Duke Energy Indiana’s
recovery period will ba determined in the next genera! rate case, Duke Energy
Florida earns a full return on a portion of the regulatory asset related to the
refired nuclear plant currently recovered in the nuclear cost recavery clause
{NCRC), with the remaining portion earning a reduced return. Ouke Energy
Florida's recovery period varies,

Debt fair value adjustment. Purchase accounting adjustments recorded
to state the carrying value of Progress Energy and Piedmont at fair vafue in
connaction with the 2012 and 2016 mergess, respectively. Amount is amortized
over the life of the related debt.

Net regulatory asset refated to income taxes. Regulatory assets
principally associated with the depreciation and recovery of AFUDC equity.
Amaunts have na impact on rate base as regulatory assets are offset by
deferred tax liabilities, The recovery period is over the fife of the associated
assets. Amounts for all registrants include regulatory liabilities related ta the
gross up of federal ITCs. Amaunts for Duke Energy, Duke Energy Carglinas,
Progress Energy and Duke Energy Progress include regulatory liabiliies related
to the change in the North Carolina corporate tax rate discussed in Note 22.

Storm cost deferrals. Represents deferred incremental costs incureed
related te extraordinary weather-refated events, primarily damage resulting from
Hurricane Matthew in the feurth quarter of 2016. The recovery period is unknown.

Nuclear asset securitizable balfance, net. Represents the balance
assaciated with Crystal River Unit 3 retirement appraved for recovery by the
FPSC on September 15, 2015, and the upfront financing costs securitized in
2016 with issuance of the associated bonds, The regulatory asset balance is net
of the AFUDC equity portion, The recovery period is thraugh 2036.

Hedge costs and other deferrals. Amounts relate to unrealized gains
and losses on derivatives recorded as a regulatory asset or liability, respectively,
until the contracts are settled. The recovery period varies for these casts and
currently extends {o 2048.

Derivatives — gas supply contracts held for utility operations.
Represents costs for certain long-dated, fixed quantity forward gas supply
contracts which are recoverable througin Piedmont's PGA clauses.

DSM/EE. The recovery periad varies for these costs, with some currently
unknown, Duke Energy Caralinas, Duke Energy Pragress and Duke Energy Florida
are requived to pay interest on the outstanding liability balance, Duke Energy
Caralinas, Duke Energy Progress and Duke Energy Florida collect a return on
DSM/EE investments.

Grid modernization. Duke Energy Ohio amounts represent deferred
depreciation and operating expenses as welk as carrying costs on the partion
of capital expenditures placed in service But not yet reflected in retail rates
as plant in service. Recovery period is generally one year for depreciation and
operating expenses. Recavery for past-in-service carrying costs is over the life
of the assets. Duke Energy Ohia is earning a refurn on these costs.

Vacation accrual. Generally recovered within one year. Duke Energy
Carolinas eamns a retum on the North Carolina balance,

Deferred fuel and purchased power. Represents certain energy-
related costs that are recoverable ar refundable as appraved by the applicable
regulatory body, Duke Energy Florida amaunt includes capacify costs. Duke
Energy Florida earns a return on the retail porfien of under-recovered costs.
Duke Energy Oiio earns a retuen on under-recovered costs. Duke Energy Florida
and Duke Energy Ohio pay interest on over-recovered costs. Duke Energy
Carolinas and Duke Energy Progress ameunts include certain purchased power
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costs in both North Carolina and South Carolina and costs of distributed energy
resource programs in South Carolina. Duke Enesgy Carolinas and Duke Energy
Progress pay interest on over-recovered costs in North Carolina. Recovery perfod
is generally over one year, Duke Energy Indiana racovery period is quarterly.

Nuclear deferral, Includes (i) amounts related to levelizing nuclear
plant outage costs at Duke Energy Caralinas and Duke Energy Progress in North
Carotina and South Carolina, which allows for the racognition of nuclear outage
expenses over the refueling cycle rather than when the outage occurs, resulting
in the deferral of operations and maintenance costs associated with refueling
and {if) certain deferred preconstruction and carrying costs at Duke Energy
Florida as approved by the FPSC, primarily associated with the Levy nuclear
project (Levy), with a final true-up 1o be filed by May 2017.

Post-in-service carrying costs and deferred operating expenses,
Represents deferred depreciation and operating expenses as well as carrying
costs on the portion of capital expenditures placed in service but not yat
reflacted in retail rates as plant in service, Duke Energy Carolinas, Duke Energy
Progress, Duke Energy Ohio and Duke Energy Indiana earn a return on the
outstanding balance. For Duke Energy Ohia and Duke Energy Indiana, some
amaounts are included in rate base. Recovery is over various lives and the latest
recavery period is 2083,

Gasification services agreement buyout. The IURC autharized Duke
Energy Indiana to recover costs incurred t0 buy out a gasification services
agreement, including carrying costs through 2017. Duke Energy Indiana earns a
return on this balance.

Transmission expansion obligation. Represents transmission
expansion abligations related to Duke Energy Ohio's withdrawal from
Midcontinent Independent System Operator, Inc. (MISQ).

MGP Represents remediation costs incurred at former MGP sites and the
deferral of costs to be incurred at the East End and West End sites through 2019,
Costs incurred between 2008 and 2012 are recovered through an approved MGP
rider. Recovery of costs incurred after 2012 has been requested but is pending
approval from the PUCQ. Duke Energy Qhio does not eam a return on these costs.

Advanced metering infrastructure (AMI). Duke Energy Carolinas
amount represents deferred costs related to the installation of AM| meters
and remaining net book value of non-AMI meters to be replaced. Duke Energy
Carolinas ears a return on a portion of the costs and the recovery peried varies.
Duke Energy Indiana amount represents expected future recovery of net book
value of electromechanical meters that have been replaced with AMI meters,
Duke Energy Indiana expects to recover this asset over a six-year period and the
meters will remain in rate base until the nexi general rate case.

NCEMPA deferrals. Represents retail allocated cost deferrals and
refurns associated with the additienat ewnership interest in assets acquired
from NCEMPA discussed in Note 2. The North Carolina retail allocated costs are
generally being recovered over a period of time between three years and the
remaining life of the assets purchased through a rider that became effective on
December 1, 2015. The South Carolina retail allocated costs will be amortized
aver an average of 24 years beginning January 2017 are earning a seturn,

East Bend deferrals. Represents both deferred aperating expenses and
deferred depraciation as well as carrying costs on the portion of East Bend
Generating Station (East Bend) that was acquired frem Dayton Power and Light
and that had been previously operated as a jointly ewned facility. Recovery will
not commence until resolution of the next electric rate case in Kentucky. Duke
Energy Ohio is earning a return on these deferred costs.

Costs of removal. Represents funds received from customers to cover the
future removal of property, plant and equipment from retirad or abandoned sites as
property is retired. Also includes certain deferred gains on NDTF investments.

Amounts to be refunded to customers. Represents required rate
reductions to retail customers by the applicable regulatory body. The period of
refund for Duke Energy indiana is through 2018.

122

Storm reserve. Duke Energy Carolinas and Duke Energy Florida are
allowed to petition the PSCSC and FPSC, respectively, to seek racovery of
incremental or allowable costs incurred for named storms. Funds are used to
ofiset future incurrad costs.

RESTRICTIONS ON THE ABILITY OF CERTAIN SUBSIDIARIES TO MAKE
DIVIDENDS, ADVANGES AND LOANS TO DUKE ENERGY

As a condition to the approval of merger transactions, the NCUC,
PSCSC, PUCO, KPSC and IURC imposed conditions on the ability of Duke
Energy Carolinas, Duke Enegy Progress, Duke Energy Ohio, Duke Energy
Kentucky, Duke Energy Indiana and Piedmont 1o transfer funds to Duke Energy
through loans or advancas, as well as restricted amounts available to pay
dividends to Duke Energy. Certain subsidiaries may transfer funds to Duke
Energy Corporation Holding Company (the parent) by obtaining appreval
of the respactive state regulatory commissions, These ¢onditions imposed
restrictions on the ability of the public utility subsidiaries to pay cash
dividends as discussed below.

Duke Energy Progress and Duke Energy Florida alse have restrictions
imposed by their first mortgage bond indentures and Articles of Incorporation
which, in certain circumstances, limit their ability to make cash dividends
or distributions on common stock, Amaunts restricted as a result of these
provistons were not material at December 31, 2016.

Additionally, certain other subsidiaries of Duke Energy have restrictions
on their ability to dividend, lgan or advance funds to Duke Energy due te
specific legal or regulatory restrictions, including, but not limited $o, minimum
working capital and tangible net worth requirements.

The restrictions discussed below were less than 25 percent of Duke
Energy's net assets at December 31, 2016.

Duke Energy Garolinas

Duke Energy Carolinas must [imit cumulative distributions subsequent to
mergers to (i} the amount of retained earnings on tha day prior to the closing of
the mergers, plus (i) any future earnings recorded.

Duke Energy Progress

Duke Energy Progress must limit cemulative distributions subsequent to
the mergers between Duke Energy and Progress Energy and Duke Energy and
Piedmont to (i} the amount of retained eamings on the day prior to the closing of
the respective mergers, plus (ii} any future earnings recorded.

Duke Energy Chio

Duke Energy Ohio will not declare and pay dividends out of capital or
unearned surplus without the rior authorization of the PUCO. Duke Energy Ghio
received FERC and PUCQ approval to pay dividands from its equity accounts
that are reflective of the amount that it would have in its retained eamings
account had push-down accounting for the Cinergy Corp. (Cinergy) merger not
been applied to Duke Energy Ohio's balance sheet. The conditions include a
comimitment from Duke Energy Qhio that equity, adjusted to remave the impacts
of push-down accounting, will not fall below 30 percent of total capital.

Duke Energy Kentucky is required to pay dividends solely out of retained
earnings and fo maintain a minimuim of 35 percent equity in its capital structure.

Duke Energy Indiana

Duke Energy Indiana must limit cumulative distributions subsequent to the
merger between Duke Energy and Cinergy to {i} the amount of retained earnings on
the day prior to the closing of the merger, plus (i) any future earnings recorded. In
addition, Duke Energy Indiana will not declare and pay dividends out of capital or
unearned surplus without prior authorization of the IURC.
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Piedmont on results of operatiens, cash flows and the financial position of Duke Energy

Piedmont must Jimit cumulative distributions subsequent to the acquisition
of Piedmont by Duke Energy to (i) the amount of retained earnings on the day prior
to the closing of the merger, pius (i} any future earnings recosded.

RATE RELATED INFOCRMATION

The NCUC, PSCSC, FPSC, IURC, PUCO, TRA and KPSC approve rates for retail
electric and natural gas services within their states. The FERC approves rates for
electric sales to wholesale customers served under cost-based rates (excluding
(Ohio and Indiana), as well as sales of transmission service. The FERC also regulates
certification and siting of new interstate natural gas pipeline projects.

Duke Energy Carolinas and Duke Energy Progress

Ash Basin Closure Costs Deferral

On July 13, 2016, in response to a joint petition of Duke Energy Carolinas
and Duke Energy Progress, the PSCSC issued an accounting order for the
deferment into 2 regulatory account of certain costs incurred in connection
with federal and state environmental remediation requirements related to the
permanent closure of ash basins and other ash storage units at coal-fired
generating facilities that have provided or are providing generation to customers
located in South Caralina. The decision allows for ash basin closure expenses to be
partially offset with excess regulatory liability amounts from the deferral of nuclear
decommissioning costs that are collected fram Sauth Caralina retail customers
and for Duke Energy Progress to partially offset incurred ash basin closure costs
with costs of remaval amounts collected from customers. The PSCSC's ruling
does not change retail rates or the tariff amounts and does not limit the ability of
interested parties to challenge the reasonableness of expenditures in subsequent
proceedings. In connection with Duke Energy Progress’ base rate case filed in July
2D18, in Dacamber 2016, the PSCSC approved recovery of coal ash costs incurred
fram January 1, 2015, through june 30, 2016, over a 15-year period and ongaing
deferral of future ash basin closure costs incurred fram July 1, 2016, until its next
base rate case in South Carolina.

On December 30, 2016, Duke Energy Carolinas and Duke Energy
Progress filed a joint petition with the NCUC seeking an accounting order
authorizing deferral of certain casts incurred in connection with federal and
state environmental remediation requirements related to the permanent closure
of ash basins and other ash storage units at coal-fired generating facilities
that have pravided or are providing generation to custamers located in North
Carolina. Initial comments are due by March 1, 2017, and reply comments
are due by March 29, 2017, Duke Energy Carolinas and Duke Erergy Progress
cannot predict the ouicome of this matter.

FERC Transmission Return on Equity Complainits

OnJanuary 7, 2016, a group of transmission service custamers filed a
complaint with FERC that the rate of return on equity of 10.2 percent in Duke
Energy Carolinas' transmission farmula rates is excessive and should be reduced
ta no higher than 8.49 percent, effective upon the cemglaint date. On the same
date, a similar complaint was filed with FERC claiming that the rate of return on
equity of 10.8 percent in Duke Energy Progress' transmission farmula rates is
excessive and should be reduced to ne higher than 8.49 percent, effective upon
the complaint date. Gn April 21, 2016, FERC issued an order which consolidated
the cases, set a refund effective date of January 7, 2D16, and set the consalidated
case for settlement and hearing. On June 14, 2016, Duke Energy Carolinas and
Duke Energy Progress reached a settlement agreement in principle to reduce the
return an equity for both companies te 1¢ percent. On November 21, 2016, the
FERC appraved the seftlement agreement resalving the complaints, The Impact
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Caralinas and Duke Energy Progress wiil not be materjal,
Duke Energy Carolinas

Advanced Metering Infrastructure Deferral

{n July 12, 2016, the PSCSC issued an accounting order for Duke Energy
Caralinas to defer the financial effects of depreciation expense incurred for
the installation of AMI meters, the carrying costs on the investment at its
weighted average cost of capital (WACC) and the carrying costs on the deferred
costs at its WACC not to exceed $45 million. The decision also allows Duke
Enargy Carolinas to continue to depreciate the non-AM| meters to be replaced.
Curient retail rates will not change as  result of the decision and the ability
of interested parties to challenge the reasonableness of expenditures in
subsequent proceadings is nat limited,

William Stafes Lee Combined Cycle Facility

On April 9, 2014, the PSCSC granted Duke Energy Carolinas and
Narth Carolina Electric Membership Carporation (NCEMC) a Cerfificate of
Environmental Compatibility and Public Convenience and Necessity (CECPCN)
for the construction and operatien of 2 750-MW combined-cycle natural gas-
fired generating ptant at Duke Energy Carolinas’ existing William States Lee
Gengrating Station in Anderson, South Carofina. Duke Energy Carolinas began
construction in July 2015 and estimates a cost te build of $600 million for its
share of the facility, including AFUDC. The project is expected to be commercially
available in fate 2017. NCEMC will awn approximately 13 percent of the project.
On July 3, 2014, the South Carolina Coastal Conservation League (SCCL} and
Sauthern Alliance for Glean Energy (SACE) jointly filed a Notice of Appeal with
the Court of Appeals of South Carolina (S.C. Court of Appeals) seeking the
court’s review of the PSCSC's decision, claiming the PSCSC did nat properly
consider a request related ta a proposed solar facility prier to granting approval
of the CECPCN. The S.C. Court of Appeals affirmed the PSCSC's decision on
Februrary 10, 2016, and on March 24, 2016, denied a requast for rehearing filed
by SCCL and SACE. On April 21, 2016, SCCL and SACE peitioned the South
Caralina Supreme Court for review of the S.C. Court of Appeals decision, Duke
Energy Carolinas filed its response on Jung 13, 2016, and SCCL and SACE
filed a reply an June 23, 2D16. On September 6, 2016, the Small Business
Chamber of Commerce filed a motion for permission to file a brief supporting the
environmental intervenors’ position. On September 22, 2016, the South Carolina
Supreme Court granted permission for the brief and allowed Duke Energy
Carolinas an apportunity to file a response, which was filed on Octaber 3, 2016.
Duke Energy Carolinas cannot predict the outcome of this matter.

Wifliam States Lee Il Nuclear Station

In December 2007, Duke Energy Caralinas applied to the NRC for combined
operating licenses (COLs) for two Westinghouse AP1000 reactors for the proposed
William States Lee 1ll Nuclear Station to be located at a site in Cherokee County,
Sauth Carolina. The NCUC and PSCSC have concurred with the prudency af Duke
Energy Carolinas incurring certain preject development and preconstruction
costs through several separately issued orders, although full cost recovery is
not guaranteed. In December 2016, the NRC issued a COL for each reactor, As
of December 31, 2016, Duke Energy Caralinas has incurred approximately $520
million of cests, including AFUDC, related te the project. These project costs
ase included in Net property, plant and equipment on Duke Energy Carolinas’
Consolidated Balance Sheets. Duke Energy Carolinas is not required to build the
nuclear reactors as result of the COLS being issued.
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Duke Energy Progress is also working with the local natural gas distribution company to upgrade an

Storm Cost Deferral Filings

On December 16, 2016, Duke Energy Progress filed a petition with
the NCUC requesting an accounting order to defer certain cosis incurred in
connection with response to Hurricane Matthew and other significant storms in
2016. Current estimated incremental operation and maintenance and capital
costs total approximately $144 million. Additional costs could be incurred in
2017 related te storms in the fourth guarter of 2016, Duke Energy Progress
proposes to true-up the total costs quarterly through August 2017, Duke Energy
Prograss cannot predict the outcome of this mater.

On December 16, 2016, Duke Energy Progress filed a petition with the
PSCSC requesting an accounting order to defer certain costs incurred refated
to repairs and restoration of service following Hurricane Matthew. Estimated
total restoration casts are approximately $60 million. Actual total costs would
be teued-up quarterly threugh 2017. In January 2017, the PSCSC approved the
deferral request and issued an accounting erder.

South Carolina Rate Case

On July 1, 2016, Duke Energy Progress filed an application with the PSCSC
requesting an average 14.5 percent increase in retail revenues. The requested
rate change would increase annual revenues by approximately $79 million,
with 4 rate of return on equity of 10.75 percent. The increase is designed to
recovar the cast of investment in new generation infrastructure, environmental
expenditures including allocated histarical ash basin closure costs and
increased nuclear opatating costs. Duke Energy Progress has requasted new
rates ta be effective January 1, 2017. On October 19, 2016, Duke Energy
Progress, the ORS and intervenars entered into a settlement agreement that
was filed with the PSCSC on the same day. Terms of the settlement agreement
include an appreximate $56 million increase in revenues over a two-year period.
An increase of approximately $38 million in revenues was effective January 1,
2017, and an additional increase of approximately $18.5 million in revenues will
be effective January 1, 2018. Duke Energy Progress will amortize approximately
$18.5 million fram the cost of removal reserve in 2017. Other seftlement terms
include 4 rate of return on equity of 10.1 percent, racovery of ceal ash costs
incurred from January 1, 2015, through June 30, 2016, over a 1 5-year period
and ongoing deferral of allocated ash basin closure costs from July 1, 2016,
until the next base rate case. The settlement also provides that Duke Energy
Progress wifl not seek an increase in rates in South Carolina to accur prior to
2019, wiih limited exceptions. In Decembar 2016, the PSCSC approved the
settlement and issued an approval order.

Western Carolinas Modernizalion Plan

On November 4, 2015, in response to community feedback, Duke Energy
Progress announced a revised Western Carolinas Modernization Ptan with
an estimated cost of $1.1 billion. The revised plan includes retirement of the
existing Asheville coat-fired plant, the construction of two 280-MW combined-
cycle natural gas plants having dual fue) capability, with the option te build a
third natural gas simple cycle unit in 2023 based upon the outcome of initiatives
to reduece the ragion’s power demand. The revised plan includes upgradas to
existing transmission lines and substations, but eliminates the need for a new
transmission fine and a new substation associated with the project in South
Carolina. The revised plan has the same overall project cost as the original
plan and the plans to install solar generation remain unchanged. Duke Energy
Progress has also proposed to add a pilof battery storage project. These
investments wili be made within the next seven years. Duke Energy Progress
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existing natural gas pipeline to serve the natural gas plant. The plan requires
varfous approvals including regulatory approvals in Narth Caralina,

Duke Energy Progress filed for a Certificate af Public Convenience and
Necessify (CPCN) with the NCUC for the new natural gas units on January 15,
2016. On March 28, 2016, the NCUC issued an order approving the CPCN for the
new combined-cycle natural gas plants, but denying the CPCN for the contingent
simple cycle unit without prejudice te Duke Energy Progress to refile for approval
in the future. Site preparation activities are underway and construciion of these
plants is scheduled te begin in early 2017. The plants are expected to be in service
by late 2019, Duke Energy Progress plans to file for future approvals related to the
proposed solar generation and pilot battery storage project.

On May 27, 2016, N.C. Waste Awareness and Reduction Network (NC
WARN) and The Climate Times fifed a notice of appeal fiom the CPCN order
ta the N.C. Court of Appeals. On May 31, 2016, Duke Energy Progress filed a
metion to dismiss the notice of appeal with the NCUC due to NC WARN's and
The Climate Times' failure te post a required appeal bond. After a series of
filings, an NCUG order, petitiens to the N.C. Court of Appeals and an evidentiary
hearing, an July 8, 2016, the NCUC issued an order setting NC WARN's and The
Climate Times' appeal bend at $38 million. On July 28, 2016, NC WARN and
The Climate Times filed a notice of appeal and excepiens from the NCUC's
July 8, 2016, appeat bond order. On August 2, 2016, the NCUC granted Duke
Energy Progress’ motion to dismiss NC WARN's and The Climate Times' notice
of appeal from the CPCN arder due to failure to post the requisite bond. On
August 18, 2016, NC WARN and The Climate Times filed a petition with the
N.C. Court of Appeals seeking appellate review of the NCUC's CPCN order, the
July 8, 2016, appeal bond order and the August 2, 2016, order dismissing their
notice of appeal, which the N.C. Court of Appeals denied on September 6, 2016.
On September 19, 2016, the NCUC granted Duke Energy Progress' motion to
dismiss NC WARN's and The Climate Times' subsequent appeal of the second
bond order dated July 28, 2016, and NC WARN's and The Climate Times'
subsequent appeal of the CPCN order and dismissal order dated August 18,
2016. On October 17, 2016, NC WARN and The Climate Times filed ancther
petition for review with the N.C. Court of Appeals asking the court to reverse the
CPCN order, the second bond order and the dismissal of their first and secend
notices of appeal as to the CPCN arder. On November 3, 2016, the N.C. Court
of Appeals denied NC WARN's and The Climate Times' petition for review. All
appeals have been corcluded.

The carrying value of the 376-MW Asheville coal-fired plant, including
associated ash basin closure costs, of $492 million and $548 million are
included in Generation facitities to be retired, net on Duke Enargy Progress’
Consolidaied Balance Sheets as of December 31, 2016 and 2015, respectively.

Shearon Harris Nuclear Plant Expansion

[n 2006, Duke Energy Progress selected a site at Harris to evaluaie for
possible future nuclear expansion. On Fabruary 19, 2008, Duke Energy Progress
filed its COL application with the NRC for two Westinghouse AP1000 reactors
at Harris, which the NRC docketed for review, On May 2, 2013, Duke Energy
Progress filed a letter with the NRC requesting the NRC te suspend its review
activities associated with the COL at the Harris site. The NCUC and PSCSC
hava approved deferral for $48 million of retail costs which are recorded in
Regulatory assets on Duke Energy Progress’ Consolidated Balance Sheets. On
November 17, 2D16, the FERC approved Duke Energy Progress’ rate recovery
request filing for the wholesale ratepayers” share of the abandonment costs,
including a debt only return to be recovered through revised fermula rates and
amortized over a 15-year period beginning May 1, 2014.
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Duke Energy Florida settlement agreement (the 2013 Settlement) between Duke Energy Florida,

Hines Chiller Uprate Project

On May 20, 2016, Duke Energy Florida filed a petition seeking approval
to include in base rates the revenue requirement for a Chiller Uprate Project
(Uprate Project) at the Hines Energy Complex (Hines). Duke Enargy Florida
proposed to complete the Uprate Project in two phases: Phase one to include
work on Hines units 1-3 and comman equipment, to be placed in service during
October 2016; and Phase two work on Hines Unit 4 te be placed in service
during January 2017, The final combined ¢censtruction cost estimate for both
phases af appraximately $150 million is below the cost estimate provided during
the need determination proceeding. Duke Energy Florida estimated an annual
retaif revenue requirement for Phase one and Phase twe of approximately
$17 million and $3 million, respectively. On August 29, 2016, the FPSC
appraved the Phase one revenue requirement to be effective in customer rates
in November 2016. However, Duke Energy Florida made filings with the FPSC
in October 2016 to remove the Uprate Project from customer rates because a
portion of the common equipment required for either phase to be considered in
service was not completed as expected. Duke Energy Florida filed for recavery
of the costs assaciated with the Uprate Project in February 2017, Duke Energy
Florida cannot predict the outcome of this matter,

Citrus County Combined Cycle Facilily

On October 2, 2014, the FPSC granted Duke Energy Florida a Determination
of Need for the construction of a 1,640-MW combined-cycle natural gas plant in
Citrus County, Florida, On May 5, 2015, the Florida Department of Environmental
Pratection approved Duke Energy Florida's Site Certification Application. The
project has received all required ermits and approvals and construction began in
October 2015, The facility is expected to be commercially available in 2018 at an
estimated cost of $1.5 billion, including AFUDC.

Purchase of Osprey Energy Center

In December 2014, Duke Energy Florida and Osprey Energy Center, LLC,
a wholly owned subsidiary of Calpine Corporation {Calpine}, entered into an
Asset Purchase and Sale Agreement for the purchase of a 599-MW combined-
cycle natural gas plant in Auburndate, Florida (Osprey Plant acquisition) for
approximately $166 miilion. On August 2, 2016, Duke Energy Florida filed a
petition seeking approval to include in base rates the revenue reguirements
for the Osprey Plant acquisition to be included in customer bills beginning in
February 2017, Duke Energy Florida estimated the retail revenue requirements
for the Osprey acquisition to be approximately $48 million. On November 1,
2016, the FPSC approved the petition to include the revenue requirements in
base rates. Closing of the acquisition accurred on January 3, 2017,

Duke Energy Florida received a Civil Investigative Demand from the
Department of Justice (DOJ) related ta alleged vielation of the waiting period
for the Hart-Scott-Rodino Antitrust Improvements Act of 1976. The DOJ alleged
Duke Energy Florida assumed operational centrol of the Osprey Plant before
the waiting period expiration on February 27, 2015. On January 17, 2017, Duke
Energy Florida entered into a stipulation agreement ta settle with the DOJ for
$600,000 witheut admission of liahility, On January 18, 2017, the DO! filed
acomplaint and the stipulation in the U.S. District Court for the District of
Columnbia, The stipulation is subject to court approval, Duke Energy recorded a
reserve in tie fourth quarter of 2016.

FPSC Settlement Agreements

On February 22, 2012, the FPSC approved a settlement agreement
(the 2012 Settlement) among Ouke Energy Florida, the Florida OPC and other
customer advocatas. The 2012 Settlament was to continue through the last
billing cycle of December 2016, On October 17, 2013, the FPSC appraved 2
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Florida OPC and ather customer advocates, The 2013 Settlement replaces and
supplants the 2012 Setftement and substantially resolves issues related to (i)
Crystal River Unit 3, Gii} Levy, {iii) Crystal River 1 and 2 coal units and (v} future
generation needs in Flarida. Refer to the remaining sections below for further
discussion of these settlement agreements.

Crystal River Unit 3

In December 2014, the FPSC appraved Duke Energy Flarida's decision to
construct an independent spent fuel storage installation (ISFSI) for the retired
Crystat River Unit 3 nuclear plant and approved Duke Energy Florida's request to
defer amartization of the ISFSI pending resolution of litigation against the federal
government as a result of the Oepartment of Energy’s breach of its obligatian
to accept spent nuclear fuet. The return rate is based on the currently approved
AFUDC rate with a return on equity of 7.35 percent, or 70 percent of the currently
approved 10.5 percent, The return rate is subject to change if the return an equity
changes in the future. In September 2016, the FPSC approved an amendment to
the 2013 Settlemant autharizing recovery of the ISFSI threugh the Capacity Cost
Recovery Clause. Through December 31, 2016, Duke Energy Florida has deferred
approximately $33 million for recovery associated with building the ISFSI.

The regulatory asset associated with the original Crystal River Unit 3
pawer uprate project will continue to be recovered through the NCRC over an
estimated seven-year period that began in 2013 with a remaining uncollected
balance of $128 million at December 31, 2016,

Crystal River Unit 3 Regulatory Asset

On May 22, 2015, Duke Energy Florida petitioned the FPSC for appraval
to include in base rates the revenue requirement for the projected $1.298
billion Crystal River Unit 3 regulatory asset as authorized by the 2013 Revised
and Restated Stipulation and Settlement Agreement (2013 Agreement). Qn
September 15, 2015, the FPSC approved Duke Energy Flarida's motion for
approval of a settlement agreement with intervenors to reduce the value of the
projected Crystal River Unit 3 regulatory asset to be recovered to $1.283 hillien
as of December 31, 2015, An impairment charge of $15 million was recognized
in the third quarter of 2015 to adjust the regutatory asset halance.

In June 2015, the governor of Florida signed legislation to allow utilities
to issue nuclear asset-recovery bonds to finance the recovery of certain retired
nuclear generation assets, with approval of the FPSC. In Nevember 2015, the
FPSC issued a financing arder approving Duke Energy Florida’s request te issue
nuclear assef-recovery bonds to finange its unrecovered regulatory asset related
to Crystal River Unit 3 through a wholly owned special purpose entity. Nuclear
asset-recovery bonds replace the base rate recovery methodology authorized
by the 2013 Agreement and result in a lower rate impact to customers with a
recovery period of approximately 20 years.

Pursuani te provisians in Florida Statutes and the FPSC financing order,
in 2016, Duke Energy Flarida formed Duke Enargy Florida Preject Finance, LLC
(DEFPF), a wholly owned, bankruptcy remote special purpase subsidiary for the
purpose of issuing nuclear asset-recovery hands, In June 2016, DEFPF issued
$1,294 million aggregaie principal amount of senior secured bonds (nuclear
asset-recovery bonds) to finance the recovery of Duke Energy Finrida's Crystal
River 3 regulatory asset.

In connection with this financing, net proceeds to DEFPF of approximately
$1,287 millian, after underwriting costs, were used to acquire nuclear asset-
recovery property from Duke Energy Florida and to pay transaction related
expenses. The nuclear asset-racovery property includes the right to impose, bill,
colleci and adjust a non-typassable nuclear asset-recovery charge, to be coliected
on a per kilowatt-hour basis, from all Duke Energy Florida retail customers until
the bonds are paid in full. Duke Energy Florida began collecting the nuclear asset-
recovery charge on behalf of DEFPF in customer rates in July 2016.

See Notes 6 and 17 for additional information.
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Customer Rate Matfers Crystal River 1 and 2 Coal Units

Pursuant to the 2013 Settlement, Duke Energy Florida will maintain base
rates at the current level through the last billing period of 2018, subject to the
return on equity range of 9.5 percent to 11.5 percent, with exceptions for base
rate increases for new generation through 2018, per the provisions eof the 2013
Settlement. Duke Energy Florida is net required to file a depreciation study, fossil
dismantlement study or nuclear decommissioning study until the earlier of the
next rate case filing or March 31, 2019. The 2013 Settlement also pravided for
a $150 million increase in base revenue effective with the first billing cycle of
Janvary 2013, if Duke Energy Florida's retail base rate earnings fall below the
return on equity range, as reported on a FPSC-adjusted or pro forma basis on a
monthly earnings surveiltance repert, it may petition the FPSC to amend its base
rates during the term of the 2013 Settlement.

Levy Nuciear Project

On july 28, 2008, Duke Energy Florida apptied to the NRC for a COL
for two Westinghouse AP1000 reactors at Levy, In 2008, the FPSC granted
Duke Energy Florida's petition for an affirmative Determination of Need and
related orders requesting cost recovery under Flarida's nuclear cost-recovery
rule, together with the associated facilities, including transmission lines and
substatien facilities. In October 2016, the NRC issued COLs for the proposed
Levy Nuclear Plant Units 1 and 2.

On January 28, 2014, Duke Energy Florida ferminated the Levy
engineering, procurement and construction agreement (EPC). Duke Energy
Florida may be required to pay for wark performed under the EPC and to bring
existing work to an orderly conclusion, including but not limited to costs to
demobilize and cancel certain equipment and material arders placed. Duke
Energy Florida recorded an exit obligation in 2014 for the termination of the EPC.
This liability was recorded within Qther in Deferred Credits and Other Liabilities
with an offset primarily te Regulatory assets on the Consclidated Balance
Sheets. Ouke Energy Florida is allowed to recover reasanable and prudent EPC
cancellation cosis from its ratail customers.

The 2012 Settlement provided that Duke Energy Florida include the
allocated whalesale cost of Levy as a retail regulatary asset and include this
asset as a companent of rate hase and amortization expense for regulatory
reporting. In accordance with the 2013 Settlement, Duke Energy Florida ceased
armortization of the wholesale allocatien of Levy investmients against retail rates.

On October 27, 2014, the FPSC approved Duke Energy Florida rates
for 2015 for Levy as filed and consistent with those established in the 2013
Revised and Restated Settlement Agreement. Recavery of the remaining retail
partian of the project costs may occur aver five years fromt 2013 through 2017.
Ouke Energy Florida has an ongoing responsibility to demonstrate prudency
related to the wind down of the Levy investment and the potential for salvage
of Levy assets. As of December 31, 2016, Duke Energy Florida has a net
uncoflected investment in Levy of approximately $219 million, including AFUDC,
Of this amount, $119 million related to land and the COL is included in Net,
property, plant and equipment and will be recovered through base rates and
$10D million is included in Regulatary assets within Regulatory Assets and
Deferred Debits on the Consolidated Balance Sheets and will be recovered
threugh the NCRC.

On April 16, 2015, the FPSC approved Duke Energy Florida's peiition to
cease collection of the Levy Nuclear Project fixed charge beginning with the first
bitling cycle in May 2015, On August 18, 2015, the FPSC appraved leaving the
Levy Nuclear Project portion of the NCRC charge at zero dollars fer 2016 and
2017, consistent with the 2013 Settlement. Duke Energy Florida will submit by
May 2017 a true-up of Levy Nuclear Project costs or credits to be recovered no
eartier than January 2018. To the extent costs become known after May 2017,
Duke Energy Florida will petition for recovery at that time.
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Duke Energy Florida has evalvated Crystal River 1 ard 2 coal units for
retirement in order to comply with certain environmental regulations. Based on
this evaluation, those units will likely be retired by 2018, Once those units are
retired Quke Energy Flarida will continue recovery of existing annual depraciation
expense through the end of 2020. Beginning in 2021, Duke Energy Florida will
be allowed to recover any remaining net book value of the assets from retail
custorners through the Capacity Cost Recovery Clause. In Aprit 2014, the FPSC
approved Duke Energy Flarida's petition to allow for the recovery of prudently
incurred costs ta comply with the Mercury and Air Toxics Standard through the
Environmental Cost Recovery Clause.

Duke Energy Ohio

East Bend Coal Ash Basin Filing

On December 2, 2016, Duke Energy Kentucky filed with the KPSC a request
far a CPCN for construction projects necessary to close and repurpose an ash
basin at the East Bend necessitated by current and proposed EPA regulations.
Duke Energy Kentucky is targeting a completion date in fourth quarter 2018 for
these projects and estimates a tofal cosi of approximately $93 million. Duke
Energy Kentucky has requested an order ta be issued by April 30, 2017.

Base Rale Case

In connection with Duke Energy Ohio's deployment of SmartGrid network,
consisting of investments in AM| and distribution automation, a rider was
established to recover these investments and return expected savings to
customers. A stipulation updaiing this rider was approved by the PUCC in 2012,
whereby Duke Energy Ohio committed te filing a base electric distribution case
within one year of full deployment of SmartGrid. On Octaber 22, 2015, PUCO
staff concluded that full deployment had occurred thereby, absent relief by the
PUCO, Duke Energy Ohio would be required to file 2 base electric rate case.
Pursirant to an order (PUCO order) authorizing a madification in the filing date,
Duke Energy Ohio notified the PUCO of its intent to file an electric distribution
rate case in Ohio. The base rate case application and supporting testimony will
be filed March 2, 2017, and March 16, 2017, respectively. Ouke Enesgy Ohig
cannot predict the outcome of this matter,

Natural Gas Pipeline Extension

Duke Energy Ohio is proposing to install a new natural gas pipeling in its
Ohio service ferritory to increase system reliability and enable the retirement
of ofder infrastructure. The proposed project invalves the installation of a
natural gas line and is estimated to cost between $86 milion and $110 million,
excluding AFUDC. On September 13, 2016, Duke Energy Ohio filed with the Ohio
Power Siting Board for approval of one of two proposed routes. If approved,
censtruction of the pipeling extension is expected ta be complated by 2019.

Advanced Metering Infrastructure

On April 25, 2016, Duke Energy Kentucky filed with the KPSC an
application for approval of a CPCN for the construction of AMI. Duke Energy
Kentucky anticipates that the estimated $49 million preject, if approved,
will take about two years te complete. Duke Energy Kentucky alse requested
approval to establish a regulatary asset of approximately $10 million for the
remaining book value of existing meter equipment and inventory that will be
replaced. On July 20, 2016, the Kentuchy Attorney General, the only intervenor
in the proceeding, moved to dismiss the application. Ouke Energy Kentucky filed
its epposition to the Kentucky Attorney General's motion to dismiss on July 27,
2016. On September 28, 20186, the KPSC denied the Kentucky Atterney General’s
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motien to dismiss and granted Duke Energy Kentucky's mation to file rebuttal
testimany. Duke Energy Kentucky and the Kentucky Attorney General enered
into a stipulation resolving the matters raised in the application. An evidentiary
hearing was held en December 8, 2016. Duke Energy Kentucky cannot predict
the outcome of this matter.

Accelerated Natural Gas Service Line Replacement Rider

On January 20, 2015, Duke Energy Qhia filed an application for approval
of an accelerated natural gas service line replacement program (ASRP). Under
the ASRP Duke Energy Ohio proposed to replace certain natural gas service lines
on an accelerated basis over a 10-year pariod. Duke Energy Ohio also praposed
io complete preliminary survey and investigation work related te natural gas
service lines that are customer owned and for which it does not have valid
racards and, further, to relocate interior natural gas meters to suitable exterior
locations where such relocation can be accomplished. Duke Energy Ghia's
current projected total capital and operations and maintenance expenditures
under the ASRP are appraximately $240 million. The filing alsa sought approval
of Rider ASRP to recover related expenditures. Duke Energy Ohio proposed to
update Rider ASRP on an annual basis. Intervenors opposed the ASRP primarily
because they believe the program is neither required nor necessary under
federal pipeline regulation. On October 26, 20186, the PUCO issued an order
denying the proposed ASRP. The PUCQ did, however, encourage Duke Energy
Ohio to wosk with the PUCO Staff and intervenors to identify a reasonable
solution for the risks attributed to service line leaks caused by corrosion. Duke
Energy Ohio filed an application for rehearing of the PUCO decision. In December
2D16, the PUCQ granted the request for the purpose of further review. Duke
Energy Ohio cannet predict the eutcome of this matter.

Energy Efficiency Cost Recovery

(On March 28, 2014, Duke Energy Ohio filed an application for recovery
of program costs, lost distribution revenue and performance incentives related
to its energy efficiency and peak demard reduction programs. These programs
are undertaken to comply with environmental mandatas set forth in Ohio [aw.
Adter a comment period, the PUCO approved Duke Energy Ohio’s application, but
found that Duke Energy Ohio was not permitted to use banked energy savings
from previous years in order to calculate the amount of allowed incentive. This
conclusion represented a change 4o the cost recovery mechanism that had been
agreed to by intervenors and approved by the PUCQ in previous cases. The PUCO
granted the applications for rehearing fited by Duke Energy Ofig and an intervenor
on July 8, 2015. On January 6, 2016, Duke Energy Ohio and PUCO Staff entered
into a stipulation pending PUCO approval, resalving the issues refated to, among
other things, parformance incentives and the PUCO Staff audit of 2013 costs.
Based on the stipulation, in December 2015, Duke Energy Ohio re-established
approximately $20 million of the revenues that had been revarsed in the second
quarter. On QOctober 26, 2016, the PUCQ issued an order appraving the stipulation
without modification. Intervenors requested rehearing of the PUCO decision and,
in December 2016, the PUCO granted rehearing for the purpose of further review,
Duke Energy Ohio cannot predict the outcome of this matter,

2014 Electric Security Plan

[n April 2015, the PUCO modified and approved Duke Energy Ohio's
proposed electric security plan (ESP), with a three-year term and an effective
date of June 1, 2015. The PUCO approved a competitive precurement process
for 350 Ioad, a distribution capital investment rider and a tracking mechanism
for incremental distribution expenses caused by major starms. The PUCO also
approved a placeholder tariff for a price staiilization rider, but denied Duke Energy
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Ohio's specific request t¢ include Duke Energy Ohio’s entitiement to generation
from OVEC in the rider at this time; however, the arder allows Duke Energy Ohin to
submit additional information to request recovery in the future, On May 4, 2015,
Duke Energy Ohio filed an application for rehearing requesting the PUCO to modify
or amend certain aspects of the order, On May 28, 2015, the PUCO granted all
applications for rehearing filed in the case for future consideration. Duke Energy
Ohio cannot predict the outcome of the appeals in this matter.

During May and November 2016, Duke Energy Ohio completed two
competitive bidding processes with results approved by the PUCO to procure
a portion of the supply for its SSO load for the term of the ESP In 2016, Duke
Erergy Ohio also issued requests for proposal (RFP} to serve a portion of the
load attributed to its customers on the state's percentage ef income payment
plan. This RFP was issued consistent with state law enacted in 2016.

2012 Natural Gas Rale Case/Manufactured Gas Plant Cost Recovery

On November 13, 2013, the PUCO issued an arder approving a settlement
of Duke Energy Ohio's natural gas base rate case and authorizing the recovery
of costs incurred between 2008 and 2012 far environmental investigation
and remediation of two former MGP sites. The PUCO order also authorized
Duke Energy Ohio to continue deferring MGP environmental investigation ard
remediation costs incurred subsequent te 2012 and to submit annual filings to
adjust the MGP rider for future costs, Intervening parties appealed this decision
to the Ohio Supreme Court and that appeal remains pending. Oral argument
is scheduled for February 28, 2017, Incurred and projected investigation and
remediation expenses at these MGP sites that have not been collected through
the MGP rider are approximately $3% million and are recerded as Regulatory
assets on Duke Energy Ohio's Consolidated Balance Sheet as of December 31,
2016, Duke Energy Ohio cannot predict the outcome of this matter,

The PUCO order also contained deadlines for completing the MGP
environmentat investigation and remediation costs at the MGP sites. For the
property known as the East End site, the PUCO order established a deadline
of December 31, 2016. The PUCO order authorized Duke Energy Ohio fo seek
to extend these deadlines due te certain circumstances. On May 16, 2016,
Duke Energy Ohio filed an application to extend the deadline for cost recavery
applicable to the East End site, In December 2016, the PUCO approved
the request, extending the deadline to complete the remediation work until
December 31, 2019. In January 2017, intervening parties filed for rehearing
of the PUCO's decisian, On February 8, 2017, the PUCO denied the rehearing
request. As of December 31, 2016, $46 million of the regulatory asset
represents future remediatien cost expected to be incurred at the East End site.
Duke Enargy Ohio cannot predict the outcome of this matter.

Regional Transmission Organization Realignment

Duke Energy Ohig, including Duke Energy Kentucky, transferred control of
its transmission assets fram MISO {o PJM Interconnection, LLC (PIM}, effective
Decerniter 31, 2011, The PUCO approved a settlement related to Duke Energy
Ohia's recovery of certain costs of the Regional Transmission Organization
(RTO) realignment via a non-hypassable rider. Duke Energy Ohia is allowed to
recover all MISO Transmission Expansion Plarning (MTEP) costs, including hut
not limited to Mutti Value Project (MVP) costs, directly or indirectly charged to
Ohio customers. Duke Energy Ohig alse agreed to vigorously defend against any
charges for MYP projects from MISO, The KPSC also appraved a request to effect
the RTO realignment, subject to a commitment not to seek double recovery in
a future rate case of the transmission expansion fees that may &e charged by
MISO and PIM in the same period or overlapping periods.
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The following table provides a reconciliation of the beginning and ending
balance of Duke Energy Ohio's recarded liability for its exit obligation and share
of MTEP costs, excluding MVP recorded within Other in Current fiabilitias and
Other in Deferred credits ard other liabilities on the Consolidated Balance
Sheets. The retail portions of MTEP costs billed by MISO are recovered by Duke
Energy Ohia through a nen-bypassable rider. As of December 31, 2016 and
2015, $71 millien and $72 million are recorded in Regulatory assets on Duke
Energy Ohio's Consolidated Balance Sheets, respectively.

December 31, Provisions/ Cash  December 31,
(in millions) 2015  Adjustments  Reductions 2016
Duke Energy Ohie $ 92 $ 3 § $ 90

MVP MISQ approved 17 MVP proposals prior to Duke Energy Ohio's exit
from MISO on December 31, 2011. Censtruction of these projects is expected
ta continue through 2020. Costs of these projects, including operating and
maintenance casis, property and income taxes, depreciation and an allowed
retuen, are aflocated and billed to MISO transmission ownars.

On December 29, 2011, MISO filed a tariff with the FERC providing for
the aliocation of MVP costs te a withdrawing owner based on monthly energy
usage. The FERC set for hearing (i} whather MISQ's proposed cost atlocation
methodology to fransmission owners who withdrew fram MISO prior to
January 1, 2012, is consistent with the tariff at the time of their withdrawal
from MISO and, {if} if not, what the amount of and methodalogy for calculating
any MVP cost responsibility should be. In 2012, MISO estimated Duke Energy
Ohio's MVP obligation over the period from 2012 to 2071 at $2.7 billion, an an
undiscounted basis. On July 16, 2013, a FERC Administrative Law Judge (ALI}
issued an initial decision. Under this initial decision, Duke Energy Ohio would
be liable for MVP costs. Duke Energy Ohio filed exceptions to the initial decision,
requesting FERC to averturn the AL's decision.

On October 29, 2015, the FERC issued an order reversing the ALI's decision.
The FERC ruled the cost allocation methodology is not consistent with the MISO
tariff and that Duke Energy Ohio has no liability for MVP costs after its withdrawal
from MISO. On May 19, 2016, the FERC denied the request for rehearing filed
by MISO and the MISO Transmission Owners. On July 15, 2016, the MISO
Transmission Owners filed a petition for review with the U.S. Court af Appeals for
the Sixth Circuit. Duke Energy Onio cannot predict the outcome of this matter,

Duke Energy Indiana

Coal Combustion Residval Plan

On March 17, 2016, Duke Energy Indiana filed with the [URC a request
for approval of its first group of federally mandated Coal Combustion Residual
{CCR) rule compliance projects (Phase | CCR Compliance Projects) to comply
with the EPA's CCR rule. The projects in this Phase | filing are CCR compliance
projects, including the conversion of Cayuga and Gibsen Stations te dry bottom
ash handling and related water treatment. Duke Energy Indiana has requested
timely recovery of appraximately $380 million in retail capital costs and
incremental operating and maintenance costs, including AFUDC, under a federal
mandate tracker which provides for timely recovery of 80 percent of such costs
and deferral with carrying costs of 20 percent of such costs for recovery in a
subsequent retail base rate case. On January 24, 2017, Duke Energy Indiana
and various Intervenors filed a settlement agreement with the 1URC. Terms of
the settlement include recovery of 60 percent of the estimated CCR compliance
construction project capital costs through existing rider mechanisms and defersal
of 40 percent of these costs untif Duke Energy Indiana's next general retail rate
case. The deferred costs will earn a return based on Duke Energy Indiana's
long-term debt rate of 4,73 percent until costs are included in retait rates, at
which time the deferred costs will eam a full return. Costs are to be capped at
$365 million, plus actual AFUDC. Costs above the cap may be recoverabla in
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the next rate case. Terms of the settlement agreement also require Duke Energy
Indiana to perform ceriain reporiing and gedundwater monitoring. The settlement
is subject to approval by the IURC. An evidentiary hearing was hetd on February
23, 2017, Duke Energy Indiana cannot predict the outcome of this matter,

Edwardsport Integrated Gasilication Gombined Cycle Plant

Casts fer the Edwardsport Integrated Gasification Combined Cycle (IGCC)
Plant are recoverad frem retail electric customers via a fracking mechanism
(IGCC riden) with updates filed by Duke Energy Indiana. The IGCC Plant was
placed into commerciat operation in June 2013

Duke Energy indiana and several intervenors agreed upon a settiement
(IGCC settfement) in 2015 to resolve disputes related to five IGCC riders (the
11th through 15th} and a subdocket to Duke Energy Indiana’s fuel adjustment
tlause. The settlement agreement resolved disputes related to the determination
on whether the IGCC plant was proparly declared in-service for ratemaking
purposes in June 2013, as well 2s the operational performance of the plant. The
IGCC settlement resulted in customers not being billed for previously incurred
plant operating casts of $87.5 millien and payments and commitments from Duke
Energy Indiana of $5.5 million for attorneys’ fees and consumer programs funding.
Duke Energy Indiana recognized pretax impairment and related charges of $93
million in 2015. Additionally, under the IGCC settlement, the recovery of aperating
and maintenance expenses and ongoing maintenance capital at the plant are
subject to certain caps during the years of 2016 and 2017, The IGCC settlement
also includes a commitment fo either retire or stop burning coal by December 31,
2022, at the Gallagher Station. Pursuant to the IGCC settiement, the in-service
date used for accounting and ratemaking will remain as June 2013, Remaining
deferred costs will be recovered over eight years and not earn a carrying cost.
On August 24, 2018, the IURC approved the settlement in full with no changes
or conditions. The order was not appealed and the progeeding is concluded.
As of December 31, 2016, deferred costs related to the project are approximately
$161 million. Under the IGCC settlement, future IGCC riders wilt be filad annually,
rather than every six months, with the next filing scheduled for first quarter 2017.

The ninth semi-annual IGCC rider order was appealed hy various
intervenars and the matter was remanded to the IURC for further proceedings
and additional findings en a tax in-service issue. On February 2, 2017, the
IURC issued an order upholding the original decision, finding that an estimate of
impact ¢n customer rates due to the federal income tax in-service determination
was reasonable. The intervenors could appeal this order,

FERC Transmission Return on Equity Complaint

Customer proups have filed with the FERC complaints against MISO and
its transmission-owning members, including Duke Energy Indiana, alleging,
amang other things, that the current base rate of retm on equity sarned by
MISO transmission owners of 12.38 percent is unjust and unreasonable. The
latest camplaint, filed an February 12, 2015, claims the base rate of return
on equity should be reduced to 8.67 percent and requests a consolidation of
complaints. The motion to conselidate compiaints was denied. On January 5,
2015, the FERC issued an order accepting the MISQ transmissian owners 0.50
percent adder to the base rate of return on equity based on participation in an
RTO subjact to it being applied to a return on equity that is shown to be just and
reasonable in the pending return on equity complaints. A hearing in the hase
return on equity proceeding was neld in August 2015. On December 22,

2015, the presiding FERC ALl in the first complaint issued an Initial Decision

in which the base rate of refurn on equity was set at 10,32 percent. On
September 28, 2016, the Initial Decision in the first complaint was affirmed by
FERC. On June 30, 2016, the presiding FERC ALJ in the second complaint issued
an Initial Decision setting the base rate of return en equity at 9.70 percent. The
Initial Decision in the second complaint is pending FERC review. Duke Energy
Indiana currently believes these matters will not have a material impact on its
results of eperations, cash flows and financial position.
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Grid Infrastructure Improvement Plan

On August 29, 2014, pursuant to a new staiute, Duke Energy Indiana filed a
seven-year grid infrastructure improvement plan with the IURC with an estimated
cost of $1.9 billian, focusing on the reliability, integrity and modernization of the
transmission and distribution system. The plan alse provided for cost recovery
through a transmission and distribution rider {T&D Rider). In May 2015, the IURC
denied the oiginal proposal dus to an insufficient level of detailed profects and
cost estimates in the plan. On December 7, 2015, Duke Energy Indiana filed a
revised infrastructure improvement plan with an sstimated cost of $1.8 billion
in response to guidance from IURC orders and the Indiana Court of Appeals
decisions related fo this new statute. The revised plan uses a combination
of advanced technelogy and infrastructure upgrades te imprave service fo
customers and provide them with better information about their energy use. It
also provides for cost secovery through a T&D Rider. In March 2016, Duke Energy
Indiana entered into a settlement with all parties to the proceeding except the
Citizens Action Coalition of Indiana, Inc. The seftlement agreement decreased the
capital expenditures eligible for timely recovery of costs in the seven-year plan
to approximately $1.4 biltion, including the remaval of an AMI project, Under the
seftlement, the return on equity to be used in the T&D Rider is 10 parcent. The
IURC appioved the settlement and issued a final erder an June 29, 2016. The order
was not appealed and the proceeding is concluded.

The settlement also provided for deferral accounting for depreciation and
post-in-service carrying costs for AMI projects outside the seven-year plan,
Duke Energy Indtana withdrew its request for a regulatory asset for current
meters and will retain any savings associated with future AMI installation until
the next retail base rate case, which is required to be filed prior t¢ the end of the
seven-year plan. In 2016, Duke Energy Indiana decided to implement the AMi
project. This decision resulted in a pretax impairment charge related to existing
or non-AMI meters of approximately $8 million, based in part en Duke Energy
Indiana's intent to file a base rate case in 2022 under the approved T&D Rider
plan. At December 31, 2016, Duke Energy Indiana's remaining net book value of
non-AMI meters is approximately $46 million which will be depreciated through
2022, In the event that Duke Energy Indiana was to file a base rate case earlier
than 2022, it may incur additional impairment charges.

Other Regulatory Matters

Atfantic Coast Pipeline

On September 2, 2014, Duke Energy, Deminion Resources {Dominion},
Piedmont and Southern Company Gas, formerly AGL Resources Inc., announced
the formation of ACP to build and gwn the propesed Atlantic Coast Pipeline (ACP
pipeline}, an approximately 600-mile interstate natural gas pigeling running
from West Virginia to North Carolina. The ACP pipelina is designed t¢ meet
the needs identified in RFPs by Duke Energy Carolinas, Duke Energy Progress
and Piedmont, The ACP pipeline development cests are estimated between
$5.0 bitlion to $5.5 billion. Dominion will build ard eperate the ACP pipeline,
Qriginally, Deminion held a 45 percent membershig interest in ACE Duke Energy
held a 40 percent interest, Piedmant held a 10 percent interest and Sauthern
Company Gas held a 5 percent inferest. On Qctober 3, 2016, Duke Energy and
Piedment completed a merger fransaction that resulted in Piedmont becoming
a whally ewned subsidiary of Duke Energy, In connection with this iransaction,
and pursuant to terms of the ACP partnership agreement, Piedmont transferred
3 percent of its membership interest in ACP ta Dominion in exchange for
approximately $14 miltion, As a result of this transfer, Dominien maintains
a leading ownership percentage in ACP of 48 percent and Duke Energy owns
a 47 percent interest through its Gas Ufilities and Infrastructure segment.
Seuthern Cempany Gas maintains a 5 percent interest, See Note 2 for additional
information related te Duke Energy's acquisition of Piedmont,

Duke Energy Carolinas, Duke Energy Progress and Fiedmont, among
others, will be customers of the pipeline. Purchases will be made ender several

12%

20-year supply contracts, subject to state regulatory approval. In Octaber 2014,
the NCUC and PSCSC approved the Duke Energy Carolinas and Duke Energy
Progress requests to enter into certain affiliate agreements, pay compensation
to ACP and to grant a waiver of certain Gode of Conduct provisions relating

to contractual and jurisdictional matters. On September 18, 2015, ACP filed

an application with the FERC requesting a CPCN authorizing ACP fo censtruct
the pipeline. in December 2016, FERC issued a preliminary Environmental
Impact Statement (EIS) indicating that the proposed pipeline would not cause
significant harm to the environment or protected populations. The final EIS is
expected by June 30, 2017. FERC approval of the application is expected within
90 days of the issuance of the final EIS. Construction is projected to begin

once FERC appraval is received with a targeted in-service date in the second
half of 2019. ACP executed a construction agreement in September 2016 and
is working with various agencies to develop the final pipeline route, ACP also
requested appraval of an open access tariff and the precedent agreemens it
entered into with future pipeline customers, including Duke Energy Carolinas
and Duke Energy Progress. See Notes 12 and 17 for additional infermation,

Sabal Trail Transiission Pipeline

Cn May 4, 2015, Duke Energy acquired a 7.5 percent ownership interest
in Sabal Trail Transmissien, LLC (Sabal Trail) from Spectra Energy Pariners, LP
a master limited partnership, formed by Spectra Energy Corp. Spectra Energy
Partners, LP holds a 50 percent ownership interast in Sabal Trail and NextEra
Energy has a 42.5 percent ownership interest. Sabal Trail is a joint venture that
is constructing a 515-mile natural gas pipeline {Sabal Trail pipeline) to transport
natural gas to Florida. Total estimated project costs are approximately $3.2
billion. The Sabal Trail pipeline will traverse Alabama, Georgia and Florida. The
primary customers of the Sabal Trail pipeline, Duke Energy Florida and Florida
Power & Light Company (FP&L), have each contracted to buy pipeline capacity
for 25-year initial terms. Gn February 3, 2016, the FERC issued an arder
granting the request for a CPCN to construct and operate the pipeline. The Sabal
Trail pipeline has received regulatory approvals and initiaied construction of the
pipeline with an expected in-service date in mid-2017. See Notes 12 and 17 for
additional information.

Constitytion Pipeline

Duke Energy owns a 24 percent ownership interest in Constitution Pipeline
Company, LLC {Constitution) through a wholly owned subsidiary of Piedmont.
Constitution is a naturat gas pipeline project slated to transport natural gas
supplies from the Marcellus supply region in northern Pennsylvania to major
northeastern markets. The pipeline will be constructed and operated by Williams
Partners L.P which has a 41 percent ownership share. The remaining interest is
held by Cabot Gil and Gas Corporation and WGL Holdings, Inc.

On April 22, 2016, the New York State Department of Environmental
Consarvation (NYSDEC) denied Constitution’s application for a necessary water
quality certification for the New York portion of the Constitution pipeline. Constitution
filed legal actions in the U.S. District Court for the Northern District of New York
and in the U.S. Court of Appeals for the Second Circuit (LS. Court of Appeals)
challanging the legality and approgriateness of the NYSDEC's decision, Both courts
granted Constitution's motions to expedte the schedules for the legal actions. On
November 16, 2018, oral arguments were heard in the U.S. Court of Appeals.

Constitution remains steadfastly commitied to pursuing the project and
intends te pursue all available ogtions to challenge the NYSDEC's decision. In
light of the denial of the cedification, Constitution revised its target in-service
date of the project to be as early as the second half of 2018, assuming that the
challenge process is satisfactorily and promptly concluded.

In duly 2016, Constitution requested and the FERC approved an extension
of the construction period and in-service deadline of the project to December
2018. Also in July, the FERC denied the New York Attorney General's (NYAG)
complaint and request for a stay of the certificate order authorizing the project
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on the graunds that Constitution had improperly cut trees alang the propased
raute. The FERC feund the complain procedurally deficient and that there was
no justification for a stay; it did find the filing constituted a valid request for
investigation and thus referred the matter to FERC staff for further examination
as may be appropriate. On November 22, 2016, the FERC denied the NYAG's
request for reconsideration of this order.

Since April 2016, with the actions of the NYSDEC, Constitution stopped
construction and discontinued capitalization of futuse development costs until
the praject's uncertainty is resolved. As a result, Duke Energy evaluated the
investment in the Censtitution project for OTTIs, At this time, no OTT! has been
detarmined and therefore no impairment charge to reduce the carrying value
of the investment has been recorded. However, o the extent that the legal and
regulatory proceedings have unfavorabte outcomes, or if Constitution concludes
that the project is nat viable or does not go forward as legal and regulatory actions
progress, the conclusions with respact ta OTTIs could change and may raquire
that an impairment charge of up to the recorded investment in the project, net of
any cash and working capital returned, be recorded. Duke Energy will continue to
manitor and update the OTTI analysis as required. Different assumptions could
affect the timing and amount of any charge recorded in a period.

Pending the outgome of the matters described above, and when
construction proceeds, Duke Energy remains committed to fund an amaunt in
propartion ta its ownership interest for the development and construction of the
new pipeline. Duke Energy's total anticipated contributions are approximately
$229 million. See Netes 12 and 17 for additional infarmation.

Progress Energy Merger FERC Mitigation

In June 2012, the FERC approved the merger with Progress Energy,
including Duke Energy and Progress Energy's revised market pawer mitigation
plan, the Jaint Dispatch Agreement (JDA) and the joint Open Access
Transmission Tariff, The revised market power mitigation plan provided for the
acceleration of one transmission project and the completien of seven other
transmissior projects {Long-Term FERC Mitigation) and interim firm power sale
agreements during the completien of the transmission projects (Interim FERC
Mitigation}. The Lang-Teim FERC Mitigation was expected to increase power
imported into the Duke Energy Carolinas and Duke Energy Progress service
areas and enhance competitive power supply optiens in the service areas.

All of these projecis were completed in or before 2014, On May 30, 2014, the
Independent Menitor filed with FERC a final repart stating that the Long-Term
FERC Mitigation is complete. In 2014, Duke Energy Progress recorded an

$18 million partial reversal of an impairment recorded in 2012. This reversal
adjusts the initial disallowance from the Long-Term FERC mitigation and reflects
updated information en the construction costs and in-service dates of the
transmissicn projects.

Follawing the closing of the merger, outside counsel reviewed Quke
Energy's mitigation plan and discovered a technical error in the calculations.
On December 6, 2013, Duke Energy submitted a filing to the FERC disclosing
the error and arguing that no additional mitigation is necessary. The city of
New Bern filed a protest and requested that FERC order additional mitigation.
On Octobar 29, 2014, the FERC orderad that the amount of the stub mitigation
be increased fram 25 MW to 129 MW. The stub mitigation is Duke Energy’s
commitment to set aside for third parties a certain quantity of firm transmission
capacity from Duke Energy Carolinas to Duke Energy Progress during summer
off-peak hours. The FERC also ordered that Duke Energy aperate certain
phase shifters to create additional import capability and that such aperation
be monitored by an independent monitor. The costs te comply with this order
are not material. The FERC also referred Duke Energy’s failure to expressly
designate the phase shifter reactivation as a mitigation project in the ariginal
mitigatien plan filing in March 2012 to the FERC Office of Enfercement for
further inquiry. In response, and singe December 2014, the FERC Office of
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Enforcement has been conducting a nonpublic investigation of Duke Energy’s
market power analyses included in the Progress merger filings submitted to
FERC. Duke Energy cannat predict the outcome of this investigation.

Potential Coal Plant Retirements

The Subsidiary Registrants periedically file Integrated Resource Plans
(IRP) with their state regulatary commissions. The IRPs provide a view of
forecasted energy needs over a long term {10 to 20 years} and options being
considered to meet those needs. Recent IRPs filed by the Subsidiary Registrants
included planning assumptions to potentially retire certain coal-fired generating
facilities in Florida and Indiana earlier than their current estimated useful
lives primarily because facilities do net have the requisite emission control
equipment to meet EPA regulations recently approved or proposed.

The table below contains the net carrying value of generating facilities
ptanned for retirement or included in recent IRPs as evaluated for potential
retirement due to a lack of requisite environmental control equipment. Dollar
amounts in the table below are included in Net property, plant ard equipment
on the Consolidated Balance Sheets as of December 31, 2016 and exclude
capitalized asse retirement costs.

Remaining Het

Capacity Book Yalue
{in MW) (in millions)
Duke Energy Carolinas
Allen Steam Station Units 1-3% 585 $ 168
Progress Energy and Duke Energy Flerida
Crystal River Units 1 and 2 81 120
Duke Energy Indiana®
Galtagher Units 2 and 4% 230 136
Total Duke Energy 1,738 § 424

{a} Duke Energy Carolinas will retire Allen Steam Station Units 1 through 3 by December 31, 2024, as part of
the resolution of a lawsuit invalving alleged New Source Review violatigns,

{b) Duke Energy Ingiana retired Wabash River Uinits Z through & in 2018.

{¢} Duke Energy Indiana commitled to eilher retire or stop buming coal at Gallagher Units 2 and 4 by
December 31, 2022, as part of the setilement of Edwardspart IGCC matiers,

On October 23, 2015, the EPA published in the Federal Register the final
Clean Power Plan (CPF) rule regulating carben dioxide (CO,) emissions from
existing fossil fuel-fired electric generating units {EGUs). The CPP establishes
(0, emission rates and mass cap goals that apply to existing fossil fuel-fired
EGUs. Petitions challenging the final CPP have been filed by several groups
and on February 9, 2016, the U.S. Supreme Court issued a stay of the final CPP
rule, haiting implementation until legal challenges are resolved. States in which
the Duke Energy Registrants operate have suspended work on CPP compliance
plans as a result of the stay. The court is expected to decide the case in early
2017. Compliance with GPP could cause the industry to replace coal-fired
generation with natural gas and renewables, especially in states that have
significant CO, reduction targets under the rule. Costs to operate coal-fired
generation plants continue to grow due to increasing envirormental compliance
requirements, including ash management costs unrelated to CPP, which may
result in the retirement of coal-fired generation plants earlier than the current
end of useful lives. Duke Energy continues to evaluate the need to retire
generating facilities and plans to seek regulatory recovery, where appropriate,
for amounts that have not heen recaovered upon asset retirements. However,
recavery is subject to future regulatory approval, including the recovery of
carrying costs on remaining book values, and therefore cannat be assured,

Refer to the "Western Carolinas Modernization Plan” discussion above for
details of Duke Energy Progress' ptanned retirements.
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9. COMMITMENTS AND CONTINGENCIES

INSURANCE

General Insurance

The Duke Energy Ragistrants have insurance and reinsurance coverage
gither directly or through indemnification from Duke Energy's captive insurance
company, Bisen, and its affiliates, consistent with companies engaged in
similar cemmercial operations with simifar type properties. The Duke Energy
Registrants' coverage includes (i) commercial general liability coverage for
[iahilities arising to third parties for bodily injury and property damage; (ii}
workers' compensation; (iii) automobile liability coverage; and (iv) property
coverage for all real and personal property damage. Real and parsonal property
damage coverage excludes electric fransmission and distributian lines, but
in¢ludes damages arising from boiler and machinery breakdowns, earthquakes,
flood damage and extra expense, but nat outage or replacement power
coverage. All coverage is subject to certain deductibles or retentions, sublimits,
exclusions, terms and conditions common for companies with similar types of
operations. The Duke Energy Registrants self-insure their electric transmission
and distribution lings against loss due to storm damage and other natural
disasters. As discussed further in Note 4, Duke Energy Flgrida maintains a
storm damage reserve and has a regulatory mechanism to recover the cost of
named storms on an expedited basis.

The cost of the Duke Energy Registrants’ coverage can fluctuate from year
to year reflecting claims history and conditions of the insurance and reinsurance
markets.

In the event of a loss, terms and amounts of insurance and reinsurance
available might net be adequate ta cover claims and other expenses incurred.
Uninsured losses and other expenses, to the extant not recavered by other
sources, could have a material effect on the Duke Energy Registrants’ results of
operations, cash flows or financial position. Each cempany is responsible to the
extent losses may be excluded or exceed limits of the coverage available.

Nuclear Insurance

Duke Energy Carolinas owns and operates the McGuire Nuclear Station
(McGuire) and the Oconee Nuclear Station (Oconee) and operates and has a
partial ownership interest in the Catawba Nuclear Station (Catawba). McGuire
and Catawba each have twa reactors. Oconee has three reactors. The other
joint owners of Catawba reimburse Duke Energy Carolinas for certain expenses
associated with nuclear insurance per the Catawba joint owner agreements.

Duke Energy Progress owns and operates the Rebinson Nuclear Plant
(Robinson), Brunswick and Harris. Rehinson and Harris each have one reactor.
Brunswick has twa reactors.

Duke Energy Florida owns Crystal River Unit 3, which has been retired.

In the event of a loss, terms and amounts of insurance available might not
he adequate to cover property damage and other expenses incurred. Uninsurad
losses and other expenses, to the extent not recovered by other sources, could
have a materfal effect on Duke Energy Carolinas’, Duke Energy Progress’ and
Duke Energy Florida's results of operations, cash flows or financial position.
Each company is responsible to the extent losses may be excluded or exceed
limits of the coverage available.
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Nuclear Liability Coverage

The Price-Andersan Act requires ownars of nuclear reactors to provide for
public nuclear lizbility protection per nuclear incident up to a maximum total
financial protection liability. The maximum total financial protection fability,
which is approximately $13.4 billion, is subject to change every five years for
inflation and for the number of licensed reactors. Total nuclear liability coverage
consists of a combination of private primary nuclear liability insurance coverage
and a mandatory industry risk-sharing program ta provida for excess nuclear
liability coverage above the maximum reasonably available private primary
coverage. The United States Congress could impose revenue-raising measures
on the nuclear industry ta pay claims.

Primary Liability Insurance

Duke Energy Caralinas, Duke Energy Progress and Duke Energy Florida
have purchased the maximum reasonably available private primary nuclear
liability insurance as required by law, which was $375 million per station. For
incidents after January 1, 2017, this primary nuclear liability insurance limit
increased to $450 miltion per station.

Excess Liability Program

This program provides $13 biltion of coverage per incident through the
Price-Anderson Act’s mandatory industrywide excess secondary financial
protection program of risk paoling. This amount is the preduct of potential
cumulative retrospective premium assessments of $127 million times the
current 102 licensed commercial nuclear reactars in the U.S. Under this
program, licensees could be assessed retrospective premiums to compensate
for public nuclear fiability damages in the event of a nuclear incident at any
licensed facility in the U.S. Retrospective premiums may be assessed at a rate
not to excaed $19 million per year per licensed reactor for each incident, The
assessment may be subject to state premium taxes.

Nuclear Property and Accidental Outage Coverage

Duke Energy Carolinas, Duke Energy Progress and Duke Energy Florida
are members of Nuclear Electric Insurance Limited (NEIL), an industry
mutual insurance company, which provides "all risk” property damage,
decontamination and premature decommissioning insurance for each station
ior losses resuliing from damage to its nuclear plants, either due to accidents
or acts of terrorism. Additionally, NEIL provides some replacement power
cost insurance for each station for losses in the event of 2 major accidental
putage at an insured nuclear station. NEIL requires its members to maintain
an investment grade credit rating or to ensure collectability of their annuat
retrospective premium obligation by providing a financial guarantee, letter
of ¢redit, deposit premium or other means of assurance. The companies
are required each year to report to the NRC the current levels and sources
of insurance that demonsirate it possesses sufficient financial resources to
stahilize and decontaminate its reactors and reactor station sites in the event of
an accident.

Pursuant te regulations of the NRC, each company’s property damage
insurance policies provide that ali groceeds from such insurance be applied,
first, fo place the plant in a safe and stable condition after a qualifying accident
and second, to decontaminate the plant befere any proceeds can be used for
decommissioning, plant repair or restaration.
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Losses resulting from acts of terrorism are covered as common
occurrences, such that if terrorist acts occur against one or more commercial
nuclear power planis insured by NEIL within a 12-month period, they would
be treated as ane event and the owners of the plants where the act occurred
would share one full limit of liability. The full timit of liability is currently $3.2
billien. NEIL sublimits the fotal aggregate for all of their policies for non-nuclear
terrorist events te approximately $1.83 billion,

Each nuclear facility has accident property damage, decontamination and
premature decommissioning liability insurance from NEIL with limits of $1.5
billin, except for Crystal River Unit 3. Crystal River Unit 3's limit is $20 millian
and is en an actual cash value basis. Al nuclear facilities except for Catawba
and Crystal River Unit 3 alse share an additional $1.25 billion nuclear accident
insurance limit above their dedicated underlying limit. This shared additional
excess limit is not subject to reinstatement in the event of a loss. Catawba has
a dedicated $1.25 hillion of additional nuclear accident insurance limit above its
dedicated underlying limit. Catawba and Ocenee alse have an additional $750
million of nen-nuclear accident properfy damage limit. All coverages are subject
ta sublimits and significant deductibles.

NEIL's Accidental Outage palicy provides Some replacement power cost
insurance for losses in the event of a major accident property damage outage of
a nuclear unit. Coverage is provided on a weekly limit basis after a significant
waiting period deductible and ai 100 percent of the available weekly limits for
52 weeks and 80 percent of the available weekly limits for the next 110 weeks,
Coverage is provided until these available weekly periods are met where the

accidental outage policy limit will not exceed $490 million for McGuire, Catawba,

Brunswick and Harris, $464 million for Qconee and $404 million for Robinson.
NEIL sublimits the accidental outage recovery to the first 104 weeks of coverage
not to exceed $328 million from nen-nuclear accidental preperty damage.
Coverage amounts decrease in the event mare than one unit at a station is out
of service due to a comman accident. All coverages are subject to sublimits and
significant deductibles.

Potential Retroactive Premium Assessments

In the event of NEIL losses, NEIL's board of directors may assess
member companies retroactive premiums of amounis up to 10 times their
annual premiums for up to six years after a loss. NEIL has never exercised
this assessment, The maximum aggregate annual retrespective premium

obligations for Duke Energy Caralinas, Duke Energy Pragress and Duke Energy
Florida are $164 million, $104 million and $1 million, respectively. Ouke Energy
Carolinas’ maximum assessment amount includes 100 percent of potential
ohtigations te NEIL far jointfy owned reactors. Duke Energy Carolinas would
seek reimbursement from the joint owners for their portion of these assessment
amaunts.

ENVIRONMENTAL

The Duke Energy Regisiranis are subject to federal, state and Jocal
regulations regarding air and water quality, hazardeus and solid waste disposal
and other environmental matters. These regulations can be changed from time
to time, imposing new obligations on the Duke Eneray Registrants. The following
environmental matters impact all of the Duke Energy Registrants,

Remediation Activities

In addition to the ARQ recorded as a result of various environmental
regulations, discussed in Nate 9, the Duke Energy Registrants are responsible
for envirgnmental remediation at various sites. These include certain properties
that are part of ongoing operations and sites formerly owned er used by Duke
Energy entities. These sites are in various stages of investigation, remediation
and monitering. Managed in conjunction with relevant federal, state and
local agencies, remediation activities vary based upen site conditions and
location, remediation requirements, complexity and sharing of respansibility.

If remediation activities involve joint and several liability provisions, strict
Jiability, or cost recovery or contribution actiens, the Duke Energy Registrants
ceuld patentially be held responsible for enviranmental impacts caused by
other potentially responsible parties and may alse benefit from insurance
policies or contractual indemnities that cover some or all cleanup costs.
Liabilities are recorded when losses become probable and are reasonably
estimable. The fotal costs that may be incurred cannot be estimated because
the extent of environmental impact, allocation among potentially responsible
parties, remediation alternatives and/or regulatory decisions have not yet been
determined at all sites. Additional cests associated with remediation activities
are fikely to be incurred in the future and could be significant. Costs are typically
expensed as Operation, maintenance and other in the Consolidated Statements
af Operaiions unless regulatory recovery of the costs is deemed probable.

The following tables centain information regarding reserves for probable and estimable costs related to the various environmental sites, These reserves are
recorded in Other within Deferred Credits and Other Liabilities on the Consolidated Balance Sheets.

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy  Energy Energy

{in millions) Energy  Carofinas Energy  Progress Florida Ohio  Indiana
Balance at December 31, 2013 $74 $11 $ &7 $ 8 $ 19 $27 $7
Provisions/adjustments 32 (1 1 4 kY 28 i
Cash reductions (14) — (1 h (% (1) {1)
Balance at December 31, 2014 92 19 17 5 12 34 10
Provisions/adjustments 1 1 4 — 4 1 5
Cash reductions 1)) (n @ & (2} (I (3}
Balance at December 31, 2015 94 10 17 3 14 54 12
Provisions/adjustments 19 4 1 2 4 7 1
Cash reductions (15} (4) (6) 2 4 2 {3)
Balante at December 31, 2016 $98 $10 $18 $3 $14 $ 59 $10
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Additional losses in excess of recorded reserves that could be incurred for
the stages of investigation, remediation and monitoring for environmental sites
that have been evaluated at this time are not material except as presented in
the table below.

(in millions}

Duke Energy $ 69
Duke Energy Caralinas 22
Duke Energy Ohio 36
Duke Energy Indiana 1

North Carolina and Seuth Carolina Ash Basins

In February 2014, a break in a stormwater pipe beneath an ash basin
at Duke Energy Carolinas' retired Dan River Steam Station caused a release of
ash basin water and ash into the Dan River. Duke Energy Carolinas estimates
30,000 to 39,000 tons of ash and 24 million to 27 million gallons of basin
water were released into the river. tn July 2014, Duke Energy completed
remediation work identified by the EPA and continues to cooperate with the
EPA's civil enforcement process. Future costs related to the Dan River release,
including future state or federal civil enforcement proceedings, future regulatory
directives, natural resources damages, future ¢laims oz fitigation and long-term
environmental impact costs, cannot be reasonably estimated at this time.

The North Carolina Department of Environmental Quality (NCDEQ) has
historically assessed Duke Energy Carolinas and Duke Energy Progress with
Notice of Violations (NOV) for violations that were most often resolved through
satisfactory corrective actions and minor, if any, fines or penalties. Subsequent
ta the Dan River ash release, Duke Energy Carolinas and Duke Energy Progress
have been served with a higher level of NOVs, including assessed penalties for
violations at L.V, Sutton Combined Cycle Plant (Sutten} and Dan River Steam
Station, Duke Energy Carolinas and Duke Energy Progress ¢annot predict
whether the NCDEG will assess future penalties related to existing unresolved
NOVs and if such penalties would be material. See “NCDEQ Notices of Violation”
section below for additional discussion.

LITIGATION

Duke Energy

Duke Energy no longer has exposure to litigatien matters related to the
International Energy Disposal Group as a result of the divestiture of the business
in December 2016. See Note 2 for additional information related to the sale of
International Energy.

Ash Basin Shareholder Derivative Lifigation

Five shareholder derivative lawsuits were filed in Delaware Chancery
Court relating to the release at Dan River and to the management of Duke
Energy's ash basins. On October 31, 2014, the five lawsuits were consolidated
in a single proceeding titled fr Re Duke Energy Corporation Coal Ash
Derivative Litigation. On December 2, 2014, plaintiffs filed a Corrected Verified
Consolidated Shareholder Derivative Complaint (Consolidated Complaint). The
Censolidated Complaint names as defendants several current and former Duke
Energy officers and directors {collectively, the "Duke Energy Defendanis”). Duke
Energy is named as a nominal defendant.

The Consalidated Complaint alleges the Duke Energy Defendants
breached their fiduciary duties by failing to adequately oversee Duke Energy’s
ash basins and that these breaches of fiduciary duty may have contributed to
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the incident at Dan River and cantinued thersafter. The lawsuit atso asserts
claims against the Duke Energy Defendants for corporate waste (relating to the
money Duke Energy has spent and will spend as a result of the fines, penalties
and ¢oal ash removal) and unjust enrichment (relating to the compensation
and director remuneratien that was received despite these alleged breaches

of fiduciary duty). The lawsuit seeks both injunstive relief against Duke Energy
and restifution from the Duke Energy Defendants. On January 21, 2015, the
Duke Energy Defendants filed a Mation te Stay and an alternative Motion to
Dismiss. On August 31, 2015, the court issved an order staying the case which
was lifted on March 24, 2016, On April 22, 2016, plaintiffs filed an Amended
Verified Consolidated Sharehalder Derivative Complaint {Amended Camplaint)
making the same alegatians as in the Consolidated Complaint. The Duke Energy
Defendants filed a motion to dismiss the Amended Complaint on June 21,
2016. On December 14, 2016, the Delaware Chancery Court entered an order
dismissing the Amended Coemplaint. Plaintiffs filed an appeal to the Delaware
Supreme Court on January 9, 2017. Opening briefs were due by February 24,
2017, and a date for ¢ral argument has not been set.

On March 5, 2015, sharehelder Judy Mesirov filed a shareholder derivative
cemplaint {Mesirov Complaint) in North Carolina state court. The lawsuit, styled
Mesirov v. Good, was similar ta the censolidated derivative action pending in
Delaware Chancery Court and was filed against the same current directors
and former directors and officers as the Delaware litigation. Duke Energy
Corporation, Duke Energy Progress and Duke Energy Carolinas were named
as nominal defendants. The Mesirov Complaint alleged that the Duke Energy
Board of Directors was aware of Clean Water Act (CWA) compliance issues and
failures to maintain structures in ash hasins, but that the Board of Directors
did not require Duke Energy Carolinas and Duke Energy Progress to take action
to remedy deficiencies. The Mesirov Complaint further alleged that the Board
of Directors sanctioned activities to avoid compliance with the law by allowing
impraper inflirence of the NCDEQ to minimize regulation and by opposing
previously anticipated citizen suit litigation. The Mesirov Complaint sought
corporate governance reforms and damages relating te costs associated with
the Dan River release, remediation of ash basins that are out of compliance with
the CWA and defending and payment of fines, penalties and settlements relating
to criminal and civil investigations and lawsuits. On July 5, 2016, the plaintiff
filed a Notice of Yoluntary Dismissal Without Prejudice, closing this matter.

In addition to the above derivative complaints, in 2014, Duke Energy
received two shareholder litigation demand letters. The letters alleged that
the members of the Board of Directors and certain afficers breached their
fiduciary duties by allowing the cempany to illegally dispose af and store coat
ash pollutants. One of the letters also alleged a breach of fiduciary duty in the
decision-making refating to the [eadership changes fellowing the close of the
Progress Energy merger in July 2012.

By letter dated September 4, 2015, attorneys for the sharehelders were
informed that, on the recommendation of the Demand Review Committee
formed to consider such matters, the Beard of Directors concluded not te
pursue potential claims against individuals. Ore of the shareholders, Mitchell
Pinsly, sent a formal demand for records and Duke Energy has responded to this
request,

On October 30, 2015, sharehalder Saul Bresalier filed a shareholder
derivative complaint {Bresalier Complaint) in the 1.3, District Court for the
District of Delaware. The |lawsuit alleges that several current and former Duke
Energy officers and directors (Bresalier Defendants) breached their fiduciary
futies in connection with coal ash environmental issues, the post-merger
change in Chief Executive Officer {CEQ) and oversight of politicat contributions.
Duke Energy is namad as a nominal defendant. The Bresalier Camplaint
contends that the Demand Review Committee failed to apprapriately consider
the shareholder's earfier demand for litigation and improperly decided not to
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pursue claims against the Bresalier Defendants. The Bresalier Defendants filed
a Mation to Dismiss the Bresalier litigation on January 15, 2016. In lieu of a
response to the Motion to Dismiss, the plaintiff filed a Motion to Convert the
Bresalier Oefendants' Motien to Dismiss inio a Motion for Summary Judgment
and also for limited discovery. Following a hearing on June 15, 2016, the court
denied the plaintiff's Mation ta Convert and is requiring the parties to complete
briefing on the Bresalier Defendants' Mation to Dismiss. On July 22, 2016, the
Bresalier Defendants filed an Amended Motion to Dismiss. Oral argument on the
Amended Motion o Dismiss was heard on December 20, 2016. As disctssed
belaw, an agreement-in-principle has been reached to settle the merger relaged
claims in the Bresalier Complaint.

It is nat possible to pradict whether Duke Energy will incur any fiability or
to estimate he damages, if any, it might incur in connection with these matters.

Progress Energy Merger Shareholder Litigation

Duke Energy, the 11 members of the Board of Diractors who were alse
members of the pre-merger Beard of Directors (Legacy Duke Energy Directors)
and certain Duke Energy officers were defendants in a purported securities
class-action lawsuit (Nieman v. Duke Energy Corporation, et al). This
lawsuit consolidated three lawsuits originally filed in July 2012. The plaintiffs
alleged federal Securities Act of 1933 and Securities Exchange Act of 1934
(Fxchange Act) claims based on allegations of materiafly false and misleading
representations and omissions in the Registration Statement filed on July 7,
2011, and purportedly ingorporated into other documents, all in connection with
the post-merger change in CEQ. On August 15, 2014, the parties reached an
agreement in principle to settle the litigation. On March 10, 2015, the parties
filed a Stipulation of Settlement and a Mation for Preliminary Approval of the
Settlement. Under the terms of the agreement, Duke Energy agreed to pay $146
million to settle the claim. On April 22, 2015, Duke Energy made a payment
of $25 million into the settlement escrow account. The remainder of $121
million was paid by insurers into the settlement escrow account. The final arder
approving the settlement was issued on November 2, 2015, thus closing the
matter,

On May 31, 2013, the Delaware Chancery Court consolidaied four
shareholder derivative lawsuits filed in 2012, The Court alse appointed a lead
plaintiff and counsel for plaintiffs and designated the case as /n Re Duke Energy
Corporation Derivative Litigation {Merger Chancery Litigation). The lawsuit
names as defendants the Legacy Duke Energy Directors. Duke Energy is named
a5 a nominal defendant. The case alleges claims for breach of fiduciary duties
of loyalty and care in connection with the post-merger change in CEQ.

Two shareholder Derivative Complaints, filed in 2012 in federal district
court in Delaware, were consalidated as Tansey v Rogers, et af. The case
alleges claims against the Legacy Duke Energy Directors for breach of fiduciary
duty and waste of corporate assets, as well as claims under Section 14(a) and
20(a) of the Exchange Act. Duke Energy is named as a nominal defendant. On
December 21, 2015, Plaintiff filed a Consolidated Amended Complaint asserting
the same claims contained in the original complaints.

The Legacy Duke Energy Directors have reached an agreement-in-
principle to Settle the Margar Chancery Litigation, conditioned on dismissal
as well, of the Tansey v. Rogers, et al case and the merger related claims in
the Bresalier Complaint discussed above, far a total of $27 million. The entire
settlement amount is to be funded by insurance. The settfement amount, less
court-approved attorney fees, will be payable to Duke Energy. The settlement is
subject to the execution of definitive settlement documents and court approval.
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Price Reporting Cases

Duke Energy Trading and Marketing, LLC {DETM), a non-operating Duke
Energy affiliate, was a defendant, aleng with numerous ather energy companies,
in four class-action lawsuits and a fifth single-plaintiff lawsvit in a consalidated
faderal court proceeding in Nevada. Each of these lawsuits contained similar
claims that defendants allegedly manipulated natural gas markets by various
means, including providing false information to natural gas trada publications
and entaring into unlawful arrangements and agreements in violation of the
antitrust laws of the respective states. Plaintiffs sought damages in unspecified
amounts. In February 2016, DETM reached agrsements in principle to settle all of
the pending lawsuits. Settlement of the single-plaintiff settlement was finalized
and paid in March 2016. The propesed settlament of the class-action lawsuits
was submitted to the Court and preliminarily approved an January 26, 2017, The
Court will consider final approval of the class settlement following notice to the
class members. The settlement amounts are not material te Ouke Energy.

Duke Energy Carolinas and Duke Energy Progress
NCDEQ Notice of Violation

In August 2014, NCOEQ issued an NOV for allaged groundwater violations
at Duke Energy Progress’ Sutton Plant. On March 10, 2015, NCDEQ issued a civil
penalty of approximately $25 million to Duke Energy Progress for environmental
damages related to alleged groundwater contamination at the Sutton Plant. On
April 9, 2015, Duke Energy Progress filed a Petition for Contested Case hearing
in the Office of Administrative Hearings. In February 2015, NCDEG issued an
NQV for alleged groundwater violations at Duke Energy Progress’ Asheville Plant,
Duke Energy Progress responded to NCDEQ regarding this NOV.

On September 29, 2015, Duke Energy Progress and Duke Energy Carolinas
entered into a settiement agreement with NCDEC resolving all former, current
and future groundwater penafties at all Duke Energy Carolinas and Duke
Energy Progress coal facilities in North Carolina. Under the agreement, Duke
Enargy Progress paid approximately $6 million and Duke Energy Caralinas paid
approximately $1 million, In addition to these payments, Duke Energy Progress and
Duke Energy Caralinas will accelerate remediation actions at the Suttan, Asheville,
Belews Creek and H.F. Lea plants. The court entered a consent order resolving the
contested case refating to the Sutton Plant and NCDEQ rescinded the NOVS relating
to alleged groundwater violations at both the Sutton and Asheville plants,

0On Octeber 13, 2015, the Southern Environmental Law Center (SELC),
repsesenting multiple conservation groups, filed a lawsuit in North Carolina
Superior Court seeking judicial review of the arder approving the settlement
agreement with NCDEQ. The conservation groups cantend that the ALl exceeded
his statutory autharity in approving a settlement that provided for past, present
and future resolution of groundwater issues at facilities which were not at issue
in the penalty appeal. On December 18, 2015, Duke Energy Carolinas and Duke
Energy Progress filed a Motion ta Dismiss the comptaint. On February 12, 2016,
the AU entered a new order clarifying that the dismissal of the contested case
only applied to the specific issues before the AL fn the Petifien far Contested
Case, On March 10, 2016, the court dismissed the SELC [awsuit based en the
ALJ's entry of the new arder,

On February 8, 2D16, the NCDEQ assessed a penaity of approximately
$6.8 million, including enfarcement costs, against Duke Energy Carolinas
related to stormwater pipes and associated discharges at the Dan River Steam
Station. Duke Energy Caralinas recorded a charge in December 2015 for this
penalty. In March 2D16, Duke Energy Carolinas filed an appeal of this penalty.
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On September 23, 2016, Duke Energy Carolinas entered into a settlement
agreement with the NCDEQ, without admission of liability, under which Duke
Energy Carolinas agreed to a payment of $6 milfion to resalve allegations
underlying the asserted civil penalty related to the Dan River coal ash release
and a March 4, 2016, NOV alleging unpermitted discharges at the facility.

NCDEGQ State Enforcement Actions

In the first quarter of 2013, SELC sent notices of intent to sue Duke Energy
Carolinas and Duke Energy Progress related to alleged CWA violations from coal
ash basins at two of their ceal-fired power plants in North Carolina. The NCDEQ
filed enforcement actions against Duke Energy Carolinas and Duke Energy
Progress alleging viotations of water discharge permits and North Carofina
groundwater standards. The cases have been consolidated and are being heard
before a single judge.

On August 16, 2013, the NCDEQ filed an enforcement action against Duke
Enargy Carolinas and Duke Energy Progress related to their remaining plants
in North Carolina, alleging violations of the CWA and violations of the North
Carolina groundwater standards. Both of these cases have been assigned to the
judge handling the enforcement actions discussed above. SELC is representing
several envirenmental groups who have been permitted to intervene in these
cases.

On July 10, 2015, Duke Energy Carolinas and Duke Energy Progress
filed two Motions for Partial Summary Judgment in the case on the basis that
there is no langer either 2 genuine controversy or disputed material facts
about the relief for seven of the 14 North Carolina plants with coal ash basins.
On September 14, 2015, the court granted the Motiens for Partial Summary
Judgment pending court appreval of the terms through an order, On April 4,
2016, the court issued an order granting Duke Energy Progress’ Motian for
Partial Summary Judgment for cases involving the H.F. Lee, Cape Fear and
Weatherspoon plants, On June 1, 2016, the court issued an order granting
Duke Energy Carglinas' and Duke Energy Prograss’ Motion for Partial Summary
Judgment for cases involving the Asheville, Dan River, Riverbend and Sutton
plants, The litigation is concluded for these seven plants, Litigation continues
for the remaining seven plants. In response to a motion for partial summary
judgment on the groundwater claims filed by the environmantal groups, on
October 17, 2016, Duke Energy Carolinas and Duke Energy Progress filed a
cross-motien for partial summary judgment on the groundwater claims. On
February 13, 2017, the court issued an order denying both the environmental
groups’ motion for partial summary judgment and Duke Energy Caralinas and
Duke Energy Progress’ cross-mation for partial summary judgment.

It is not possible to predict any liability or estimate any damages Duke
Energy Carolinas or Duke Energy Progress might incur in connection with these
matters.

Federal Citizens Suits

On June 13, 2016, the Roanoke River Basin Association filed a federal
citizen suit in the Middle District of Nerth Carolina alleging unpermitted
discharges to surface water and groundwater violations at the Maya Plant. On
August 19, 2016, Duke Energy Progress filed a Motion to Dismiss the complaint
and a decision is pending, it is not pessible to predict whather Duke Enargy
Progress will incur any liability or to estimate the damages, if any, they might
incur in connection with this matier,

Five previously filed cases invalving the Riverbend, Cape Fear, H.F. Lee,
Sutton and Buck plants have been dismissed or settled during 2016.

135

Norih Carofina Ash Basin Grand Jury Investigation

As a result of the Dan River ash basin water release discussed
above, NCDEQ issued a NOV and Recommendation of Assessment of Civil
Penalties with respect to this matter en February 28, 2014, whigh the
company responded to on March 13, 2014. Duke Energy and certain Duke
Energy employees received subnoenas issued by the United States Attorney
far the Eastern District of North Carolina in connection with a criminal
investigation refated to all 14 of the North Caralina facilities with ash basins
and the nature of Duke Energy’s contacts with NCDEQ with respect to those
facilities. This was a multidistrict investigation that also involves state law
enforcement authorities.

On February 20, 2015, Duke Energy Carolinas, Duke Energy Progress
and Duke Energy Business Services, LLC (DEBS), a wholly owned subsidiary
of Duke Energy, each entered inta Plea Agraements in connection with
the investigation initiated by the United States Department of Justice
Environmental Crimes Section and the United States Attorneys for the Fastern
District of North Carolina, the Middle District of North Caralina and the Western
District of North Carolina {collectively, USDOJ). On May 14, 2015, the United
States District Court for the Fastern District of North Carolina approved the
Plea Agreements.

Under the Plea Agreements, DEBS and Duke Energy Progress pleaded
puilty to four misdemeanor CWA violations related to vivlations at Duke Energy
Progress’ H.F. Lee Steam Electric Plant, Cape Fear Steam Electric Plant and
Asheville Steam Electric Generating Plant. Duke Energy Carolinas and DEBS
pleaded guilty to five misdemaanor CWA vielations related to violations at
Duke Energy Carolinas’ Dan River Steam Station and Riverbend Steam Statien.
DEBS, Duke Energy Carolinas and Duke Energy Progress also agreed (i} toa
five-year probation period, (ii) to pay a total of approximately $68 million in
fines and restitution and $34 million for community service and mitigation
{the Payments), (iii) ta fund and establish environmantal compliance plans
subject o the oversight of a court-appointed monitor in addition to certain other
conditions set out in the Plea Agreements. Duke Energy Caralinas and Duke
Energy Progress also agree to each maintain $250 million under their Master
Credit Facility as security to meet their obligations under the Plea Agreements.
Payments under the Plea Agreements will be borne by sharehoiders and are not
tax deductibte. Duke Energy Corporation has agreed to issue a guarantee of all
payments and performance due from DEBS, Duke Energy Carolinas and Duke
Energy Progress, including but not limited to payments for fines, restitution,
community service, mitigation and the funding of, and obligations under, the
environmental compliance plans. As a result of the Plea Agreements, Duke
Energy Carolinas and Duke Energy Progress recognized charges of $72 millign
and $30 million, respectively, in Operation, maintenance and other on the
Consolidated Statements of Operations and Comprehensive income during
2014. Payment of the amounts relating to fines and restitution were made
between May and July 2¢15. The Plaa Agreements do not cover pending civil
claims related to the Dan River coal ash release and operations at other North
Carolina coal plants.

On May 14, 2015, Duke Energy reached an Interim Administrative
Agreement with the IS, Environmental Protection Agency Office of Suspension
and Debarment that avgids debarment of DEBS, Duke Energy Carolinas or
Duke Energy Progress with respect o all active generating facilities. The
Interim Administrative Agreement imposes a number of requirements relating
ta environmental and ethical compliange, subject to the oversight of an
independent monitor.



PART Il

KyPSC Case No. 201700321
chment - Annual Report 2016
Page 153 of 258

DUKE ENERGY CORPORATION = DUKE ENERGY CAROLINAS, LLC * PROGRESS ENERGY, INC,
DUKE ENERGY PROGRESS, LLC » DUKE ENERGY FLORIDA, LLC » DUKE ENERGY OHIO, INC. = DUKE ENERGY INDIANA, LLC

Combined Notes to Consolidated Financial Statements — (Continued)

Potential Groundwater Contamination Claims

Beginning in May 2015, a number of residents living in the vicinity of
the North Caralina facilities with ash basins received letters fram the NCDEQ
advising them not to drink water from the private wells on their [and tested by
the NCDEQ as the samples were found to have certain substances af levels
higher than the criteria set by the North Carolina Department of Health and
Human Services (DHHS), The criteria, in some cases, are considerably more
stringent than federal drinking water standards established to protect human
health and welfare. The North Caralina Coal Ash Management Ack of 2014,
as amended, (Coal Ash Act) requires additional groundwater monitoring and
assessments for each of the 14 coal-fired plants in North Carolina, including
sampling of private water supply wells, The data gathered through these
Comprehensive Site Assessments (CSAs) will be used by NCDEQ to determine
whether the water quality of these private water supply wells has been adversely
impacted by the ash basins. Duke Energy has submitted CSAs documenting
the resuits of extensive groundwater monitoring around coal ash basins at all
14 of the plants with coal ash basins. Generally, the data gathered through the
installation of new monitaring wells and soil and water samples acrass the
state have been consistent with historical data provided to state regulators aver
many years. The DHHS and NCDEQ sent follow-up letters on October 15, 2015,
to residents near coal ash basins whe have had their wells tested, stating that
private well samplings at a considerable distance from ¢oal ash basins, as
well as some municipal water supplies, contain simifar levels of vanadium and
hexavalent chromium which leads investigators to believe these constituents are
naturally occurring. In March 2016, DHHS rescinded the advisories.

Duke Energy Carolinas and Duke Energy Progress have received formal
demand letters from residents near Duke Energy Caralinas’ and Duke Energy
Progress’ ceal ash basins. The residents claim damages for nuisance and
diminution in property value, among other things. The parties held three days
of mediation discussions which ended at impasse. On January 6, 2017, Duke
Energy Carolinas and Duke Energy Progress received the plaintiffs’ notice of
their intent to file suits should the matter not settle. The NCDEQ preliminarily
approved Duke Energy's permanent water solution plans on January 13, 2017,
and as a result shortly thereafter, Duke Energy issued a press release, providing
additional details regarding the homeowner compensation package. This
package consists of three components: () a $5,000 goodwill payment to each
eligible well owner to support the transition to a new water supply, {ii) where
a public water supply is available and selected by the eligible well owner, a
stipend o cover 25 years of water bifls and (jii) the Property Value Protection
Plan. The Property Value Protection Plan is a pragram offered by Duke Energy
designed to guarantee eligible plant neighbors the fair market value of their
residential property should they decide to sell their property during the time
which the plan is offered. Duke Energy Carolinas and Duke Energy Progress
recognized charges of $18 million and $4 million, respectively, in Operation,
maintenance and other on the Consolidated Statements of Operations and
Comprehensive Income in December 2016.

It is not possible to estimate the maximum exposure of loss, if any, that
may occur in cennection with claims which might be made by these residents.

Duke Energy Carolinas

Asbestos-related Injuries and Damages Claims

Duke Energy Carolinas has experienced numerous claims for
indemnification and medical cost reimbursement related to asbestos exposure.
These claims relate {o damages for bodily injuries alleged fo have arisen from
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exposure to or use of asbestos in connection with construction and maintenance
activities conducted on its electric generation plants prior to 1985. As of
December 31, 2016, there were 121 asserted claims for nan-malignant cases
with the cumulative relief sought of up ta $32 million and 58 asserted claims for
malignant cases with the cumulative relief sought of up te $16 million. Based on
Duke Energy Carolinas’ experience, it is expecied that the ultimate resolution of
most of these claims likely will be less than the amount claimed.

Duke Energy Carolinas has recognized asbestos-related reserves of $512
miltion and $536 million at December 31, 2016 and 2015, respectively. These
raserves are classified in Other within Deferred Credits and Other Liabilities
and Other within Current Liabilities on the Consolidated Balance Sheets. These
reserves are based upon the minimum amount of the range of loss for current
and future asbestos claims through 2036, are recorded en an undiscounted
basis and incorporate anticipated inflation, In light of the uncertainties inherent
in a longer-term forecast, management does not believe they can reasonably
estimate the indemnity and medical costs that might be incurred after 2036
related to such potential claims. It is possible Duke Energy Carolinas may incur
asbestos liabilities in excess of the recorded reserves.

Duke Energy Carolinas has third-party insurance o cover ceriain losses
related to asbestes-related injuries and damages above an aggregate self-
insured retention. Duke Energy Carolinas' cumulative payments began to exceed
the seif-insurance retention in 2008. Future payments up {0 the policy limit will
be reimbursed by the third-party insurance carrier. The insirance policy imit
for potential future insurance recaveries indemnification and medical cost claim
payments is $814 millien in excess of tha self-insured retention, Receivahies
for insurance recoveries were $587 million and $599 miltion at December 31,
2016 and 2015, respectively. These amounts are classified in Other within
Investments and Other Assets and Regeivables on the Consolidated Balance
Sheets. Duke Energy Carolinas is nof aware of any uncerfainties regarding
the legal sufficiency of insurance claims. Duke Energy Carolinas believes the
insurance recovery asset is prebable of recovery as the insurance carrier
continues to have a strong financial strength rating.

Duke Energy Progress and Duke Enesgy Florida

Spent Nuclear Fuel Matters

On October 16, 2014, Duke Energy Progress and Duke Energy Florida sued
the U.S. in the U.S. Court of Federal Claims. The lawsuit claimed the Department
of Energy breached a contract in failing to accept spent nuclear fuel under the
Nuclear Waste Policy Act of 1982 and asserted damages for the cost of on-site
storage. Duke Energy Progress and Duke Energy Florida asserted damages for
the period January 1, 2011 through December 31, 2013, of $48 miltion and $25
miflion, respectively. Claims for all periods prior to 2011 have been resolved.
Additional claims are likely to ke filed after the current litigation is resolved.

Trial has been set for June 2017. Duke Energy Progress and Duke Energy Florida
cannot predict the outcome of this matter.

Duke Energy Florida

Class-Action Lawsuit

On February 22, 2016, a lawsuit was filed in the U.3. District Court for the
Southern Disirict of Florida on behalf of a putative ctass of Duke Energy Flarida
and FP&L's customers in Flgrida, The suit afleges the State of Florida's nuclear
power plant cost recovery statutes (NCRS) are unconstitutional and pre-empted
by federal Jaw. Plaintiffs claim they are entitled to repayment of all money
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paid by customers of Duke Energy Florida and FP&L as a result of the NCRS,

as well as an injunction against any future charges under those statutes. The
constitutionality of the NCRS has been challenged unsuccessfully in a number of
prior ¢cases on alternative grounds. Duke Energy Florida and FP&L filed motions
{o dismiss the complaint on May 5, 2016, On September 21, 2016, the Court
granted the motions to dismiss with prejudice. Plaintiffs filed a mogten for
reconsideration, which was denied. On January 4, 2017, plaintiffs filed a notice
of appeal. Duke Energy Florida cannat predict the outcome of this appeal.

Westinghouse Coniract Litigation

On March 28, 2014, Duke Energy Florida filed a lawsuit against
Westinghouse in-the U.S. District Court for the Western Disfrict of North Caralina.
The lawsuit seeks recavery of $54 millien in milestone payments in excass of
work perfermed under the terminated EPC for Levy a$ well as a determination
by tha court of the amounts due to Westinghouse as a result of the fermination
of the EPC. Duke Energy Flarida recognized an exit obligation as a resuit of the
termination of the EPC contract,

On March 31, 2014, Westinghouse filed a lawsuit against Duke Energy
Florida in U.S. District Court for the Western District of Pennsylvania. The
Pannsylvania lawsuit alleged damagas under the EPC in excess of $510 million
for engineering and dasign wark, casts to end supplier cantracts and an alleged
termination fee.

OnJune 9, 2014, the judge in the North Carolina case ruled that the
litigation will praceed in the Western District of North Caralina. On July 11, 2016,
Duke Energy Florida and Westinghouse filed separate Motions for Summary
Judgment. On September 29, 2016, the court issued its ruling on the parties’
respective Motions for Summary Judgment, rufing in favor of Westinghouse
an a $30 million termination fee claim and dismissing Duke Energy Florida's
$54 million refund claim, but stating that Duke Energy Florida could use the
refund claim to offset any damages for termination ¢asts. Westinghouse's claim
far termination costs was unaffected by this ruling and continued to trial. At
trial, Westinghouse reduced its claim for termination costs fram $482 millien to
$424 million.

Following a trial on the matter, the court issued its final order in December
2016 denying Westinghousa’s ¢laim for termination costs and re-affirming
its earlier ruling in favor of Westinghouse on the $30 million termination fee
and Duke Energy Florida's refund claim. Judgment was entered against Duke
Energy Florida in the amount of appraximately $34 million, which includes pre-
judgment interest. Westinghouse has appealed the trial court’s arder and Duke
Energy Florida has cross-appealed.

It is not possible to predict the ultimate autcome of the appeal of the trial
court’s erder. Ultimate resolution of these matters could have a material effect
on the results of operations, financial position or cash flows of Duke Energy
Florida. However, appropriate regulatory recavery will be pursued far the retail
portion of any costs incurred in connection with such resolutien.

MGP Cost Recavery Action

On December 30, 2011, Duke Energy Florida filed a Jawsuit against
FirstEnergy Corp. {FirstEnergy) to recover investigation and remediation costs
incurred by Duke Energy Florida in cannection with the restoration of two former
MGP sites in Florida, Duke Energy Florida alleged that FirstEnergy, as the
successor to Associated Gas & Electric Co., owes past and future contribution
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and response costs of up to $43 million far the investigation and remediation
of MGP sites. On December 6, 2016, the trial court entered judgment against
Duks Enargy Florida in the case, In January 2017, Duke Energy Florida appealed
the decision te the .5. Court of Appeals for the 6th Circuit. Duke Energy Florida
cannot predict the outcome of this appeal.

Duke Enresgy Ohio

Antitrust Lawsuit

In January 2008, four plaintiffs, including individual, industrial and
nonprofit customers, filed a lawsuit against Duke Enargy Ohie in federal court
in the Southern District of Ohio. Plaintiffs alleged Duke Energy Ohio conspired
to provide inequitable and unfair price advantages for certain large business
consumers by entering inta nonpublic option agreements in exchange for
their withdrawal of challenges to Duke Energy Ohio's Rate Stabilization Plan
implemented in early 2005, In March 2014, a federal judge certified this matter
as a class action. Plaintiffs alleged claims of anfitrust violations under the
federal Robinsen Patman Act as well as fraud and conspiracy allegations under
the federal Racketeer Influenced and Corrupt Organizations statute and the Ohig
Corrupt Practices Act.

During 2015, the parties received preliminary court approval of a
settlement agreement. Duke Energy Ohio recorded a litigation settlement reserve
of $81 million classified in Other within Current Liabilities on the Conselidated
Balance Sheet at December 31, 2015. Duke Energy Ohig alse recognized a
pretax charge of $81 million in (Loss) Income From Discantinued Operations, net
of tax in the Consolidated Statements of Operations and Comprenensive Income
for the year ended December 31, 2015. The settlement agreement was approved
at a federal court hearing on April 19, 2016. Distribution of the settlement
checks was appraved by the court in January 2017. See Note 2 for further
discussion on the Midwest Generation Exit,

W.C. Beckjord Fuel Release

On August 18, 2014, approximately 9,000 gallens of fuet ofl were
inadvertently discharged into the Ohio River during a fuel ail transfer at the W.C.
Beckjord generating station. The Ohio Environmental Protection Agency issued a
NOV related to the discharge. On November 22, 2016, Duke Energy Ohio entered
into a plea agreement with the U.S. Attorney for the Southern District of Qhia.
Terms of the agreement include a misdemeanor violation of the CWA, a fine of
$1 million and a $100 thousand contribution to the Feundation for Ohio River
Education, which were paid in fourth quarter 2316. Duke Energy Ohio has also
reimbursed government and private entities for appraximately $1 million of
costs incurred as a result of the fuel release.

Duke Energy Indiana
Benton County Wind Farm Dispute

On December 16, 2013, Benton County Wind Farm LLC (BCWF) filed
a lawsuit against Duke Energy Indiana seeking damages for past generation
losses totaling approximately $16 million alleging Duke Energy Indiana vialated
its obligations under 2 2006 PPA by refusing to offer electricity to the market at
negative prices. Damage claims continue to increase during times that BOWF
is not dispatched, Under 2013 revised MISO market rules, Duke Energy Indiana
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is required to make a price offer to MISO for the power it proposes to sell into
MISO markets and MISO determines whether BCWF is dispatched. Because
market prices wauld have been negative due te increased market participation,
Duke Energy Indiana determined it would not bid at negative prices in order to
balange customer needs against BOWF's need to run. BOWF contends Duke
Energy Indiana must bid at the lowest negative price to ensure dispaich,

while Duke Engrgy Indiana contends it is not obligated to bid at any particular
price, that it cannot ensure dispatch with any bid and that is has reasonably
bafanced the parties' interests. On July 6, 2015, the U.S. District Court for the
Southern District of Indiana entered judgment against BCWF on ail claims.
BCWF appealed the decision and on December 9, 2016, the appeals court ruled
in favor of BCWF. The matter has been remanded to a lower court to determine
damages. Duke Energy Indiana cannot predict the outcome of this matter.
Ultimate resolution of this matter could have a material effect on the results of
operations, financial position or cash flows of Duke Energy Indiana. However,
appropriate regulatery recavery will be pursued for the retail portion of any costs
incurred in connection with such resolution.

Other Litigation and Legal Proceedings

The Duke Energy Registrants are involved in other lagal, tax and ragulatory
proceedings arising in the ordinary course of business, some of which involve
significant amounts. The Duke Energy Registrants believe the final disposition of
these proceedings will not have a material effect an their results of operations,
cash flows or financial position.

The table below presents recorded reserves based on management's best
estimate of probable loss for legal matters, excluding asbestos-related reserves
and the exit obligation discussed above related to the termination of an EPC
contract. Reserves are classified on the Consolidated Balance Sheets in Other
within Deferred Credits and Other Liabilities and Accounts payable and Other
within Current Liabilities. The reasonably possible range of loss in excess of
recorded reserves is not material, ather than as described above.

December 31,

(in millions) 2018 2015
Reserves for Legal Matters

Duka Energy $ 98 $156
Duke Energy Caralinas 23 1
Progress Energy 59 94
Duke Energy Progress 14 6
Duke Energy Florida 28 K} |
Duke Energy Chio 4 80

OTHER COMMITMENTS AND CONTINGENCIES

General

As part of their normal business, the Duke Energy Registrants are party
to various financial guaraniees, performance guarantees and other contractual
commitments to extend guarantees of credit and other assistance to various
subsidiaries, investaes and ofher third parties. These guarantees involve
elements of performance and credit risk, which are not fully recognized on the
Consolidated Balance Sheets and have unlimited maximum potential payments.
However, the Duke Energy Registrants do not believe these guarantees will have
a material effect gn their results of operations, cash flows or financial position.

Purchase Obligations
Purchased Power

Duke Energy Progress, Duke Energy Florida and Duke Energy Ohio have
ongoing purchased power contracts, including renewable energy contracts, with
other utilities, wholesale marketers, co-generators and gualified facilities. These
purchased power contracts generally provida for capacity and energy payments.
In addition, Duke Energy Progress and Duke Energy Florida have various
coniracts to secure transmission rights.

The following table presents executory purchased power contracts with
terms exceeding one year, excluding contracts classified as leases.

Minimum Purchase Amount at December 31, 2016

Gontract
(in millions) Expiration 2017 2018 2019 2020 2021 Thereafter Total
Duke Energy Prograss® 2019-2031  § 66 $ 67 $ 67 $ 50 $ 9l $ 267 $ 568
Duke Energy Florida®™ 2021-2043 341 357 n 394 378 1,211 3.056
Duke Energy Ohig® 2018 203 89 — — — — 292

{a) Contracts represent between 15 percent and 100 percent of net plant output,
()  Contracts represent between 81 percent and 100 percent of net plant output,

Gas Supply and Capacify Contracts

Duke Energy and Duke Energy Ohio routinely enter into long-term gas
supply commodity and capacity commitmants and other agreements that
commit future cash flows to acquire services needed in their businesses. These
commitments include pipeline and storage capacity contracts and natural gas
supply contracts to provide service to customers. Costs arising from the natural
gas supply commodity and capacity commitments, while significant, are pass-
through costs to customers and are generally fully recoverable through the fuel
adjustment or PGA procedures and prudence reviews in North Garolina and South
Carolina and under the Tennessee Incentive Plan in Tennessee. In the Midwest,
these costs are recovered via the Gas Cost Recovery Rate in Onio or the Gas
Cost Adjustment Clause in Kentucky. Tha time periods for fixed payments under

138

(c) Contracts represent between 1 percent and 11 percent of net plant output,
() Excludes PPA with OVEC. See Note 17 for additional information.

pipeline and storage capacity contracts are up to 19 years. The time periods for
fixed payments under natural gas supply contracts are ug to three years. The
time period for the natural gas supply purchase cemmitments is up to 15 years.

Certain storage and pipeline capacity contracts require the payment of
demand charges that are based on rates approved by the FERC in order to
maintain rights to access the natural gas storage or pipeline capacity on a
firm basis during the contract term. The demand charges that are incurred in
each period are recognized in the Consclidated Statements of Operations and
Comprehensive Income as part of natural gas purchases and are included in
Cost of natural gas,
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The following table presents future unconditional purchase obligations which are classified as leases. Consolidated capitalized lease obligations
under natural gas supply and capacity contracts as of December 31, 2016. are classified as Long-Term Debt or Other within Current Liabifities on the
Cansolidated Balance Sheets, Amortization of assets recorded under capital
{in millions} Buke Energy Buke Energy Ohio leases is included in Depreciation and amertization and Fuel used in electric
2017 K $ 52 generation an the Consolidated Statements of Operations.
2018 308 35 The following table presents rental expense for operating leases. These
2019 286 26 amounts are included in Operation, maintenance and other on the Consolidated
2020 269 22 Statements of Operations.
2021 267 i
Thereafter 1,595 7 Years Ended Dacember 31,
Total $ 3,09 $ 164 {in millions) 2016 2015 2014
Duke Energy $242 $313 $ 350
Operating and Capital Lease Commitments Duke Energy Carginas 45 41 i1
Progress Energy 140 230 257
The Duke Energy Registrants lease office buildings, railcars, vehicles, Duke Energy Progress 68 149 161
computer equipment and other property and equipment with various terms Duke Energy Florida 72 8l 96
and expiration dates. Additionally, Duke Energy Progress has a capital lease Duke Energy Chio 16 13 17
related to §irm gas pipeline transportation capacity. Duke Energy Progress and Duke Energy Indiana 23 3D 71

Duke Erergy Florida have entered into certain purchased power agreements,

The following table presents future minimum lease payments under aperating leases, which at inception had a non-cancelable term of more than ene year,

December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy  Energy  Energy
{in millions} Emergy  Carolinas Energy  Progress  Florida Ohio  Indiana
2017 $ 218 4 % 129 $ 15 $ 54 $12 $20
2018 205 35 126 13 53 11 17
2019 181 i) 120 68 52 7 1
2020 164 pa] 109 58 51 6 10
2021 134 17 9 43 48 4 6
Thereafter 948 52 602 319 123 1 9
Total $1,850 $193 $ 1117 $696 $481 $47 $73
The following table presents future minimum lgase payments under capital leases.
December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy  Energy Energy
(in millions} Energy  Carolinas Energy  Progress  Florida Ohio  [Indiana
2017 $ 148 $ 6 $ 46 $ 2 $ 25 $ 4 $1
2018 154 6 46 21 25 3 2
2019 154 6 45 20 28 1 1
2020 159 5 45 2 25 _ 1
2021 163 1 45 20 25 — 1
Thereafter 784 30 n 250 1 — 41
Minimum annual payments 1,562 94 550 354 196 8 47
Less; amount representing interest (462) (32) (269} (212) (53 1) (36)
Tatal $ 1,100 $ 2 $ 285 $ 142 $ 143 $ 7 $11
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6. DEBT AND CREDIT FACILITIES

SUMMARY OF DEBT AND RELATED TERMS

The following tables summarize outstanding debt.

December 31, 2016

Weighted Duke Duke Duke Duke Duke

Average Duke Energy Progress Energy Energy Energy Energy

(in miflions) Interast Rate Energy Carolinas Energy Progress Florida Ohio Indiana
Unsecured debt, maturing 2017 - 2073 430%  $ 17,812 $1,150 $ 3,551 8} — $ 150 $ 810 $ 415
Secured debt, maturing 2017 - 2037 2.50% 3,909 425 1,819 300 1519 — —
First mortgage bonds, maturing 2017 - 2046% 4.61% 21,879 7410 10,800 6,425 4315 1,000 2,66%
Capital leases, maturing 2018 - 2051 4.48% 1,100 22 285 142 143 7 11
Tax-exeenpt bonds, maturing 2017 - 20416 2.84% 1,063 355 48 48 — L 512
Notes payable and commercial papert® 1.01% 3112 — — — — — —_
Monay poalfintercompany barrowings® — 300 1,902 150 297 41 150
Fair value hedge carrying value adjustment 6 6 — — —_ — -
Unamortized debt discount and premium, net® 1,753 {200 (31) {16} (10) (28) (9)
Unamortized debt issuance costs® (242) (45) (104} (38) (52) m (22
Total debt 407% $ 50,382 $ 9,603 $18.210 $ 7,011 $ 5,422 $ 1,900 $3,788
Short-term notes payable and commercial paper (2,487 — — — — — —
Short-term money pool/intercompany borrowings — — (729) — (23 (16) —
Current maturities of long-ferm debt™ (2,319) (116) (718) {452) (326) (1) (3)
Total long-term debt® $ 45,576 $ 9,487 $16,763 $ 6,559 $ 5799 $ 1,883 $ 3,783

{a} Substantially all electric wlility property is mortgaged under morlgage bond indentures.

{b} Duke Energy includes $58 million and $670 million of capital lease purchase accounting adjustments related to Duke Energy Progress and Duke Energy Florida, respectively, related to power purchase agreements that are rot
accounted for as capital leases in their respective financial siatemenis because of grandfathering provisions in GAAP

{c) Substantialy all tax-exempt bonds are secured by first morigage bonds er leRers of cradit.

{d)  Ingludes $625 million that was classified a5 Lang-Tarm Delt on the Consolidated Balance Shests dus to the existenge of long-term credit facilities that backstop these commercial paper balances, along with Duke Energy's
ability and Intant ta refinance (hese balances on a long-term basis. The weighted average days to maturity for Duke Energy and Fisdmont's commercial paper programs were 14 days and eight days, respectively,

{&)  Progress Energy amount includes a $1 bilfion intercompany loan related to the safe of the Internationai Disposal Group, See Note 2 for further discussian of the sale.

() Duke Energy includes $1,653 million and $197 million in purchase accounting adjustments related o Progress Energy and Piedmont, respactively.

(@ Duke Energy includes $53 million in purchase accounting adjustments primarily relaled to the merger with Progress Energy.

(R} Refer to Note 17 for additional information on amounts from consolidated YIES,
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December 31, 2015
Weighted Duke Duke Duke Duke Duke
fAverage Duke Energy Progress Energy Energy Energy Energy
{in milligns} Interest Rate Energy Garolinas Energy Progress Florida Ohio Indiana
Unsecured debt, maturing 2016 - 2073 4.68% $ 12,960 $ 1,152 $ 3,850 $ — $ 150 $ 765 $ 740
Secured debt, maturing 2016 - 2037 2.31% 2,361 425 479 254 225 — —
First mortgage bonds, maturing 2016 - 2045% 4.74% 18,980 6,161 9,750 5,975 3,775 750 2319
Capital leases, maturing 2016 - 20519 5.39% 1,335 24 300 144 156 13 14
Tax-exempt bonds, maturing 2017 - 2041© 2.59% 1,053 355 a8 a8 — 77 572
Notes payable and commercial paper®® 0.88% 4,258 — — — — — —
Maney pool/intercompany borrowings — 300 1,458 359 813 128 150
Fair value hedge carrying value adjustment 6 b — — — — -
Unamortized debt discount and premium, net® 1,712 (17 (28) {16) (8) (28) (8}
Unamortized debt issuance costs™ {164) (39) (85) (37) (32} ) (19}
Total debt 4.15% $ 42,501 $ 8,367 $15,772 $ 6,727 $ 5,07% $ 1,70 $ 3,768
Short-term notes payable and commercial paper (3,633) e — — — — —
Short-term maney pool/mtercompany horrowings — — {1,308) (209) (813} (103) —
Current maturities of long-term debt® (2,026) {356) (315) 2 (13 {106) (547
Total fong-term debt® $ 36,842 $ 8,011 $14,149 $ 6,516 $ 4,253 $ 1,492 $3,221

(a) Substantially all electric utility propery is morigaged under mortgage bond indentures.

() Duke Energy includes $114 million and $731 million of capitat leas purchase accounting 2djustments related to Duke Energy Progress and Duke Energy Florida, respectively, related o power purchase agreements Lhat are not
accounted for as capital leases in their respective financial statements because of grandfathering provisions in GRAP.

(c} Substantially all tax-exempt bonds are secured by first mortgaga bonds or letters of credit

{d) Includes $625 millian that was classified as Long-Term Debt an Lhe Censofidated Batance Sheets due to he existence of Jong-tem credit facifities that backstop these commercial paper balances, along with Duke Energy's
ability and intent ta refinance Lhese balances an a lang-term basis. The weighted average days to maturity for commercial paper was 15 days.

(e} Duke Energy includes $1,798 million in purchase accounting adjustments related to the merger with Progress Energy.

(I} Duke Energy includes $59 million in purchase accounting adjusiments primarily related to the mergar with Frogress Energy.

{@)  Refer to Note 17 for additional informatian on amounts from consolidated YiEs.

CURRENT MATURITIES OF LONG-TERM DEBT

The following table shows the significant components of Current maturities of Long-Term Debt on the Consolidated Balance Sheets. The Duke Energy Registrants
currently anticipate satisfying these obligations with cash on hand and proceeds fram additional borrawings.

(in millions} Maturity Date  InterestRate  December 31, 2016
Unsecured Debt

Duke Energy {Parent) April 2017 1.226% $ 400
Duke Energy (Parent) August 2017 1.625% 700
Piedmant Natural Gas September 2017 8.510% 35
First Mortgage Bonds

Duke Energy Progress March 2017 1.146% 250
Duke Energy Florida September 2017 5.800% 250
Duke Energy Progress Novernber 2017 L111% 200
Secured

Duke Energy June 2017 2.365% 45
Duke Energy June 2017 2.260% k]|
Tax-exempt Bonds

Duke Energy Carolinas February 2017 3.600% n
Duke Enesgy Carolinas February 2017 0.810% 10
Duke Energy Carolinas February 2017 0.790% 25
Other@ 293
Current maturities of leng-term debt $ 2319

(a) Includes capital lease obligations, amartizing debt and small bullet maturities.
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Maturities and Call Options

The follawing table shows the annual maturities of long-term debt for the next five years and thereafter. Amounts presented exclude short-term notes payable
and commercial paper and money pool barrowings for the Subsidiary Registrants.

December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy  Energy Energy

(in millions) Energy®  Carolinas Energy Progress Florida Ohio  Indiana
2017 $ 2,319 $ 116 $ 718 $ 452 $3 $ 1 % 3
2018 3,466 1,629 599 — 561 3 3
2019 3316 5 1,992 902 292 551 63
2020 2,112 755 489 152 319 25 653
2021 3,699 501 1473 602 n 49 10
Thereafter 31,080 6,997 12,270 4,903 4,255 1,259 2,994
Total leng-term debt, including current maturities $ 46,002 $9603 $17541 $7,011 $6125 $1884 $3786

(a) Excludes $1,893 million in purchase accounting adjustments related to the Progress Energy merger and the Fiedmont acquisttion.

The Duke Energy Registrants have the ability under certain debt facilities to call and repay the obligation prior te its scheduled maturity. Therefare, the actual
timing of future cash repayments could be materially different than as presented abave.

Short-Term Obligations Classified as Long-Term Debt

Tax-exempt bonds that may be pui to the Duke Energy Registrants at the option of the holder and certain commercial paper issuances and maoney pool
borrowings are classified as Long-Term Debi on the Consolidated Balance Sheets. These tax-exempt bends, commercial paper issuances and money poo! borrowings,
which are short-term obligations by nature, are classified as long term due to Duke Energy’s intent and ability te utilize such borrowings as long-term financing. As
Duke Energy’s Master Credit Facility and other bilateral letter of credit agreements have non-cancelable terms in excess of one year as of the balance sheet date,
Duke Energy has the ability to refinance these short-term obligations ar a long-term basis. The following tables show short-term abligations classified as
long-term debt.

December 31, 2016
Duke Duke Duke Duke
Duke Energy Energy Energy Energy
{in millions) Energy  Carolinas Progress Ohio Indiana
Tax-exempt bands $ M7 $ 35 $ — $ 0 $285
Commercial paper® 625 300 150 25 150
Tatal $ 9712 $ 335 $ 150 $ 52 $435

December 31, 2015

Duke Duke Duke Duke

Duke Energy Energy Energy Energy

(in millions} Energy  Carolinas Progress Ohio Indiana
Tax- gxempt boads $ 347 $ 3 $ — $ 27 $285
Commercial paper® 625 300 150 25 150
Total $ 972 $ 335 $ 150 $ 52 $435

(a) Progress Energy amounts are equal to Duke Energy Progress amounts.

SUMMARY OF SIGNIFICANT DEBT ISSUANCES

Piedmont Acquisition Financing

In August 2016, Duke Energy issued $3.75 billion of senior unsecured notes in three separate series. The net proceeds were used to finance a partion of the
Piedmont acquisition. The $4.9 billion Bridge Facility was terminated following the issuance of this debt. See Note 2 for additional information on the Piedmant
acquisition.
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Nuclear Assef-Recovery Bonds

In June 2016, DEFPF issued $1,294 millien of nuclear assat-recovery
bonds and used the proceeds te acquire nuclear asset-recavery property from its
parent, Duke Energy Florida. The nuclear asset-recovery bands are payable only
from and secured by the nuclear asset-recovery property. DEFPF is consolidated
for financial reporting purposes; however, the nuclear asset-recovery bonds do
not constitute a debt, liability or other (agal ebligation of, or intergst in, Duke
Energy Florida or any of its affiliates other than DEFPF, The assets of DEFPF,
including the nuclear asset-recovery praperty, are nat available te pay creditors
of Duke Energy Florida ar any of its affiliates. Duke Energy Florida used the
proceeds from the sale to repay short-term borrawings under the intercompany
money pool borrowing arrangement and make an equity distribution of $649
millian to the ultimate parent, Duke Energy (Parent), which repaid short-term
borrawings. See Notes 4 and 17 for additional information.

Solar Facifities Financing

In August 2016, Emerald State Salar, LLC, an indirect whally owned
subsidiary of Duke Energy, entered into a $333 million portfolie financing of
approximately 22 North Carolina Solar facilities. Tranche A of $228 million is
secured by substantially all the assets of the selar facilities and is nonrecourse

to Duke Energy. Tranche B of $105 million is securad by an Equity Contribution
Agreement with Duke Energy. Proceeds were used to reimburse Duke Enargy
for a porifon of previously funded construction expenditures related to the
Emerald State Solar, LLC portfolio. The initiat interest rate on the loans was
six months London interbank Offered Rate (LIBOR) plus an applicable margin
of 1.75 percent plus a 0.125 percent increase every three years thereafter,

In connection with this debt issuance, Emerald State Solar, LLC entered into
two interest rate swaps to convert the substantial majority of the loan interest
payments from variable rates to fixed rates of approximately 1.81 percent for
Tranche A and 1.38 percent for Tranche B, plus the applicatle margin. See Note
14 for further infermation on the notional amounts of the interest rate swaps.

Duke Energy Florida Bond Issyance

In January 2017, Duke Energy Florida issued $900 million of first
mortgage bonds. The issuance was split between a $250 million, three-year
series and a $550 million, 10-year series. The net proceeds fram the issuance
wera used fo repay at maturity $250 miflion aggregata principal amaunt of
bonds due September 2017, as well as te fund capital expenditures for ongoing
construction and capital maintenance and for general corporate purposes.

The fellowing tables summarize significant debt issuances (in millions).

Year Ended December 31, 2016

Duke Duke Duke Duke Duke Duke

Duke Energy Energy Energy Energy Energy Energy
Issuance Date Maturity Date  Interest Rate Energy (Parent) Carolinas Progress Florida Ohio Indiana
Unsecured Debt
April 2016 April 2023 2875% $ 350 $ 350 $§ — $ — 3 — &8 — 5 —
August 2016 September 2021 1.800% 750 750 — — — — —
August 2016 September 2026 2.650% 1,500 1,500 — — —_ _— —
August 2016 September 2046 3.750% 1,500 1,500 — - — —_ —
Secured Debt
June 2016® Marzh 2020 1.196% 133 —_ — — 183 — —
June 2016 September 2022 1.731% 150 — —_ - 150 — —
June 2016® September 2029 2.538% 436 — — — 436 —_ —
June 2016® March 2033 2.858% 250 — - —— 250 — —_—
June 2016% September 2036 3.112% 275 — — — 215 — —
August 2016 June 2034 2.147% 228 —_ — — —_ —_— —
August 2016 June 2020 2.7147% 105 — —_ —_ — —_ —
First Morigage Bonds
March 20165 March 2023 2.500% 500 — 500 — — — _
March 20169 March 2046 3.875% 500 — 500 — — — —
May 2016 May 2046 3.750% 500 — - — — — 500
June 2016@ June 2046 3.700% 250 — — — — 250 —
September 2016 October 2046 3.400% 00 —_ — — 600 - —_
September 2016 October 2046 3.700% 450 — — 450 — —_ —
November 2016t December 2026 2.950% 600 — 600 — — — —_
Total issuances $9,127 $ 4,100 $ 1,600 $ 450 0§ 183 § 250 ¢ 500

{a)
(b}
{c)
{d)
@)
il

Proceeds were used to pay down outstanding commercial paper and for general cozporate purposes.

corparate purposes.
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The nuclear asset-recovery bands are sequential pay amortizing bonds. The maturity date above represents the scheduled final maturity date for the bonds.

Praceeds were used to fund capital expenditures for ongoing constrection, capital maintenance and for general corporate purposes.

Proceeds were used ta repay $325 million of unsecured debt due June 2016, $150 million of first marigage bonds due July 216 and for general corporate purposes.

Proceeds were used ta fund capital expenditures for ongoing construction, capital maintenance, to repay shorl-term bamrowings under the intertompany money pool borrowing arrangement and for genaral corporate purposes,
Proceeds were used to repay at maturity $350 million 2ggregate principal amount of certain bonds due December 20186, as well as to fund capital expenditures for angoing construction and capital maintenance and for genaral
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Year Ended December 31, 2015

Duke Duke Duke
Duke Energy Energy Energy
Issuance Date Maturity Date Interest Rate Energy  (Parent)  Carolinas Progress
Unsecured Debt
Navember 20154 April 2024 3750% 0§ 400 $ 400 $ 9 — § —
November 201540 December 2045 4.800% 600 600 — —
First Mortgage Bonds
March 2015@ June 2045 3.750% 500 — 500 —
August 2015k August 2025 3.250% 500 — — 500
Augost 2015 August 2045 4.200% 700 — — 760
Total issuances $ 270 $ 1000 $ 500 § 1,200

(a) Proceeds were used fo repay shert-term money pool and commercial paper borrowing issued to fund a portion of the NCEMPA acquisition, see Note 2 far turther information.
(b}  Proceeds were used to refinance at maturity $300 milion of unsecured notes at Progress Energy due January 2016,

(c) Proceeds were used to redeem at maturity $500 million of first mortgage bonds due Octaber 2015,
(d) Proceeds were used {o refinance at maturity $400 million of first mortgage honds due December 2015,

AVAILABLE CREDIT FACILITIES

Duke Energy has a Master Credit Facility with a capacity of $7.5 billion
through January 2020, The Duke Energy Registrants, excluding Progress Energy
(Parent) and Piedmant, have borrowing eapacity under the Master Credit Facility
up to specified sublimits for each borrower. Duke Energy has the unilateral ability
at any time to increase or decrease the borrowing subtlimits of each borrower,
subject to a maximumn sublimit for each barrower, The amount available under
the Master Credit Facility has been reduced to backstop issuances of cammercial
paper, certain letters of credit and variable-rate demand tax-exempt bonds that
may be put to the Duke Energy Registrants at the aption of the holder, Duke

Energy Carolinas ang Duke Energy Progress are also required to each maintain
$250 million of available capacity under the Master Credit Facility as security
to meet obiigations under plea agreements reached with the U.S. Department of
lustice in 2015 related 1o violations at North Caralina facilities with ash basins.
Piedmont has a separaie five-year revalving syndicated credit facility, with a
capacity of $850 million thraugh December 2020 and an expansion option of up to
an additional $200 million. The facility grovides a line of cradit for letters of credit
of $10 millien.
The tahle below includes the current borrowing sublimits and available
capacity under these credit facilities.

Becember 31, 2016

Duke Duke Duke Duke Duke Doke

Duke Energy Energy Energy Energy  Energy Energy

{in milliens) Engrgy®® (Parant) Carclinas Progress Florida Ohio Indiana

Facility size® $ 6350 § 3400 § 1100 $ 1000 3 950 § 450 $ 600
Reduction to backstop issuances

Commercial paper™ (2,022) @ (300) (150} (84) (31) (150)

Qutstanding letters of credit (78) (69) (4) (2) 1 — —

Tax-exempt bonds {116) - (35) — —_ _ (81)

Coal ash set-aside {500) - (250) {250} — — —

Available capacity $ 5634 $ 2354 § 511 § 598 § 885 § 419 $ 369

{a) Includes amounts related to Fiedmani's $850 milfion credit facility.
{b) Represents the sublimit of each bomower.

{c} Dubte Energy Issued $625 millign of cammercial paper and loangd Lhe procesds through the maney posl to Duke Energy Carolinas, Duke Energy Progress, Duke Energy Ohio and Duke Energy Indiana. The balances are ¢lassified

ag Long-Term Deft Payable 1o Affiliated Gompanies in the Consclidated Balance Sheets.
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Term Lozn Facility

In 2016, Duke Energy (Parent) entered into a $1.5 billion term loan
facility, as amended {Term Loan) maturing on July 31, 2017. During 2016, Duke
Energy (Parent} drew the full amaunt available under the Term Loan and used
$750 million of proceeds to fund a portion of the Piedmant acquisition and the
remaining $750 million te manage short-term liquidity and for general corporate
purposes. The terms and cenditions of the Term Loan are generally cansistent
with those governing Duke Energy’s Master Credit Facility. In December 2018,
Duke Energy (Parent) repaid the $1.5 billion tarm loan which terminated this
credit facility.

Other Debt Matters

In September 2016, Duke Energy filed a Registration statement {Form S-3)
with the SEC. Under this Form S-3, which is uncapped, the Duke Energy
Registrants, excluding Progress Energy, may issue debt and other securities in
the future at amounts, prices and with terms to be determined at the time of
future offerings. The registration statement was filed to seplace a similar prior
filing upan expiration of its three-year term and also allows for the issuance of
commen stock by Duke Energy.

Duke Enargy has an effective Farm S-3 with the SEC to sell up te $3 biflion
of variable dengmination floating-rate demand notes, called PremierNetes.

The Form S$-3 states that no more than $1.5 billion of the notes will be
gutstanding at any particular time. The notes are offerad on a continuous basis
and bear interest at a floating rate per annum determined by the Duke Energy
PremierNotes Committee, or its designee, on a weekly basis. The interest rate
payable on notes held by an investor may vary based on the principal amount
of the investment. The notes have no stated maturity date, are non-iransferable
and may be redeemed in whole or in part by Duke Energy or at the investor’s
aption at any time. The balance as of December 31, 2016 and 2015 was
$1,090 million and $1,121 million, respectively. The notes are short-term debt
obligations of Duke Energy and are reflected as Notes payable and commercial
paper on Duke Energy's Conselidated Balance Sheets.

In January 2017, Duke Energy amenged its Form $-3 to add Piedmont as
a registrant and included in the amendment a prospectus for Piedmant under
which it may issue debt securities in the same manner as other Duke Energy
Registrants.

Duke Energy guaranteed debt issued by Duke Energy Carolinas of
$762 million and $767 million, respectively, as of December 31, 2016 and 2015.

7. GUARANTEES AND INDEMNIFICATIONS

Money Pool

The Subsidiary Registrants, excluding Progress Energy, are eligible to
receive support for their shart-tarm berrowing needs through participation with
Duke Energy and certain of its subsidiaries in a money poal arrangement. Under
this arrangement, those companies with short-term funds may provide short-term
loans to affiliates participating in this arrangement. The money pool is structured
such that the Subsidiary Registrants, excluding Progress Enargy, separately
manage their cash needs and working capital requirements. Accordingly, there is
no net settlement of receivables and payables between money pool participants.
Duke Energy (Parent), may loan funds to its participating subsidiaries, but may
not borrow funds through the meney pool. Accordingly, as the money pool activity
is between Duke Energy and its wholly owned subsidiaries, all money pool
balances are eliminated within Duke Energy’s Consolidated Balance Sheets,

Money pool receivable balances are refiected within Notes receivable
from affiliated companies on the Subsidiary Registrants' Consolidated Balance
Sheets. Meney pool payable balances are reflected within either Notes payable
to affiliated companies or Long-Term Debt Payable to Affiliated Companies en
the Subsidiary Registrants’ Consolidated Balance Sheats.

Restrictive Debt Covenants

The Duke Enargy Registrants’ debt and credit agreements contain varieus
financial and other covenants. Duke Energy's Master Credit Facility contains
a covenant requiring the debt-to-total capitalization ratio not to exceed 65
percent for each borrower, Piedmont's credit facility contains a debt-te-total
capitalization ratio covenant not to exceed 70 percent. Failure to meet those
covenants beyend applicable grace periods could result in accelerated due dates
and/or termination of the agreements. As of December 31, 2016, sach of the
Duke Energy Registrants were in compliance with all covenants related to their
debt agreements. In addition, some credit agreements may allow for acceleration
of payments or termination of the agreements due to nonpayment, or acceleration
of other significant indebtedness of the borrower or some of its subsidiaries. None
of the debt or credit agreements contain material adverse change clauses.

Other Loans

As of December 31, 2016 and 2015, Duke Energy had loans outstanding
of $661 millien, including $39 million at Duke Energy Progress and $629 million,
including $41 million at Duke Energy Progress, respectively, against the cash
surrender value of life insurance policies it owns on the lives of its executives.
The amounts outstanding were carried as a reduction of the related cash
surrender value that is included in Other within Investments and Other Assets
on the Consolidated Balance Sheets.

Duke Energy and Progress Energy have various financial and performance
puarantees and indemnifications, which are issued in the normal course of
business. As discussed below, these contracts inclide performance puarantees,
stand-by letters of credit, debt guarantees, surety bonds and indemnifications.
Duke Enesgy and Progress Energy enter info these arrangements io facilitate
commercial transactions with third parties by enhancing the value of the
transaction to the third party. At December 31, 2016, Duke Energy and Progress
Energy do not believe conditions are likely for significant performance under
these guarantees. To the extent liabilities are incured as a result of the activities
covered by the guarantees, such liabilities are included on the accompanying
Consolidated Balance Sheets.
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On January 2, 2007, Duke Energy completed the spin-off of its natural gas
businesses to shareholders. Guaraniees issued by Duke Energy or its affiliates,
or assigned to Duke Energy prior to the spin-off, remained with Duke Energy
subsequent ta the spin-off. Guarantees issued by Spectra Energy Capital, LLC
(Spectra Capital) or its affiliates prier to the spin-off remained with Spectra
Capital subsequent to the spin-off, except for guarantees that were later
assigned to Duke Energy. Duke Energy has indemnified Spectra Capital against
any losses incurred under certain of the guarantee obligations that remain
with Spectra Capital. At December 31, 2016, the maximum potential amount
of future payments associafed with these guarantees was $205 million, the
majority of which expires by 2028.
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Duke Energy has issued performance guarantees te customers and ather according to the terms of its underlying contract. At December 31, 2016, Duke

third parties that guarantee the payment and performance of other parties, Energy had issued a total of $485 million in letters of credit, which expire
including certain non-wholly owned entities, as well as guarantees of debt of between 2017 and 2020, The unused amount under these letters of credit was
certain nen-consolidated entities and less than wholly owned consolidated $77 million.

entities. If such eniities were to default on payments or perfermance, Duke Duke Engrgy and Progress Energy have issued indemnifications

Energy would be required under the guarantees to make payments on the for certain asset performance, legal, tax and envirenmental matters to
ahligations of the fess than whally owned entity. The maximum potential amount third parties, including indemnifications made in connection with sales of

of future payments required under these guarantees as of December 31, 2016, businesses. At December 31, 2016, the estimated maximum exposure for
was $333 million. Of this amount, $11 million relates to guarantees fssued these indemnifications was $36 millien, the majority of which expires in 2017
on behalf of less than whelly ewned consolidated entities, with the remainder Of this amount, $7 millien has no contractual expiration. For certain matters
related fo guaraniees issued on behalf of third parties and unconsolidated far which Pregress Energy receives timely notice, indemnity obligations
affiliates of Duka Energy. Of tha guarantees noted abave, $215 million of the may extend beyond the notice period. Certain indemnifications related to
guarantees expire between 2017 and 2033, with the remaining performance discontinued operatiens have no limitations as to time or maximum potentiai
guarantees having no contractual expiration. future payments.

Duke Energy has guaranteed certain issuers of surety bonds, obligating The following table includes the liabilities recognized for the guarantees
itself to make payment upon the failure of a wholly owned and former non- discussad above, These amounts are primarily recorded in Other within Deferred
wholly owned entity to honor its obligations o a third party, Under these Cradits and other Liabilities on the Consolidated Balance Shests. As current
arrangements, Duke Energy has payment ebligations that are triggered by a estimates change, additional losses related to guarantees and indemnifications
draw by the third party or customer due to the failure of the wholly owned to third parties, which could be material, may be recorded by the Duke Energy
or former non-wholly owned entity fo perform according to the terms of its Registrants in the future,
underlying contract, At December 31, 2016, Duke Energy had guaranteed $44
million of eutstanding surety bonds, mast of which have no set expiration. December 31,

Duke Energy uses bank-issued stand-by letters of credit ta secure the {in millions) 2016 2015
performance of wholly owned and non-wholly owned entities fo a third party or Duke Ener $3 S2l
customer. Under these arrangements, Duke Energy has payment obligations to Progress EEr?ergy ’ = 7
the issuing bank which are friggered by a draw by the third party or customer Duke Enargy Florda _ 7

due to the faflure of the whelly owned or nen-wholly owned entity to perform

8. JOINT OWNERSHIP OF GENERATING AND TRANSMISSION FACILITIES

The Duke Energy Registrants maintain ownership interests in certain jointly owned generating and transmissian facilities. The Duke Energy Registrants are
entitled to a share of the generating capacity and output of each unit equal to their respective ownership interests. The Duke Energy Registrants pay their ownership
share of additional construction costs, fuel inventary purchases and operating expenses. The Duke Energy Registrants share of revenues and operating costs of the
jointly owned facilities is included within the correspanding line in the Consolidated Statements of Operations. Each participant in the jointly owned facilities must
provide its own financing.

The following table presents the Duke Energy Registranis’ interest of jointly owned plant or facilities and amounts included on the Consolidated Balance Sheets.
All facilities are operated by the Duke Energy Registranis and are included in the Electric Utilities and Infrastructure segment.

December 31, 2016
Ownership  Property, Plant  Accumulated  Construction Work

{in millions except for ownership interest) Interest  and Equipment  Depreciation in Progress
Duke Energy Carolinas

Catawba Nuclear Station {units 1 and 2)@ 19.25% $ 954 $ 612 $ 12
Duke Energy Ohio

Transmission facilities®™ Various 90 60 1
Duke Energy !ndiana

Gibson Station {unit 5)¢ 50.05% 333 157 1

Yermillion Generating Station'® 62.5% 154 11 —

Transmission and local facilities® Various 4,315 1,715 —

{a} Jointly owned with North Caralina Municipal Power Agency Number 1, NCEMC and Piedment Municipal Power Agency.
{b} Jointly owned with America Electric Power Generation Resources and The Dayton Power and Light Company.

{&)  Jointly gwned with Wabash Yalley Power Asscciation, Inc. (W¥PA) and Indiana Municipal Power Agency,

{d) Jointly owned with WVPA.
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On August 31, 2016, Duke Energy Florida complated the purchase of
Georgia Power Company’s (GPC) awnership interast in Intercession City Station
Unit 11 for an ameunt equal to GPC's net book valug of the facility as of the
transaction close date. Following the purchase, Duke Energy Florida contrafs the
entire output of the facility.

At December 31, 2016, Duke Energy Florida owns 100 percent of the
retired Crystal River Unit 3. Duke Energy Florida completed the purchase of

9. ASSET RETIREMENT OBLIGATIONS

1.7 percent ownership interest from Seminole Electric Cooperative, Inc. on
Nevember 30, 2016. On October 30, 2015, Duke Energy Florida completed the
purchase of 6.52 percent owneiship interest from the Florida Municipal Joint
Owners and setiled other disputes for $55 million, All costs associated with
Crystal River Unit 3 are included within Regulatory assets an the Consolidated
Balance Sheets of Duke Energy, Progress Energy and Quke Energy Flarida. See
Note 4 for additional information.

Duke Energy records an ARQ when it has a legal abligation to incur
reirement costs associated with the retirement of a long-lived asset and the
obligation can be reasonably estimated. Certain assets of the Duke Energy
Registrants' have an indeterminate life, such as transmission and distribution
facilities, and thus the fair value of the retirement obligation is not reasonably
estimable, A liability for these ARQs will be recorded when a fair value
is determinable.

The Duke Energy Registrants’ regulated operations accrue costs of
remaval for property that does not have an associated legal retirement abligation

based on regulatory orders from state commissions. These costs of removal
are recorded as a regulatery liability in accordance with regutatory accounting
treatment. The Duke Energy Registrants do not accrue the estimated cost of
semoval for any nonreguiated assets. See Note 4 for the estimated cost of
removal for assets without an associated legal retirement obligation, which are
included in Regulatery liabilities on the Consolidated Balance Sheets.

The following table presents the AROs recorded on the Consolidated
Balance Sheets.

December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy  Energy Energy

{in millions) Energy  Carolinas Energy Progress Florida Ohio  Indfana
Decommissioning of Nuclear Power Facilities® $ 5204 $1834 % 31n $ 2,454 $ MM 3 - 3 —
Closure of Ash !mpoundments 5,150 2,032 2,228 2,209 15 43 841
Other® 257 29 15 3 42 3 19
Total asset retirement obligation $ 10,611 $3895 § 5475 $ 4,697 $ 178 § 11§ &66
Less: cusrent particn 411 222 189 189 — — —_
Total nongurrent asset retirement obligation $ 10,200 $36713 $ 5286 $ 4,508 $ 718 § 11§ 888

{2} The Duks Enerpy amaunt Includes porchase accounting adjustments related to the merger with Progress Energy.
{by  Primarily includes obligations related 2o asbestos removal and the closure of certain fandfills 21 fossil generation facilities. Doke Energy Ohia also includes AROS related to the retirement of natural gas mains and services.
Duke Energy includes ARCS related to the removal of renewable energy generation assets and Piedmont's underground natural gas mains and services.

North Carolina Ash Basins

AROs recarded on the Duke Energy Carelinas and Duke Energy Progress
Consolidated Balance Sheets include the legal obligation for closure of coal ash
basins and the disposal of related ash as a result of the Coal Ash Act, the EPA
CCR rule and other agreements.

In 2014 the Coal Ash Act became law and was amended on June 24, 2015,
and July 14, 2016. The Coal Ash Act, as amended,

« Prohibits construction of new and expansien of existing ash
impoundments and use of existing impoundments at retired facilities;

* Requires ash impoundments in North Carolina to be categorized as
high risk, intermediate risk or low risk by the NCDEQ with the method of
closure and timing to be based upon the assigned risk, with closure no
later than December 31, 2029 {see below for category descriptions);

+ Classifies Duke Energy Progress’ Asheville and Sution plants and Duke
Energy Carolinas’ Riverbend and Dan River stations as high risk;

= Requires dry dispesal of fly ash at active plants, excluding the Asheville
Plant, not retired by December 31, 2018;

* Requires dry disposal of botlom ash at active plants, excluding the
Asheville Plant, by December 31, 2019, or retirement of active plants;

= Establishes requirements to deal with groundwater and surface water
impacts from impoundments; and

*Increases the level of regulation for siructural fills utilizing coal ash.

High-risk basins {Asheville, Suttan, Riverbend and Dan River) require
closure through excavation, including a combination of transferring the ash to
an appropriaie engineered landfill or conversion of the ash for beneficial use.
Closure of high risk basins is required to be completed no later than August 1,
2019, excapt far Asheville which is required to be completed no later than
August 1, 2022,

Intermediate-risk basins require closure through excavation including
a combination of converting the basin to a lined industrial tandfill, transferring
of the ash to an appropriate engineered landfill or conversion of the ash for
beneficial use. Closure of intermediate-risk basins is required to be completed no
later than Decernber 31, 2024, except for H.F. Lee, Cape Fear and Weatherspoon
to be completed no later than August 1, 2028,
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Low-risk basins require closure through either the combination af the
installation and maintenance of a cap system and groundwater monijoring
systemn designed o minimize infiltration and erosien or other closure opiiens
available to intermadiate-risk basins. Closure of low-risk basins is required to
be completed no later than December 31, 2029,

In January 2016, the NCDEQ published draft risk classifications for sites
not specifically delineated by the Coal Ash Act as high risk, These sisk rankings
were generally determined based on three primary criteria: structural integrity
of the impoundments and impacts to surface water and o groundwater, The
NCDEQ's draft praposed classifications categorized 12 basins at four sites as
intermediate risk and four basins at three sites as [ow risk. The NCDEQ's draft
praposed classifications also categorized nine basins at six sites as “low-
to-intermediate™ risk, thereby not assigning a definitive risk ranking at that
time, On May 18, 2016, the NCDEQ issued new proposed risk classifications,
proposing ko rank all ariginally proposed low risk and “low-to-intermediate”™ risk
sites as intermediate.

On July 14, 2016, the former governor of North Caralina signed fegislation
which amended the Coal Ash Act and required Duke Energy to undertake
dam improvement projects and to provide access to a permanent alternative
drinking water source ta certain residents within a half mile of coal ash basin
compliance boundaries and to certain other potentially impacted residents. The
new legislation also ranks basins at the H.F. Lee, Cape Fear and Weatherspeen
stations as intermediate risk consistent with Duke Enargy's previously
announced plans fo excavate those basins, These specific intermediate basins
require closure through excavaion including a combination of transferring ash
to an appropriate engineered landfill or conversion of the ash for beneficial
use. Closure of these specific intermediate basins is required te be completed
no later than August 1, 2028. Upan satisfactory completion of the dam
impravement projects and installation of alternative drinking water sources
by October 15, 2018, the legistation requires the NCDEQ to reclassify sites
proposed as intermediate risk, excluding H.F. Lee, Cape Fear and Weatherspoon,
as law risk. In January 2017, NCDEQ issued preliminary approval of Duke
Enargy's plans for the alternative water sources.

Per the Coal Ash Act, final proposed classifications were to be subject to
Coal Ash Management Commission (Coal Ash Commission) approval. In March
2016, the Coal Ash Commission created by the Coal Ash Act was dishanded
by the fermer governar of North Carolina based on a North Carolina Supreme
Court ruling regarding the constitutionality of the body, The July 2016 legislation
eliminates the Coal Ash Commissien and transfers responsibility for ash basin
closure oversight to the NCDEQ.

Additionally, the July 2016 legisiation requires the installation and
operation of three large-scale coal ash beneficiation projects which are expected
to produce reprocessed ash for use in the concrete industry, Clesure of basins at
sites with these beneficiation projests are required to be completed ne |ater than
December 31, 2029. On October 5, 2D16, Duke Energy announced Buck Steam
Station as a first location for one of the beneficiation projects. On December 13,
2016, Duke Energy announced H.F. Lee as the second location. Duke Energy
intends to announce the third location by July I, 2017.

The Coal Ash Act includes a variance procedure for compliance deadlines
and other issues surrounding the management of CCR and CCR surface
impoundments. Provisions of the Coal Ash Act prohibit cost recovery in customer
rates for unlawful discharge of ash impoundment waters occurring after January
1, 2014, The Coal Ash Act leaves the decision en cost recovery determinations
related to closura of ash impoundments to the normal ratemaking processes
before utifity regulatory commissions. Consistent with the requirements of the
Caal Ash Act, Duke Energy has submitted CSAs and groundwater corrective action
plans to NCDEQ and will submit to NCDEQ site-specific coal ash impoundment

148

closure plans in advance of closure. These plans and all associated permits must
be approved by NCDEQ before any closure werk can begin.

Federal Coal Combustion Residuals Regulation

In April 2015, the EPA published a rule to regulate the disposal of
CCR from electric uiilities as solid waste, The federal regulation classifies
CCR as nonhazardous waste and allows for beneficial use of CCR with
some restrictions. The regulation applies to all new and existing landfills,
new and existing surface impoundments receiving CCR and existing surface
impoundments that are no langer receiving CCR but contain Yiguid located at
stations currently generating electricity (regardless of fuel source). The rule
establishes raguirements regarding landfill design, structural integrity design
and assessment criteria for surface impoundments, groundwater mogitering and
protection procedures and other operational and reporting procedures te ensure
the safe disposal and management of CCR. As a result of the EPA rule, Duke
Energy Carolinas, Progress Energy, Duke Energy Progress, Duke Energy Ghio and
Duke Energy Indiana recorded additionat ARQ amounts during 2015,

in addition to the requirements of the federa) CCR regulation, CCR
landfills and surface impoundments will continue to be independently regulated
by most states.

In September 2014, Duke Energy Caralinas executed a consent agreement
with the South Carolina Department of Health and Environmental Control
(SCDHEC) requiring the excavation of an inactive ash basin and ash fill area
at the W.S. Lee Steam Station. As part of this agreement, in December 2014,
Duke Energy Carolinas filed an ash removal plan and schedule with SCDHEC.

In April 2015, the federal CCR rules were published and Duke Enesgy Caralinas
subsequently executed an agreement with the conservation groups Upstate
Forever and Save Our Saluda that requires Duke Energy Caralinas to remediate
all active and inactive ash storage areas at the W.S. Lee Steam Station. Coal-
fired generation at W.S. Lee ceased in 2014 and unit 3 was converted to natural
gas in March 2015. In July 2015, Duke Energy Progress executed a consent
agreement with the SCOHEC requiring the excavation of an inactive ash fili
area at the RoBinson Plant within eight years. Coal ash impoundments at the
Robinson Plant and W.S. Lee Station sites are required to be closed pursuant
ta the CCR rule and the provisions of these consent agreements are consistent
with the federal CCR closure requirements.

Coal Ash Liability

The ARO amount recerded on the Censelidated Balance Sheets is based
upon estimated closure costs for impacted ash impoundments. The amount
recorded represents the discounted cash flows for estimated closure costs
based upon either specific closure plans or the probability weightings of the
potential closure methods as evaluated on a site-by-site basis. Actual costs
to be incurred will be dependent upon factors that vary from site to site. The
mast significant factars are the methad and time frame of closure at the
individual sites. Closure methods considered include removing the water from
the basins, consolidating material as necessary and capping the ash with a
synthetic barrier, excavating and relocating the ash to a lined structural fill or
tined fandfill, or recycling the ash for concrete ar some other beneficial use. The
ultimate method and fimetable for closuze will be in compliance with standards
set by federal and state regutations. The ARO amaunt will be adjusted as
additional information is gained through the closure and post-closure procass,
including acceptance and approval of compliance apgroaches which may
change management assumptiens, and may result in a material change to
the balance, See ARQ Liability Roliforward section below for information about
revisions made to the coal ash liability during 2016.



PART Il

- . KyPSC Case No. 2017-00321
FR 16(7)(1) Attachment "Annual Report 2016
Page 166 of 258

DUKE ENERGY CORPORATION » DUKE ENERGY CAROLINAS, LLC = PROGRESS ENERGY, INC. »
DUKE ENERGY PROGRESS, LLC * DUKE ENERGY FLORIDA, LLC « DUKE ENERGY OHIO, INC. = DUKE ENERGY INDIANA, LLC

Combined Notes to Consolidated Financial Statements — (Continued)

Assat ratiremant costs associatad with the AROs far operating plants and
retired plants are included in Net property, plant and equipment and Regulatory
assets, respectively, on the Consolidated Balance Sheets. See Note 4 for
additional informatien on Regulatary assets refated to AROs.

Cost recovery for future expenditures will ke pursued through the narmal
ratemaking process with federal and state utility commissions, which permit
recovery of necessary and prudently incurred costs associated with Duke
Energy’s regulated operations.

Nuclear Decommissioning Liability

ARDs related to nuclear decommissioning are based on site-specific
cost studies. The NCUC, PSCSC and FPSC require updated cost estimates for
decommissioning nuclear plants every five years.

The following table summarizes information about the most recent
site-specific nuclear decommissiening cast studies. Decommissioning costs
in the table below are presented in dollars of the year of the cost study and
include casts to decomnmission plant components not subject to radivactive
contamination,

Annual Funding  Decommissioning Year of Cost
{in millions) Requirement® Coststi® Study
Duke Energy $ 14 $ 8150 2013 and 2014
Duke Energy Carolinas — 3420 2013
Duke Energy Progress 14 3,550 2014
Duke Energy Florida — 1,180 2013

{a)  Amounts fer Progress Energy equal the sum of Duke Energy Prograss and Duka Energy Florida.
(b) Amounts include the Subsidiary Registrant’s ownership interest in jointly owned reactors. Other joint
owners are responsible for decommissioning costs related to their interest in the reactors.

Nuclear Decommissioning Trust Funds

Duke Energy Caralinas, Duke Energy Progress and Duke Energy Flarida each
maintain NDTFs that are intended to pay for the decommissioning costs of the
respective nuclear power plants. The NDTF investments are managed and invested
in accordance with applicable requirements of various regulatory bodies including
the NRC, FERC, NCUC, PSCSC, FPSC and the Internal Revenue Service (IRS).

Use of the NDTF investments is restricted to nuclear decommissioning
activitfes including license termination, spent fuel and site restoration.

The license termination and spent fuel obligations relate to contaminated
decommissioning and are recorded as ARQs. The site restoration abligation
relates to non-contaminated decommissioning and is recorded to cost of
remaval within Regulatory liabilities on the Censolidated Balance Sheets.

The following talile presents the fair value of NDTF assets legally restricted
for purposes of settling AROs associated with nuclear decommissioning. Duke
Energy Florida is actively decommissianing Crystal River Unit 3 and was granted
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an exemption from the NRC which allows for use of the NDTF for all aspects of
nuclear decommissioning. Therefore, the entire Balance of Duke Energy Florida's
NDTF may be applied toward license termination, spent fuel and site restoration
costs incurred to decommission Crystal River Unit 3,

December 31,
(in millions) 2016 2015
Duka Energy $ 5,090 $ 4,670
Duke Energy Caralinas 2,882 2,686
Duke Energy Progress 2,217 1,984

See Note 16 for additional information related to the fair value of the Duke
Energy Registrants’ NOTFs.
Nuclear Operating Licenses

Operating licenses for nuclear units ase potentially subject to &xtension.
The following table includes the current expiration of nuclear operating ficenses.

Unit Year of Expiration
Duke Energy Carolinas

Catawba Units T and 2 2043
McGuire Unit 1 2041
McGuire Unit 2 2043
Oconeg Units 1 and 2 2033
Oconee Unit 3 2034
Duke Energy Progress

Brunswick Unit 1 2036
Brunswick Unit 2 2034
Harris 2046
Robinsen 2030

Duke Energy Florida has requested the NRC terminate the operating
license for Crystal River Unit 3 as it permanently ceased operation in February
2013. Refer to Note 4 for further information on the Crystal River Unit 3
decommissioning activity and transition to SAFSTOR.

ARO Liability Rollforward

During 2016, the Duke Energy Registrants updated coal ash ARQ liability
estimates hased on acditional site-specific information about the related costs,
methods and timing of wark to be perfermed. Actual closure costs incurred could
be materially different from current estimates that form the basis of the recorded
AROs.
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The follawing table presents changes in the liability associated with AROs.

Duke Duke Duke Duke Duka
Duke Energy  Progress Energy Enercy  Energy  Energy
(in millions) Energy  Carolinas Energy Progress Florida QOhio Indiana
Balance at December 31, 2014 $ 3464 $3428 § 4711 $ 3,905 $ 806 § 2 $ 32
Acquisitions 226 — 226 204 A — —
Accretion expense® 380 165 203 168 34 4 15
Liabilities settled™ (422) (200 (195) (125) (70) )] (23
Liabilities incurred in the current year'® 1,016 178 282 282 — 116 418
Revisions in estimates of cash flows 585 347 142 132 9 (18) 83
Balance at December 31, 2015 10,249 3918 5,369 4,567 802 125 525
Acquisitions 22 —_— 2 — 2 — —
Accration expense® 400 187 230 194 35 5 24
Liahilities settled® (613) (287) (212) (212 {60) (5) {49)
Liabilities incurred in the current year 51 — 3 3 —_ — 29
Revisions in estimates of cash flows a0z 17 143 145 {1) {48) 37
Balance at December 31, 2016 § 10,611 $3.895 % 5475 $ 4,697 $ 8§ 11 $ 866
(a) Duke Energy Progress amount relates to the NCEMPA acquisition. See Nate 2 for additional information.
(b) Substantiafly all accretion expense for the years ended December 31, 2016 and 2015 relates to Duke Energy's regulated electric operations and has been deferred In accordance with regufatory accounting treatment.
(c} Amounts primarily relate to ash impoundment closures and nuclear decommissioning of Crystal River Unit 3.
(d) Amounts primarily relate to AROS recorded 25 a result of the EPA'S rule for disposal of CCR.
10. PROPERTY, PLANT AND EQUIPMENT
The following tables summarize the property, plant and equipment for Duke Energy and its subsidiary registrants.
December 31, 2016
Estimated Duke Duke Duke Duke Duke
Usefui Life Duke Energy  Progress Energy Energy Energy Energy
{in millions) (Years) Energy Carolinas Energy Progress Florida Ohio Indiana
Land $ 1501 $ 432 § 1% § 393 $ M2 $ 150 $ 106
Plant — Regulated
Electric genaration, distribution and transmission 8-100 89,864 34,515 31,596 23,683 13,913 4,591 13,160
Natural gas transmission and distribution 12 -67 1,138 —_— —_ — — 2456 —
Other buildings and impravements 15-100 1,692 502 634 293 k11| 711 197
Plant - Nanregulated
Electric generation, distribution and transmission 5-30 4,298 — —_— — — — _—
Other buildings and improvements 25-135 421 — — — — — —
Nuclear fuel 3,512 2,092 1,480 1,480 — —_— —
Equipment 3-38 1941 398 505 are 1 338 156
Construction in process 6,186 2,324 2,108 1329 1,319 206 396
Other 5-40 4,184 904 1,206 863 332 172 226
Total properly, plant and equipmentiat® 121,397 41117 44,864 28419 16,434 8,126 14,241
Total accumulated depreciation — regulated®Herd (31,831} (14,365)  (15,212) (10,561) (4,644} {2,519) (4,311
Total accumulated depreciation — nonregulatedt {1,579 — — —_ — — —
Generation facilities to be retired, net 529 — 529 529 — — —_
Total net property, plant and aquipment $ 82,520 $ 26762 §30181 $ 18387 $11,790 $ 5541 $ 9,924

{a} Includes capitalized leases of $1,355 milkion, $40 milllon, $288 milkion, $142 milkion, $146 million, $81 million and $35 million at Quke Energy, Duke Energy Carolinas, Progress Energy, Duke Engrgy Progress, Duke Energy
Florida, Duke Energy Ohio and Duke Energy Indiana, respectively, primarily within Plant — Reguiated. The Progress Energy, Du'te Energy Progress and Duke Ensrgy Florida amounts are net of $99 miliion, $9 million and
$30 million, respectively, of accumulated amerlization of capitalized leases,

(b} Includes $1,922 million, $1,192 million, $730 million and $730 million of accumulated amortization of nuclear fuel at Duke Energy, Duke Energy Carolinas, Progress Energy and Duke Enargy Progress, respectively.

{c) Includes accumulated amartization of capitalized leases of $50 million, $3 millian, $19 million and $8 million at Duke Energy, Duke Energy Carolinas, Duke Energy Ohio and Duke Energy Indiana, respectively.

(®) Includes gross property, plant and equipment cos? of consolidated VIEs of $2,581 million and accumulated depreciation of consolidated VIES of $411 million at Duke Energy.
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December 31, 2025
Estimated Dike Duke Duke Duke Duke
Useful Life Duke Energy  Progress Energy Energy Energy Energy
{in millions) (Years) Energy Carolinas Energy Progress Florida Ohio Indiana
Land $ 130 § 407 § 19 $ 392 $ 3 $ s § 108
Plant - Regutated
Electric generation, distribution and transmission g-100 87,593 33,623 36,422 22,888 13,534 4,429 13,118
Natural gas transmission and distribution 12 - 67 2322 — e — — 2,322 —
QOther buildings and impravements 15-100 1,480 a7 621 204 322 204 179
Plant — Nonregulated
Electric generation, distribution and transmission 1-30 3,348 — — — — — —
Other buildings and impravements 25-35 410 — — — — — —
Nuclear fuel 3,194 1,827 1,367 1,367 — — —
Equipment 3-38 1,736 368 530 38 132 344 173
Constroction in process 4,485 1,860 1,827 1,118 709 180 214
Qther 5-60 4,008 836 1,180 856 a1 153 215
Total property, plant and equipment'! 109,967 39308 42,666 21313 15,343 7,750 14,007
Total accumulated depraciation — regulateg® (35,367) (13,521) (14,867 {10,141) {4,720} (2,507 {4,484}
Total accumulated depreciation — nonregulated'=t (1,369 — — — — — —
Generation facilities fo be retired, net 548 — 548 548 — — —_
Total net property, plant and equipment $ 737719 $25877  $28347 $17,720 $10,623 $ 5,243 $ 9523

(a) Includes capitalized leases of $1,465 million, $40 millian, $30Z million, $144 million, $158 million, $36 million and $39 million at Duke Energy, Duke Energy Caralinas, Progress Energy, Duke Energy Progress, Duke Energy
Florida, Duke Energy Ohlo and Ouke Energy Indiana, respectively, primatily in regufated plant. The Progress Energy, Duke Energy Progress and Duke Energy Florida amounts are net of $85 million, $7 million and $78 million,

respectively, of accumulated amortization of apitalize leases.

(%) Includes $1,621 million, $376 millian, $545 million and $643 million of accumulated amartization of nuclear fuel at Duke Energy, Duke Energy Carclings, Progress Energy and Duke Energy Progress, respectively.
(@) Includes accumulated amorization of capitalized (eases of $57 million, $11 milkion, $27 million ard $7 millicn at Ouke Energy, Duke Energy Carolinas, Duke Energy Ohio and Duke Energy Indiana, respectively.
id) Includes gross property, plant and equipment cost of consolidated VIEs of $2,033 million and accumulated depreciation of consalidated VIES of $327 million at Duke Energy.

The following table prasents capitalized interast, which includes the debt companent of AFUDC.

Years Ended Decamber 31,

{in millions) 2016 2005 2014
Duke Energy $100 $98 $75
Duke Energy Carolinas 38 38 38
Progress Energy )} 24 1!
Duke Enargy Progress 17 20 10
Duke Energy Florida 14 4 1
Duke Energy Ohio 8 10 10
Duke Energy Indiana 1 ] 6

Operating Leases

Duke Energy's Commercial Renewables segment operates various
renewable energy projects and sells the generated output to utilities, electric
cooperatives, municipalitias and cammercial and industrial custemers
through fong-term contracts. In certain situations, these long-term contracts
and the associated renewable energy projects qualify as operating laases.
Rental income from these leases is accounted for as Operating Revenues
in the Consalidated Statements of Operations. There are no minimum

151

[ease payments as all payments are contingent based on actual electricity
generated by the renewable energy projects. Congingent lease payments were
$216 million, $172 million and $164 millien for the years ended December
31, 2016, 2015 and 2014. As of December 31, 2016, renewable energy
projects owned by Duke Energy and accounted for as operating leases had a
cost basis of $3,127 million and accumulated depreciation of $347 million.
These assets are principally classified as nonregulated electric generation
and transmission assets.
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11. GOODWILL AND INTANGIBLE ASSETS

GOODWILL

The following table presents goodwill by reportable oparating segment for
Duke Energy,

Progress Energy

Progress Energy’s Goodwill is included in the Electric Utilities and
Infrastructure operating segment and there are no accumulated impairment

charges.
Duke Energy
Electric Gas Impairment Testing
Utilities and  Utilities and Commercial Duke Energy, Duke Energy Ohio and Progress Energy perform annual

Infrastructure Renewables  Total goodwili impairment tests each year as of August 31, Duke Energy, Duke Energy

Ohio and Pragress Energy update their test between annual tests if events or

{in milligns) Infrastructure

Goodwill at December 31,2015 § 15656 § 294 § 122 $16,072 ; : )
Piedmont Acquisilion® 1723 1630 — 3353  circumstances occur that would more likely than not reduce the fair value of a
Gaodwill at December 31, 2016 § 17379 $ 1624 § 122 $19.425 reporting unit below its carrying value. As the fair value of Duke Energy, Duke

Energy Ohio and Progress Energy’s reporting units exceeded their respective
carrying values at the date of the annual impairment analysis, no impairment
charges were recorded.

() Refer to Note Z for mors information on the purchase accounting related to the acquisition of Piedmont.

Duke Energy Ohio

Duke Energy Ohin’s Goodwill balance of $920 million, allocated
$596 million to Flectric Utifities and Infrastructure and $324 million to Gas
Utilities and Infrastructure, is presented net of accumulated impairment charges
of $216 million on the Consolidated Balance Sheets at December 31, 2016
and 2015.

INTANGIBLE ASSETS

The following tables show the carrying amount and accumulated amortization of intangible assets included in Other within Investments and Other Assets on the
Consolidated Balance Sheets of the Duke Energy Regisirants at December 31, 2016 and 2015,

December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy  Progress Enerpy Energy Ensrgy Energy

{in millions) Energy  Carolinas Engrgy Progress Florida Ohio Indiana
Emission allowances $ 19 $ 1 $6 $2 $4 $ — $ 13
Renewable energy certificates 125 36 84 84 — q —
Gas, coal and power contracts 4 — — — — — 24
Renewable aperating and development projects 81 —_ — — — — —
Other 6 — —_ — — — —
Total gross earrying amounts 7 31 a0 86 4 4 31
Accumulated amortization — gas, coal and power contracts {n —_ — — — — (17
Accumulated amortization ~ renewable eperating and development projects {23) — — — — — —_
Accumulated amartization — other {3} — — — — — —
Total accumulated amortization {45) — — — — — {in
Total intangible assets, net $ 2% $ 37 $90 486 $4 $ 4 $ 20
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December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy Energy
(in millions) Energy  Carolinas Energy Progress Florida Dhio Indiana
Emission allowances $ 20 $1 $ 6 $ 2 $ 4 $ — $ 14
Renewable energy certificates 116 30 80 80 — 5 —
Gas, coal and power contracts 24 — — — — — 24
Renewable cperating and davelopment projects 115 o — — — — —
(Other 2 —_ — — — — —
Total gross carrying amounts 277 31 86 82 4 5 38
Aceurnulated amortization — gas, coal and power contracts (16} — — —_— — — (16)
Accumulated amortization — renewable operating and development projects (18) — — — — — —
Accumulated amortization — other {1) — — — — — —
Total accunulated amartization (39 — — — — — (16)
Total intangible assets, net $ 42 $31 $86 $82 $4 $ 5 $ 2

Amortization Expense

Tite following table presents amortization expense for gas, coal and power centracts, renewable aperating projects and other intangible assets.

December 31,
{in millions} 016 2015 2014
Duke Energy $6 $5 $6
Duke Energy Ohio — . 2
Duke Energy Indiana 1 1 1

The table below shows the expected amortization expense for the next five years for intangible assets as of December 3%, 2016. The expected amortization
expense includes estimates of emission allowances consumption and estimates of consumption of commodities such as gas and coal under existing contracts, as
well as estimated amortization related to renewable operating projects. The amortization amounts discussed below are estimates and actual amounts may differ
from these estimates due to such factors as changes in consumption patterns, sales or impairments of emission allowances or other intangible assets, delays in the
in-service dates of renewable assets, additianal intangible acquisitions and other events.

{in millions) 017 2018 2019 2020 2021
Duke Enetgy $5 $5 $5 $5 $5
Duke Energy Indiana 2 2 2 2 2

12.  INVESTMENTS IN UNCONSOLIDATED AFFILIATES

EQUITY METHOD INVESTMENTS

Investments in domestic and international affiliates that are not controlled by Duke Energy, but over which it has significant influence, are accounted for using
the equity method. As of December 31, 2016, the carrying amount of investments in affiliates with carrying amounts greater than zera exceeded the underlying
investment by $24 million, These differences are attributable te intangibles associated with underlying contracts, which are reflected in the investments balance and
the equity in earnings reported in the table below.
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The following table presents Duke Energy’s investments in unconsolidated affiliates accounted far under the equity methad, as well as the respective equity in

earnings, by segment.

Years Ended December 31,

2016 2015 2014
{in millions) Investments  Equity in earnings Investments  Equity in earnings  Equity in eamings
Electric Utilities and Infrastructure $ 93 $ 5 $ 57 IV $ )
Gas Utilities and Infrastructure 966 19 113 1 ——
Commercial Renewables 185 (82) 265 ) 3
Other 81 43 64 75 123
Tatal $ 925 $(15) $499 $ B9 $ 130

During the years ended December 31, 2016, 2015 and 2014, Duke Energy
received distributions from equity investments of $31 million, $104 million and
$154 million, respectively, which are included in Other assets within Cash Flows
from Operating Activities on the Consolidated Statements of Cash Flaws,

Significant investments in affiliates accounted for under the equity
method are discussed belaw.

Electric Utilities and Infrastructure

Duke Energy owns a 50 percent interest in Duke-American Transmission
Co. (DATC} and in Pianeer Transmission, LLC (Pioneer), which build, own and
operate eleciric transmission facilities in North America.

Gas Utilities and Infrastructure

The table below outlines Duke Energy’s ownership interests in natural gas
pipeline companies and natural gas storage facilities. Ses Notes 4 and 17 for
mare information.

Investment Amount (in millions)

Ownership  December 31,  December 31,

Entity Name Interest 2016 2015
Pipeline Investments

Affantic Coast Pipeline, LLC 7% 265 $ 52

8abal Trail Transmission, LLC 1.5% 140 61

Constitution Pipeline, LLC 24% 82 —

Cardinal Pipaline Company, LLC 21.49% 16 —
Storage Facilities

Pine Needle LNG Company, LLC 5% 16 —

Hardy Storage Company, LLC 0% 4 —
Total Investments $ 566 $ 113
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Far regulatory matters and other information on $he ACP Sabal Trail and
Constitution investments, see Notes 4 and 17.

Commercial Renewables

In 2016, Duke Energy sold its interest in three of the Catamount
Sweetwater, LLC wind farm projects. Duke Energy has a 47 percent ownership
interest in each of the two other Catamount Swaetwater, LLC wind farm projects
and 50 percent interest in DS Cermnerstone, LLC, which owns wind farm projects
inthe U.S.

Impairment of Equity Method Investments

During the year ended December 31, 2016, Duke Energy recorded an
QTTI of certain wind project investments. The $71 million pretax impairment was
recorded within Equity in earnings {losses} of unconsalidated affiliates on Duke
Energy's Consolidated Statements of Operatiens. The other-than-temporary
fecling in value of these investments was primarily attributable to a sustained
flecling in market pricing where the wind investments are located, projected net
losses for the projects and a reduction in the prejected cash distribution to the
class of investment owned by Duke Energy.

(Other

Duke Energy owns a 25 percent indirect interest in NMC, which owns and
operates a methanol and MTBE business in Jubail, Saudi Arabia. Duke Energy’s
economic ownership interest will decrease to 17.5 percent spon successful
startup of NMC's polyacetal production facility, which is expected to occur in
the second quarter of 2017, Duke Energy will retain 25 percent of the board
representation and veting rights of NMC. The investment in NMC is accounted
for under the equity method of accounting,
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13. RELATED PARTY TRANSACTIONS

The Subsidiary Registrants engage in related party transactions in accordance
with the applicable state and federal commission regulations. Refer to the
Conselidated Balance Sheets of the Subsidiary Registrants for balances due to or
due from related parties. Material amourts refated to transactions with related
parties included in the Consolidated Statements of Operations and Comprahensive
Income are presented in the follawing table.

Years Ended December 31,
2006 2015 2014

{in millions)

Duke Energy Carolinas

Carporate governance and shared service expenses® $ 831 § 914 $ 851

Indemnification coverages® 22 24 21
JDA revenueld 38 5 133
JDA expenset® 156 183 198
Progress Energy

Carporate governance and shared service expenses®? $ 710 $ 712 § 132
Indemnification coverages®™ 35 38 33
IDA revenue® 156 183 198
JDA expense® 38 51 133
Intercompany naturel gas purchases™ 18 — —
Duke Energy Prograss

Corporate governance and shared service expenses® $ 397 § 403 $ 386
Indemnification coverages® 14 16 17
DA revenug® 156 183 198
JDA expense® 38 51 33
Intercompany natural gas purchases® 18 — —
Duke Energy Florida

Corparate governance and shared service expenses™ $ 313 $ 300 $ 348
Indemnification coverages® 21 22 18
Duke Energy Ohio

Corporate governance and shared service expenses™ $ 35 $ 342 § 16
Indemnification coverages® 3 6 13
Duke Energy Indiana

Corporate governance and shared service expenses® $ 36 $ 309 3 34
Indemnification coverages® 8 9 11

{a) The Subsidiary Registrants are charged thefr proportionate share of corporate governance and ather
shared services costs, primarily related to human resources, employee benefits, lsgal and accounting
fees, as well as other third-party costs. These amounts are recorded in Gperation, maintanance and other
on the Consolidated Statements of Operations and Comprehensive Incame,

The Subsidiary Registrants incur expenses related to certain indemaification coverages through Bison,
Duke Energy’s whally owned captive insurance subsidiary. These expenses are recarded in Operation, .
maintenance and other or: e Consolidated Staternents of Operations and Comprehensive Income.

Duke Energy Carolinas and Duke Energy Progress participate in a JDA which allows the collective dispateh
of power plants between the service territories to reduce customer rates. Revenues from the sale of
power under the JOA are recorded in Operating Revenues on the Consalidated Statements of Oparations
and Comprehensive Income, Expenses from the purchase of power under Lhe JOA are recorded in Fug)
used in electric generation and purchased power on the Consolidated Statements of Operatians and
Comprehensive Incema,

Duke Energy Progress purchases natural gas from Piedmont to supply electric generation facilities. These
expenses are recorded in Fuel used in eleclric generation and purchased power un the Consolidated
Statements of Operations and Comprehensive Income.

{b)

(c}

(d)
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In addition tg the amounts presented above, the Subsidiary Registrants
record the impact on net income of other affiliate transactions, including rental
of office space, participadion in a money poel arrangement, other operational
fransactions and their proportionate share of certain charged expenses. See
Note 6 for more information regarding money pool. The net impact of these
fransactions was not material for the years ended December 31, 2016, 2015
and 2014 for the Subsidiary Registrants.

As discussed in Note 17, certain trade receivables have been sofd by Duke
Energy Ohio and Duke Energy Indiana to CRC, an affiliate formed by a subsidiary of
Duke Energy. The proceeds obtained fram the sales of receivables are largely cash
but do irclude a subordinated nate from CRG for a portion of the purchasa price.

Duke Energy Ohio's nonregulated indirect subsidiary, Duke Energy
Commercial Asset Management, LLC (DECAM), owned generating plants
included in the Midwest Generation Disposal Group seld to Dynegy on April 2,
2015, On April 1, 2015, Duke Energy Ohio distributed its indirect ownership
interest in DECAM to a Duke Energy subsidiary and non-cash settled DECAM's
intercompany loan payable of $294 millien,

Refer te Note 2 for further information an the sale of the Midwest Generation
Dispasal Group.

{ntercompany Income Taxes

Duke Energy and its subsidiaries file a consolidated federal income tax
return and other state and jurisdictional returns, The Subsidiary Registrants
have a tax sharing agreement with Duke Energy for the allocation of
consolidated tax liablities and benefits. Income taxes recorded represent
amounts the Subsidiary Registrants would incur as separate C-Corporations.
The following table includes the balance of intercompany income tax receivables
for the subsidiary regisirants,

Duke Duke Duke Duke Duke

Energy Progress Energy Energy Fnergy Energy

{in millions) Carolinas  Energy Progress Florida Ohio  Indiana
December 31, 2016
Intercompany income

1ax receivable $1 $— $— $37 $— $—
Intercompany income

tax payable — 7 90 — 1 3
Becember 31, 2015

Intercompany income ~ $122  $120  $104 $— $84  $—

tax receivahle
Intercompany income — — — 96 — 47

iax payable
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14.  DERIVATIVES AND HEDGING

The Duke Energy Registranis use commodity and interest rate contracts
to manage commodity price risk and interest rate risk. The primary use of
commadity derivatives is to hedge the generation portfolio against changes in
the prices of electricity and natural gas. Interest rate swaps are used to manage
inferest rate risk associated with borrawings.

Al derivative instruments not identified as NPNS are recorded at fair
value as assets or liabilities on the Consolidated Balance Sheets. Cash
collateral related to derivafive instruments executed under master netting
arrangements is offset against the collateralized derivatives on the Consolidated
Balance Sheets. The cash impacts of settled derivatives are recerded as
operating activities an the Consolidated Statements of Cash Flows.

INTEREST RATE RISK

The Duke Enargy Registrants are exposed to changes in interest rates
as a result of their issuance or anticipated issuance of variable-rate and
fixed-rate debt and commercial paper. Interest rate risk is managed by limiting
variable-rate exposures to a percentage of total debt and by monitoring
changes in interest rates. To manage risk associated with changes in interast
rates, the Duke Energy Registrants may enter into interest rate swaps, U.S.
Treasury lock agreements and other financial contracts. [n anticipation of
certain fixed-rate debt issuances, a series of forward-starting interest rate
swaps may be executed ta lock in components of current markei interest rates.
These instruments are later terminated grior to or upon the issuance of the
corresponding debt,

Cash Flow Hedges

For a derivative designated as hedging the exposure to variable cash
flows of a future transaction, referred to as a cash flow hedge, the effective
portion of the derivative's gain or loss s initially reported as a cemponent of
other comprehensive income and subsequently reclassified into earnings once

the future transaction impacts earnings. Amounts for interest rate contracts are
reclassified to eamings as interest expense over the term of the related debt,
See the Consolidated Statements of Changes in Equity for gains and losses
reclassified out of ADCI for the years ended December 31, 2016 and 2015.
Ditke Energy's interest rate derivatives designated as hedges include interest
rate swaps used te hedge existing debt within the Commerciat Renewables
business.

Undesignated Contracts

Undesignated contracts include contracts not designated as a hedge
because they are accounted for under regulatory acceunting and contracts that
de not qualify for hedge accounting.

Duke Energy's interest rate swaps for its regulated operations emplay
regulatory acceunting. With regulatory accounting, the mark-to-market gains or
losses on the swaps are defarred as regulatery liabilities or regulatory assets,
respectively. Regulatory assets and liabilities are amertized consistent with the
treatment of the related costs in the ratemaking process. The accrual of interest
on the swaps is recorded as Interest Expense,

In August 2016, Duke Enesgy unwound $1.4 billion of forward-starting
interast rate swaps associated with the Piedmant acquisition financing
described in Noke 6. The swaps were considered undesignated as they did not
qualify for hedge accounting. Losses on the swaps of $190 million are included
within Interest Expense on the Censalidated Statements of Operations for the
year ended December 31, 2016. See Note 2 for additional information related to
the Piedmont acquisition.

The following tables show notional amounts of eutstanding derivatives related to interest rate risk.

December 31, 2016
Duke Duke Energy Progress Duke Energy Duke Energy Duke Energy
{in millions) Energy Carolinas Energy Progress Florida Ohio
Cash flow hedges® $ 750 - S 5§ - 3} — $ - §  —
Undesignated contracts 921 100 500 250 250 4
Total notional amount $ 167 $ a0 $ 500 $ 250 $ 250 S 21
December 31, 2015
Duke Duke Energy Progross Duke Energy Duke Energy Duke Energy
(in millions) Energy Carolinas Energy Progross Florida Ohio
Cash Hlow hedges® $ 497 $  — 5 — $ — $ - 5 —
Undesignated conteacts 1,827 400 500 250 250 27
Total notional amount $ 231 $ A0 $ 500 § 280 $ 250 $ 27

{a} Duke Energy includes amounts related o consolidated VIES of $750 millian and $497 million at Decernber 31, 2015 and 2015, respectively. The Decamber 31, 2016, amount includes interest rate swaps related to solar
facilities financing with an outstanding notional amount of $300 million, including $81 million of four-year swaps and $219 million of 18-year swaps. See note 6 for additional information related o the solar facilifies

financing,
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COMMODITY PRICE RISK price risks, bui not for speculative trading. The strategy and objective of these

hedging programs are ta use the financial instruments to reduce gas cost

The Duke Energy Registrants are exposed to the impact of changes in the valatiliy for customers

prices of electricity purchased and sold in bulk power markets and ceal and
natural gas purchases. Expasure to commodity price risk is influenced by a

number of factors including the term of contracts, the liquidity of markets and Volumes

delivery ocations. For the Subsidiary Registrants, bulk power electricity and The tabes below include valumes of outstanding commodity derlvatives.
caal and natural gas purchases flow through fuel adfustment clauses, formula Amounts disclosed represent the absolute value of notional volumes of

based contracts or ather cost sharing mechanisms. Differences between the commadity contracts excluding NPNS. The Duke Energy Registrants have netted
costs included in rates and the incurred costs, including undesignated derivative  pontractual amounts where offseting purchase and sale contracts exist with
contracts, are largely deferred as regulatory assets or regulatory liabilities. identical delivery locations and fimes of delivery, Where all commodity positians

Piedmant policies ailow for the use of financial instruments to hedge commodity  arg perfectly offset, no quantities are shown.

December 31, 2016

Duke Duke Energy Progress Duke Energy Duke Energy Duke Energy Duke Energy

Energy Carolinas Energy Progress Florida Ohio Indiana

Electricity (gigawati-hours) 142 — — — — — 147
Natural gas (millions of dekatherms)® 890 91 269 118 151 — 1

{a} Amounts at Duke Energy increased 529 million dekatherms due to the acquisition of Piedmont in 2016.

December 31, 2015
Duke Duke Energy Prograss Duke Energy Duke Energy Duke Energy Duke Energy
Energy Carolinas Energy Progress Florida Ohio Indi2na
Eleciricity (gigawati-hours) 70 — — — — 34 16
Natural gas (millions of dekatherms) 308 66 332 117 215 — —

LOGATION AND FAIR YALUE OF DERIVATIVE ASSETS AND LIABILITIES RECOGNIZED IN THE CONSOLIDATED BALANCE SHEETS

The following tables show the fair value and balance sheet location of derivative instruments. Although derivatives subject fo master netting arrangements are
netted on the Consolidated Balance Sheets, the fair values presented below are shown gross and cash collateral on the derivatives has not been netted against the
fair values shown,

Derivative Assets December 31, 2016

Duke Duke Energy Progress Duke Energy Duke Energy Duke Energy Duke Energy
{in millions} Energy Carofinas Energy Propress Florida Ohio Indiana
Commodity Contracts
Not Designaled as Hedging Instruments
Current $108 $ 23 $ 61 $3 $ 26 $ 4 $ 16
Noncurrent n 10 21 10 1 1 —_
Total Derivative Assets — Commodity Contracts $140 $ 3 $ 82 $ 45 $ 3 $ 5 $ 16
Interest Rate Contracts
Designated as Hedging Instraments
Noncurrent $ 19 § — $— $— $ — $ — $ —
Not Designated as Hedging Instruments
Current 3 — 3 1 2 — —
Total Derivative Assets — Interest Rate Contracts § 2 § — $ 3 $ 1 § 2 $ — $ —
Total Derivative Assets $162 $ 33 $ 85 $ 46 $ 39 $ 5 $ 16
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Derivative Liabilities Decomber 31, 2016

Duke Duke Energy Progress Duke Energy Duks Energy Duke Energy Duke Energy
(in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Commodity Contracts
Not Designated as Hedging Instruments
Current $ 4 $ — $ 12 $ — $ 12 $ — $ 2
Norcurrant 166 1 1 1 — — —
Total Derivative Liahilities — Commaodity Contracts $ 209 $§ 1 $ 19 $ 1 $ 12 $ — $ 2
Interest Rate Contracts
Designated as Nedging Instruments
Current $ 38 $ — $ — $ — 3} — $ — $ —
Nonrcurrant 8 — — — — — —
Not Designated as Hedging Instruments
Current i — — —_ - 1 —
Noncurrant 26 15 6 6 — 5 —
Total Derivative Liabifities — Interest Rate Contracts $ 43 $ 15 $ 6 $ 6 $} — $ 6 $ —
Total Derivative Liabilities $ 252 $ 16 $ 25 § 17 $ 12 $ 6 $ 2
Derivative Assets December 31, 2015

Duke Duke Energy Progress Duke Energy Duke Energy Duke Energy Duke Energy
(in millions) Energy Carolinas Energy Progress Florida {Ohio Indizna
Commodity Contracts
Not Designated as Hedging Instruments
Current $ 12 § — $ 1 $ — $ 1 $ 3 $ 7
Noncursent 4 — i — 4 — —
Total Derivative Assets — Commodity Contracts $ 16 § — t 5 3 — £ 5 $ 3 $ 7
Interest Rate Contracts
Designated as Hedging Instruments
Noncurrent $ 3 § — $— $— 5 — $ — $ —
Not Designated as Hedging Instruments
Curvent 6 — i 2 2 — —
Total Derivative Assets — Interest Rate Contracts $ 9 § — $ & $ 2 $§ 2 $ — $
Total Derivative Assets $ 25 § — § 1 § 2 $ 7 $ 3 $ 7
Derivative Liabilities December 31, 2015

Duke  DukeEnergy  Progress  DukeEnergy  DukeEnergy  DukeEnergy  Duke Energy
{in millions) Energy Carolinas Energy Progress Florida Chio Indiana
Commadity Contracts
Not Designated as Hedging Instrurments
Current $ 256 $ 32 $222 $ 77 $ 145 5 — $ —
Noncurrent 100 8 92 16 71 — —
Total Derivative Liabilities — Commodity Contracts $ 35 4 $314 $ 93 $ 216 $ — $ —
{nterest Rate Contracts
Designated as Hedging Instruments
Current $ 9 3 — $ — $ — $ — $ — $—
Nencurrent 13 — — —_ — — —
Not Designated as Hedging Instruments
Current 4 — 3 — — 1 —
Noncurrent 15 5 5 § — 6 —
Total Derivative Liabilities - Interest Rate Contracts $ 4 $ 5 $ 8 $§ 5 $ — $ 7 § —
Total Derivative Liabilitias § 397 3 45 § 322 § 08 $ 216 £ 7 § —
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OFFSETTING ASSETS AND LIABILITIES

The following tables present the line items on the Cansolidated Batance Sheets where derivatives are reported, Substantially all of Duke Energy's ouistanding
derivative contracts are subject ta enforceable master netting arrangements. The Gross amounts offset in the tables below show the effect of these netting
arrangements on financial position and include collatera! posted to offset the net position. The amounts shown are calculated by counterparty. Accounts receivable or
accounts payable may also be available to offset exposures in the event of bankruptcy. These amounts are not included in the tables below.

Derivative Assets December 31, 2016

Duke  Duke Emergy  Progress DukeEnergy  Duke Energy  Duke Emergy  Duke Energy
{in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Gurrent
Gross amounts recognized $111 $ 23 $ 64 $ 3 $ 28 $ 4 $ 15
Gross amounts offset {11) — {11) — {11) — —
Net amounts presented in Current Assets: Other $100 $ 23 $ 53 $ 36 $ 17 $ 4 $ 15
Nencurvent
Gross amounts recognized $ 51 $ 10 $21 $10 $11 $1 $ —
Gross amounts offset (2) (1) (1) 1) — — —
Net amounts presented in Investments and Other Assets: Other $ 49 $ 39 $ 20 $ 9 $11 $ 1 $ —
Derivative Liabilities December 31, 2016

Duke  DukeEnergy  Progress  Duke Emergy  Duke Emergy  Duke Energy  Duke Energy
(in millions) Energy Garolinas Energy Progress Florida Chio Indiana
Current
Gross amounts recognized $ 52 $ — $ 12 $— $ 12 51 $ 2
Gross amounts offset {11) — (11} — (11) o —
Net amounts presented in Current Liabilities: Other $ 4 $ — $ 1 $— $ 1 $§ 1 $ 2
Noncurrent
Gross amounts recognized $200 $ 16 $13 $ 17 $— $ 5 $ —
Gross amounts offset (2} (1) {1 (1 — — —
Net amounts presented in Deferred Cradits and Cther Lizhilities: Other  $198 § 15 $ 12 $ 6 $— $ 5 $ —
Derivative Assets December 31, 2015

Duke  DukeEnergy  Progress DukeEnergy  Duke Emergy  Duke Energy  Duke Energy
{in millions} Energy Carolinas Energy Progress Florida Ohio Indiana
Current ‘
Gross amounts recagnized $ 18 $ — $ 7 $ 2 $ 3 $ 3 $ 7
Gross amounts offset {3 — ¥d] — (2) — —
Net amounts presented in Current Assets: Other $ 15 $ — $ & $ 2 $ 1 $ 3 $ 7
Nencurrent
Gross amounts recagnized $ 7 $ — $ 4 $— $ 4 $— $ ~—
Gross amounts offset oy — @ — @ — —
Net amounts presentad in Investments and Other Assets: Other $ 3 3 — $ — $— 5 — $— § —
Derivative Liabilities December 31, 2015

Duke Duke Energy ~ Progress  Duke Energy  Duke Emergy  Duke Emergy  Duke Energy
(in millions} Energy Carolinas Energy Progress Florida Ohio Indiana
Current
Gross amounts recognized $ 269 $ 3 $225 $ 1 $145 $ 1 $ —
Gross amounts offset (22) — (21} {1) (20) — —
Net amounts presented in Current Ciabilities: Other $247 $ 32 $204 $ 78 §128 $ 1 $ —
Noncurrent
Gross amounts recognized $128 $ 13 $ o7 $21 $7 $ 6 $ —
Gross amounts offset (19 — (15} — (15) — -
Net amounts presented in Deferred Credits and Ciher Lizhifities: Other  $112 $ 13 $ 82 bl $ 56 $ 6 § —
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OBJECTIVE CREDIT CONTINGENT FEATURES

Certain derivative centracts contain objective credit contingent features. These features include the requirement to post cash collateral or tetters of credit if
specific events occur, such as a credit rating downgrade below investment grade. The following tables show information with respect to derivative contracts that are
in a ret liability position and contain objective credit-risk-related payment provisions. Amounts for Duke Enezgy Ohio and Duke Energy Indiana were not material,

December 31, 2016
Durke Duke Energy Progress Duke Energy Duke Energy
(in millions) Energy Garolinas Energy Progress Florida
Aggregate fair valug of derivatives in a net liahility position $ $ 16 § 18 $ ] $ 12
Fair value of collateral already posted — — — — —
Additional cash collateral ar letters of credit in the event credit-risk-related contingent
features were trigeered K] 16 18 6 12
December 31, 2015
Duke Duke Energy Progress Duke Energy Duke Ensrgy
(in millions) Energy Carolinas Energy Progress Florida
Aggrepate fair value of derivafives in a net Fability position $ 334 $ a5 $ 290 $ 93 $ 194
Fair value of collateral already posted 30 — 0 — 30
Additional cash collateral or letters of credit in the event cradit-risk-related contingent
features were trigoered 304 15 260 93 164

The Duke Energy Registrants have elected to offset cash collateral and fair values of derivatives. For amounts ta be netted, the derivative and cash collaterat
must be executed with the same counterparty under the same master netting arrangement. At December 31, 2015, receivables of $3 million at Duke Energy Florida
related to the right to reclaim cash collateral under master netting arrangements were offset against net derivative positions on the Consolidated Bafance Sheets of
Duke Energy, Progress Energy and Duke Energy Florida.

15, INVESTMENTS IN DEBT AND EQUITY SECURITIES

TRADING SECURITIES Energy Registrants. Accardingly, all unsealized losses associated with debt and
equity securities within the Investment Trusts are considered OTTIs and are
Investments in debt and equity securities held in rabbf trusts associated recognized immediately.
with certain deferred compensation plans are classified as trading securities. Investments within the Investment Trusts generally qualify for regulatory
The fair value of ihese investments was $5 million at December 31, 2D16. accounting and accardingly reatized and unrealized gains and losses are

generally deferred as a regulatory asset or liability.
AVAILABLE-FOR-SALE SECURITIES

The Duke Energy Registrants classify their investments in debt and equity
securities as available-for-sale. Unrealized gains and losses on all ather available-for-sale securities are

Duke Energy's available-for-sale securities are primarily comprised of included in other comprehensive income until realized, unless it is determined
investments held in (i} the NDTF at Duke Energy Carolinas, Duke Energy Progress  the carrying value of an investment is other-than-temporarity impaired. If an
and Duke Energy Florida, (ii) grantor trusts at Duke Energy Progress, Duke Energy  OTT! exists, the unrealized loss is included in eamings based on the criteria

Other Available-for-Sale Securities

Florida and Duke Energy Indiana related to OPEB plans and (i) Bison. discussed below,
Duke Energy classiftes all other investments in debt and equity securities The Duke Energy Registrants analyze all investment holdings sach
as long term, unless otherwise nated. reporting peried to determing whether a decline in fair value should be
considered other-than-temporary. Criteria used o evaluate whether an
Investment Trusts impairment assaciated with equity securities is ather-than-temporary includes,

but is not limited to, (i) the length of time over which the market value has
been Jower than the cost basis of the investment, (if) the percentage decline
compared to the cost of the investment and (iii) management's intent and
ability te ratain its investment for a period of time sufficient to allow for any
anticipated recovery in market value. If a decling in fair value is determined
to be other-than-temporary, the investment is written down o its fair value
through a charge io earnings.

The tnvestments within the NOTF investments and the Duke Energy
Progress, Duke Energy Florida and Duke Energy Indiana grantor trusts
{Investment Trusts) are managed by independent investment managers with
discretion to buy, sell and invest pursuant ta the objectives set forth by the
trust agreements. The Duke Energy Registrants have limited oversight of the
day-to-day management of these investments. As a result, the ablity to hold
investments in unrealized loss positions is outside the control of the Duke
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If the entity does not have an intent o sell a debt security and it is not {iii) consideratian of underlying collateral and guarantees of amounts by
more likely than not management will be required ta sell the debt security before government entities, (iv) ability of the issuer of the security to make scheduled
the recovery of its cost basis, the impairment write-down to {air value would interast or principal payments and {v) any changes to the rating of the security
be recarded as a compenent of other comprehensive income, except for when by rating agencies. if a credit loss exists, the amount of impairment write-down
it is determinad a credit 10ss exists. In determining whether a credit loss exists, to fair value is split between credit loss and other factors. The amount refated

management considers, among other things, (i) the length of time and the extent 1o credit loss is recognized in earnings. The amount related to other factors is

to which the fair value has been less than the amortized cost basis, (i) changes recognized in other comprehensive income. These were no maerial credit losses
in the financial condition of the issuer of the security, or in the case of an as of December 31, 2016 and 2015.

asset backed security, the financial condition of the underlying loan obligors,

DUKE ENERGY

The following table presents the estimated fair value of investments in available-for-sale securities.

December 31, 2016 December 31, 2015

Gross Unrealized  Gross Unrealized Estimated  Gross Unrealized  Gross Unrealized Estimated
{in millions} Holding Gains  Holding Losses®™ Fair Value Holding Gains  Holding Losses® Fair Yalue
NDTF
Cash and cash equivalents $ —_ 5 — $ 11 $ — | J— $ 179
Equity securities 2,092 54 4,106 1,823 58 3,590
Corporate debt securities 10 8 528 7 8 432
Municipal bonds 3 10 3 5 1 185
1.8, government bonds 10 8 984 11 5 1,254
(Other debt securities — 3 124 — 4 177
Total NDTF $ 2,115 $ 8 $ 6,184 $ 1,846 $ 76 $ 5,817
QOther Investments
Cash and cash equivalents $ — 5 — $ 25 $ — 5 — $ 29
Equity securities k1] — 104 32 i 95
Corporate debt securities 1 1 66 I 3 92
Municipal bends 2 1 82 3 1 I
U.S. government bonds — i 51 — —_ 45
Other debt securities — 2 42 — 2 62
Tota) Other Investments® $ 41 $§ 5 $ 70 $ 36 7 $ 397
Total Investments $ 2156 $ 88 $ 6,554 $ 1,882 $§ 8 $ 6,214
(a) Substantially all Lhese amounts are constdered OTTIS on investments within Investment Trusts Lhat have been recognized immediately as a regulatory asset.
(t)  Thess amounts are recorded In Other within Investmenits and Clher Assets on the Gansolidated Balance Shests.

The table below summarizes the maturity date for debt securities.

{in millions) December 31, 2016
Due in one year or less $ 9
Due after cne through five years 653
Due after five through 10 years 515
Due after 10 years 944
Total $2,208

Realized gains and losses, which were determined on a specific identification basis, from sales of available-for-sale securities were as follows.

Years Ended December 31,

{in millions} 2016 2015 2014
Realized gains $246 $193 $271
Realized losses 187 98 105
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DUKE ENERGY CAROLINAS

The follawing table presents the estimated fair value of investments in available-for-sale securities.

December 31, 2016 December 31, 2015

Gross Unrealized  Gross Unrealized Estimated  Gross Unreafized  Gross Unrealized Estimated
{in millions) Holding Gains  Holding Losses® Fair Yalue Holding Gains  Holding Losses™ Fair Yalue
NDTF
Cash and cash equivalents $ — $ — $ 18 $ — 3 — $ 3
Equity securities 1,157 28 2,245 1,021 27 2,084
Corporate debt securities 5 6 354 3 5 202
Municipal bonds 1 2 61 1 — 1
11.S. government bonds 2 5 458 3 3 438
Other debt securities — 3 116 — 14 47
Total NDTF $ 1,165 $ 44 $ 3,258 $ 1,028 3 3% $ 3,038
Other Investments
Other debt securifies $ — $ 1 $ 3 $ — % 1 $ 3
Tota! Other Investments® $ — $ 1 $ 3 $ — % l $ 3
Total Invastments $  L185 $ 45 $ 3,261 $ 1028 § 40 3,041
(2) Substantially af [hese amaunts represent 0TTls on investrments wilhin Investment Trusts that have baen recognized immediately as a regulatory assel,
(o) These amounts are recorded in Other within Investments and Other Assets on the Consolidated Balance Shests.

The table below summarizes the maturity date for debt securities.

(in millions) December 31, 2016
Due in one year or less $ 3
Due after one through five years 230
Dus after five through 10 years 260
Due after 10 years 505
Totat %398

Realized gains and losses, which ware determined on a specific identification basis, frem sales of available-for-sale securities were as follows,

Years Ended December 31,

(in millions) 2018 2015 2014
Realized gains $157 $158 $109
Realized losses 121 83 93
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The following table presents the estimated fair value of investments in available-for-sale securities.
December 31, 2016 December 31, 2015
Gross Unrealized  Gross Unrealized Estimated  GrossUnrealized  Gross Unrealized Estimated
(in millions) Holding Gains  Holding Losses® Fair Yalue Hoiding Gains  Holding Losses™ Fair Yalug
KOTF
Cash and cash equivalents $ — 8 — $ 93 38 — $ — $ 145
Equity securities 935 26 1,861 802 31 1,496
Corparate debt securities 5 2 174 4 3 140
Municipal bonds 2 8 264 4 1 152
11.8. gavermment bonds 8 3 526 8 2 816
(Other debt securities — — 8 — — 30
Total NDTF $ 930 $ % $ 2,926 $ 818 $ 37 $ 2,779
QOther Investments
Cash and cash equivalenis 5 — $ — $ 21 5 — $ — $ 18
Municipal bonds 2 — 44 3 — 45
Total Other Investments® 5 2 y — $ 65 $ 3 $ — $ 63
Total Investments 5 952 $ n $ 2,991 $ 821 $ 37 $ 2842
(a) Substantially all these amounts represent OTTIS on investments within Investment Trusts that have been recognized immadiately as a regulatory asset,
(b} These amounts are recemded in Other within Investments and Other Assets on the Consolidated Balance Sheets.
The table below summarizes the maturity date for debt securities.
(in millions) December 31, 2016
Due in one year or less $ M
Due after one through five years a7
Due after five through 10 years 187
Due after 10 years 398
Total $1016
Realized gains and losses, which were determined on a specific identification basis, fram sales of available-for-sale secutities were as follows.
Years Ended December 31,
(in millions) 2018 2015 2014
Realized gains $ 84 $ 33 $157
Realized losses 64 13 11
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The following table presents the estimated fair value of investments in available-for-sale securities.

Dacemher 31, 2016 December 31, 2015

Gross Unrealized  Gross Unrealized Estimated  GrossUnrealized  Gross Unrealized Estimated
{in millions) Holding Gains  Holding Losses® Fair Yalue Holding Gains Holding Lossas® Fair Value
NDTF
Cash and cash equivalents $ - 3 — % 45 3 — 3 — 3 110
Equity securities 104 n 1,505 296 25 1,178
Corporate debt securities 4 1 120 3 2 96
Municipal hends 2 8 263 4 1 150
UU.8. gavernment bonds 5 2 215 6 2 486
Other debt securities — — 5 — — 18
Total NDTF $ 15 $ 2 $ 2,213 $ 609 $ 0 $ 2,033
Other Investments
Cash and cash equivalents $ — % — $ 1 3 -~ — % 1
Total Other Investments® $ — % - § 1 3 — 3 — $ 1
Total Investments $ 5 $ 2 $ 2214 ¢ 609 % K 2,039
(@) Substantally all these amounts are considgred OTTis on investments within Investment Trusts that have been recognized immediately as a regulatory asset.
(B) These amounts are recorded in Other within Investments and Other Assets on the Consolidated Balance Sheets.

The table below summarizes the maturity date for debt securities.

{in millions} December 31, 2016
Oue in one year or less $ 28
Oue after one through five years 190
Oue after five through 10 years 142
Due after 10 years 303
Total $ 663

Realized gains and losses, whick were determined on a specific identification basis, from sales of available-for-sale securities were as follows.

Years Ended December 31,

{in millions) 2016 2015 2014
Realized gains n $26 $19
Realized losses 55 11 5
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DUKE ENERGY FLORIDA

The following table presents the estimated fair value of investments in available-for-sale securities.

December 31, 2016 December 31, 2015

Gross Ynrealized  Gross Unrealized Estimated  Gross Unrealized  Gross Unrealized Estimated
{in millions) Holding Gains  Holding Losses™ Fair Value Holding Gains  Holding Losses® Fair Value
NDTF
Cash and cash equivalents $ — 4 — 4 18 $ — —  § 35
Equity securities 231 5 356 266 b 318
Corporate debt securities 1 1 54 1 1 44
Municipal bonds — —_ 1 — — 2
1.3, government bonds 3 1 251 2 — 330
Other debt secunities —— — 3 —_ — 12
Total NDTF® $ 235 $ 1 $ 13 $ 209 $ 7 $ 41
Other Investments
Cash and cash equivalents $ — 3 — 3 ] $ — % — 6
Municipal bonds 2 — 44 3 — 45
Total Other Investments® $ 2 3 | 48 $ 3 — $ 51
Total Investments $ 231 % 7 $ 761 $ 212 % 7 % 792

{3) Substantially all these amounts are considered OTTIs on investments within Investment Trusts that have been recognized immediately as a regutatory asset,
{b) The decrease in estimated fzir value of the NOTF as of Oecember 31, 2016, is primarily due to reimbursements from tha NDTF for costs related to angoing decommissioning activily of Crystal River Unit 3.
fc} These amqunts are recorded in Ciher within Jnvestments and Other Assets on the Consolidated Balance Sheats.

The table helow summarizes the maturity date for debt securities.

(in milligns) December 31, 2016
Due in ane year or fess $ 56
Due after one thraugh five years 157
Due after five through 10 years 45
Due after 10 years 95
Total $353

Realized gains and losses, which were determined on a specific identification basis, from sales of available-for-sale secirities were as foliows.

Years Ended December 31,
(in millions) 2016 2015 2014
Realized gains $13 $ 7 $138
Realized losses 9 2 5
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The following table presents the estimated fair value of investments in available-for-sale securities.

December 31, 2016 December 31, 2015

Gross Unrealized  Gross Unrealized Estimated  Gross Unrealized  Gross Unrealized Estimated
(in millions) Holding Gains  Holding Losses™ Fair Value Holding Gains  Holding Losses™ Fair Value
Other Investments
Cash and cash equivalents $ - % — 4 — $ — 3 —  $ 2
Equity securities 33 — 19 2] — 1
Cerperate debt securities — — 2 — — 2
Municipal bonds —_ 1 28 — 1 26
U.5. government bonds — — 1 — — —
Total Qther Investments® $ X T 1 % 110 $ 27 $ 1 $ 101
Total Investments $ 3% 1 % 110 $ 27 $ 1 $ 101

{a) Substantially all these amounts are considered OTTIs on frwestments within Invesiment Trusts that have been recognized immediately as a regulatory asset.
{b} Thesa amounts are recorded in Other within Investrments and Other Assets on the Consolidated Balance Sheets.

The table below summarizes the matusity date for debt securities.

(in millions} December 31, 2016
Due in one year or less $3
Due after ane through five years 13
Due after five through 10 years 9
Due after 10 years B
Total $31

Realized gains and losses, which were defermined on a specific identificatian basis, from sales of available-for-sale securities were insignificant for the years
ended December 31, 2016, 2015 and 2014,

16. FAIR VALUE MEASUREMENTS

Fair value is the exchange price to sell an asset or fransfer a liability in are observable for the asset or [iability, such as interest rate curves and yield
an orderly transaction between market participants ai the measurement date. turves observable at cemmonly quoted intervals, volatilities and credit spreads.
The fair value definition focuses an an exit price versus the acquisition cost. A Level 2 measurement cannot have more than an insignificant portion of its
Fair value measurements use market data or assumptions market participanis valuation based on unabservable inputs. Instruments in this category include
would use in pricing the asset or liability, including assumptions about risk and non-exchange-traded derivatives, such as over-the-counter forwards, swaps
the risks inherent in the inputs to the valuatien technique. These inputs may and options; certain marketable debt securities; and financial instruments
be readily observable, corroberated by market data, er generally unobservable, traded in less than active markets.

Valuation techniques maximize the use of observable inputs and minimize use Level 3 — Any fair value measurement which includes unobservable
of unobservable inputs. A midmarket pricing convention (the midpeint price inputs for mare than an insignificant gortion of the valuation, These inputs may
between bid and ask prices} is permitted for use as a practical expedient, be used with internally developed methodologies that result in management's

Fair value measuremants are classified in three levels based on the fair best estimate of fair value, Level 3 measurements may include langer-tarm
value hierarchy: instruments that extend into perieds in which observable inputs are not

available,

Not Categorized — Certain investments are not categorized within the
Fair Value hierarchy. These investments are measured based on the fair value of
the underlying investments but may not be readily redeemable at that fair value.

Fair value accounting guidance permits entities to elect to measure
certain financial instruments that are not required to be accounted for at fair
value, such as equity method investmenis or the company’s own debt, at fair
value. The Duke Energy Registrants have not elected te record any of these
items at fair value.

Level 1 — Unadjusted quoted prices in active markets for identical assets
or liabilities that the reporting entify can access at the measurament date. An
active market is one in which transactions for an asset or liability accur with
sufficient frequency and volume te provide engoing pricing information,

Level 2 - A fair value measurement utilizing inputs other than quoted
prices in¢luded in Level 1 that are observable, either directly or indirectly, for an
asset or liability. Inputs include (i) quoted prices for similar assets or liabilities
in active markets, (ii) quoted prices for identical or similar asseis or liabilities in
markets that are not active, {iii) and inputs other than quoted market prices that
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Transfers between levels reprasent assets or liabilities that were
previously (i) categorized at a higher level for which the inputs to the estimate
became less observable or {ii) classified at a lower level for which the inputs
became more observable during the period. The Deke Energy Registrant's policy
is to recognize transfers between levels of the fair value hierarchy at the end
of the period. There were no transfers between Levels 1 and 2 during the years
ended December 31, 2016, 2015 and 2014, Transfers out of Level 3 during the
year ended December 31, 2014, were the result of forward commodity prices
becoming observable due to the passage of time.

Valuation methads of the primary fair value measurements disclosed
Below are as follows.

Investments in equity securities

The majority of investmants in equity securities are valued using Levef 1
measurements, Investments in equity securities are typically valued at the
closing price in the principal active market as of the last business day of the
quarter. Principal active markets for equity prices include published exchanges
such as the New York Stock Exchange (NYSE} and the NASDAQ Stock Market,
Foreign equity prices are translated from their trading currency using the
currency exciange rate in effect at the close of the principal active market.
There was no after-hours market activity that was required to be reflected in the
reported fair value measurements,

Investments in debt securities

Most investments in debt securities are valued using Level 2
measurements because the valuations use interest rate curves and credit
spreads applied to the terms of the debf instrument {maturity and coupon
interest rate) and consider the counterparty credit rating. If the market for a
particular fixed-income security is relatively inactive or illiquid, the measurement
is Level 3.

DUKE ENERGY

Commodity derivatives

Commodity derivatives with clearinghouses are classified as Level 1.
QOther commodity derivatives are primarily valued using internally developed

discounted cash flow madets which incorporate forward price, adjustments for

liquidity (hid-ask spread} and credit or non-performance risk {after reflecting

credit enhancemenss stch as collateral) and are discounted to present value.

Pricing inputs are derived fram published exchange transaction prices and

other observable data sources. In the absence of an active market, the last
available price may be used. If forward price curves are not abservable for
the futl term of the coniract and the enobservable period had more than an

insignificant impact on the valuation, the commadity derivative is classified as
Level 3. In isolation, increases (decreases) in natural gas forward prices result

in faverable (unfavorable) fair value adjustments for gas purchase contracts;
and increases (decreases) in electricity forward prices resuit in unfavorable

(favorable) fair value adjustments for electricity sales contracts. Duke Energy
regularly evaluates and validates pricing inputs used to estimate the fair value
of gas commaodity contracts by a market participant price verification procedure,
This procedure provides a comparison of internal forward commaodity curves to

market partigipant generated curves.

Interest rate derivatives

Most over-the-counter interest rate contract derivatives are valued using

financial models which utilize observable inputs for similar instruments and

are classified as Level 2, Inputs include forward interest rate curves, notional

amounts, interest rates and credit quality of the counterparties.

Other fair value considerations

See Note 11 for a discussion of the valuation of goodwill and intangible
assets. See Note 2 related to the acquisition of Piedmont in 2016 and the
purchase of NCEMPA's ownership interasts in certain genarating assets in 20

The following tables provide recorded balarces for assets and liabilities measured at fair value on a recurring basis on the Consolidated Balance Sheets,
Derivative amounts in the table below exclude cash collateral, which is disclosed in Note 14. See Note 15 for additional information related to investments by major

15.

security type.
December 31, 2018
{in millions) Total Fair ¥alue Level 1 Level 2 Levei3  Not Categorized
Nuclear decommissioning trust fund equity securities $ 4,106 $4,029 $ — § — $ 77
Nuclear decommissioning trust fund debt securities 2,018 632 1,446 — _
Dther trading and available-for-sale equity securities 104 104 — — -
Other trading and available-for-sale debi securities 266 75 1586 5 —
Derivative assets 162 5 138 21 —
Total assets 6,718 4,345 1,768 26 1
Derivative liabifities (252} (2) {63) (187) —
Net assets (Hahilities} $ 6,454 $4,843  $1705 $(161) $ 11
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December 31, 2015

{in millions) Total Fair Value leveil  Level2  Level3  NotCategorized
Nuclear decommissioning trust fund equity securities $3590 3418 $ — $ — $ 172
Nuclear decommissioning trust fund debt securities 2,227 672 1,555 — —
(Other available-for-sale equity securities 95 95 — — —
Other available-for-sale debt securities 302 75 222 5 —
Derivative assets 25 — 15 10 —

Total assets 6,239 4260 1,792 15 172
Derivative liabilities (397) — (397 — —

Net assets $5,842 $ 4,260 $1,395 $ 15 $172

The folfowing tables pravide recenciliations of beginning and ending balances of assets and liabilities measured at fair value using Level 3 measurements.
Amounts included in earnings for derivatives are primarily included in Operating Revenues.

December 31, 2016
{in millions) Investments  Derivatives (net) Total
Balance at beginning of period $ 5 $ 10 § 15
Derivative liability resulting from the acquisition of Piedmont — (187) (187)
Purchases, sales, issuances and settlements:
Purchases —_— 13 13
Settlements — (28) (28)
Total gains included on the Consolidated Balance Sheet as regulatory assets or [iabilities — 6 6
Balance at end of period $ 5 $ (168) § (161)
December 31, 2015
(in millions} Investments  Derivatives (net) Total
Balance at beginning of pariod $ 5 $ M § 4
Total pretax realized or unrealized gains (losses} included in earnings — 21 21
Purchases, sales, issuances and settlements:
Purchases — 24 n -
Sales — (1 (1)
Setilements — (30 (N
Total gains included on the Consclidated Balance Sheet as regulatory assets or liahilities —— 1 1
Balance atend of period $ 5 $ 10 % 15

DUKE ENERGY CAROLINAS

The following tables provide recorded balances for assets and liabilities measured at fair value on a recurring basis on the Consolidated Balance Sheets.
Derivative amounts in the table below exclude cash collateral, which is disclosed in Note 14. See Note 15 for additional information related to investments by major

security type.
December 31, 2016
{in millions) Total Fair Yalue Level 1 Level 2 Level 3 Not Categorized
Nuclear decarnmissianing trust fund equity securities $2,245 32,168 § — $t — $
Nuclear decarmemissioning $rust fund debt securities 1,013 178 839 — —
QOther available-for-sale debt securilies 3 — — 3 —
Derivative assets 33 — 13 — —
Total assets 3,294 2,348 863 3 n
Derivative liabilities (16) — (16) — —_
Net assets $32718 32346  § 8.2 5§ 3 $n

168



PART Il

FR 16(7)(I) Attachment - Annnal Report 2016
. Page 186 of 258

DUKE ENERGY CORPORATION = DUKE ENERGY CARGLINAS, LLC « PROGRESS ENERGY, INC. »
DUKE ENERGY PROGRESS, LLC » DUKE ENERGY FLORIDA, LLC = DUKE ENERGY OHIG, INC. « DUKE ENERGY INDIANA, LLC

Combined Notes to Consolidated Financial Statements — {Continued)

December 31, 2015
{in millions) Total Fair Value  Levell Level2  Level 3 Hot Categorized
Nuclear decommissioning trust fund equity securities $2084  $1922 $ — $ — $ 172
Neclear decommissioning trust furnd debt securities 944 246 698 — —
(Other available-for-sale debt securities 3 — — 3 —
Total assets 3,041 2,168 698 3 172
Derivative liabilities (45) — (45) — —
Net assets $2996  $2,068  $ 653 $ 3 $ 172

There was no change to the Level 3 balance during the years ended December 31, 2016 and 2015,

PROGRESS ENERGY

The following tables provide recorded balances for assets and liabilities measured at fair value on a recurring basis n the Consolidated Balance Sheets.
Derivative amounts in the table below exclude cash collateral, which is disclosed in Note 14, See Note 15 for additional information related te investments by majer

security type.

{in miflions)

December 31, 2016
Total Fair Value Levell  Level2

Nuclear decemmissicning trust fund equity securities

$1861  $1.861 $ —

Nuglear decommissioning trust fund debt securities 1,065 454 611
(ther available-for-sale debt securities 65 21 44
Derivative assels 85 — a5
Total assets 3,076 2,336 740
Darivativa liabilitias (28) —_ (25)
Net assets $3051  $2338  $715

{in millions)

December 31, 2015
Total Fair Value Level1  Level 2

Nuclear decommissioning trust fund equity securities

$1496  $14% 5§ —

Nuclear decommissioning trust fund deb securities 1,283 426 857
Other available-for-sale debt securities 63 18 45
Derivative assefs 11 — 11

Total assets 2,853 1,940 913
Derivative liabilities (322} e (322

Net assets

$2531  $1940 § 591

DUKE ENERGY PROGRESS

The following tables provide recorded balances for assets and liabilities measured at fair value on a recurring basis en the Cansolidated Balance Sheets, Derivative
amounts in the table below exctude ¢ash collateral, which is disclosed in Note 14. See Note 15 for additional information related to investments by majar security type.

{in millions)

December 31, 2016
Total Fair Yalue Level 1  Level 2

Nuclear decommissioning $rust fund equity securities

$1,505 $1505 § —

Nuclear decommissioning trust fund debt securities and other 708 207 801
Other available-far-sale debt securities and other 1 1 —
Derivative assets L] —_ 46
Total assefs 2,260 1,113 547
Derivative liabilities n - N

Net assets

$2,253 $1,713  $540
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December 31, 2015

{in mitlicns) Tolal Fair Value  Levell  Level 2
Nuglear decommissioning trust fund equity securities 1178 51,178 3 —
Nuclear decommissioning trust fund debt securities and other 860 141 719
Other available-for-sale debt securities and other I 1 —
Derivative assets 2 — 2

Total assets 2,041 1,320 72l
Derivativa liabilifies (98) — (98)

Net assets $1943 51320 §623
DUKE ENERGY FLORIDA

The following tables pravide recorded balances for assets and liabilities measurad at fair value on a recurring basis on the Consolidated Balance Sheats.
Darivative amounts in the table belaw exclude cash callateral, which is disclosed in Note 14, See Note 15 for additionat information related to investments by major

securily type.

December 31, 2016
{in millions) Total Fair Value  Level 1 Level 2
Nuclear decommissioning trust fund equity securities $356 536§ —
Nuclear decemmissioning trust fund debt securities and other 357 241 110
(ther available-for-sale debt securities and ather 48 4 44
Derivative assefs ) L — kL]
Total assets 800 607 193
Qarivativa liabilities (12) — (12)
Net assets ' $798 %607 $181
December 31, 2015
(in millions) Total Fair¥alue Levell Level 2
Nuclear decommissioning trust fund equity securities $38 $318 § —
Nuclear decemmissioning trust fund debt securities and other 423 285 138
(ther available-far-sale debt securities and other 51 6 45
Derivative assets 7 — 7
Total assets 799 609 190
Derivative liabilities (216} — (216)
Net assets (liabilities) $583  $609 § {26)
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The following tables provide recorded balances for assets and liabilities measured at fair value on a recurring basis on the Conselidated Baiance Sheets.
Derivative amounts in the table below exclude cash collateral, which are disclosed in Note 14.

December 31, 2016
{in mitlions} Total Fair Value Level1 Level2 Level3
Derivative assets $§ § $— $— $5
Derivative liabilities {6} — {8) —
Net (liabilities) assets 3 $— $ 1B $5
December 31, 2015
{in millions} Tolal Fair Valug  Levell Level2 Level3
Derivative assets $ 3 $§— P~ $3
Derivative liabilities i) — 7 —
Net (liabilities) assets $ W s$— 5O $3

The following table provides a raconciliation of beginning and ending balances of assets and liahilities measured at fair value using Level 3 measurements.

Derivatives (net)

Years Ended December 31,

{in millions) 2016 2015
Balance at beginning of perind $ 3 $(18)
Total pretax realized or unrealized gains (losses) included in earnings — 21
Purchases, sales, issuances and settlements:

Purchases 5 ]

Settlements (5 (9
Total gains included on the Gonsolidated Balance Sheet as regulatory assets or liabilities 2 —
Balance at end of period $5 $ 3
DUKE ENERGY INDIANA

The following tables provide recordad balances for assets and liabilities measured at fair value on a recurring basis on the Consolidated Balance Sheets. Derivative
amounts in the table below exclude cash cellateral, which is disclosed in Note 14. See Note 15 for additional infermation related to investments by major security type.

December 31, 2016

{in millions) Total Fair Value  Levell Level2 Level3
Other available-for-sale equity securities $79 $18 §— § —
Other availahle-for-sale debt securities and other ki | — kil —
Derivative assels 16 — — 16
Total assels 126 19 3 16
Derivative liabilities (2) (2) — —
Net assets $124 i1 $31 § 16
December 31, 2015
(in millions) Total Fair Value Levell Level2 Level3
Other available-for-sale equity securities $ 71 $71 $—  $ —
Other available-for-sale debt securities and other 30 2 28 —
Derivative assels 7 — — 7
Nat assefs $08 $73 $228 §$ 7
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The following table provides a reconciliation of beginning and ending balances of assets and liahilities measured at fair value using Level 3 measurements.

Derivatives (net)

Years Ended December 31,

(in millions) 2016 2015
Balance at beginning of period $ 1 $14
Purchases, sales, issuances and settlemenis:

Purchases 29 19

Settlements (24) (30
Total gains included on the Consolidated Balance Sheet as regulatory assets or liabilities 4 4
Balance at end of period $ 16 $ 7
QUANTITATIVE INFORMATION ABOUT UNOBSERVABLE INPUTS

The following table includes quantitative information about the Duke Energy Registrants' derivatives classified as Level 3.
December 31, 2016
Fair Yalue
Investment Type (in miflions) Yaluation Technigoe Unohservable Input Range
Duke Energy
Forward natural gas curves — price per million Brifish thermal
Natural gas contracts ${187)  Discounted cash flow unit (MMBtu) $ 231 —§ 418
Financial Transmission Rights (FTRs) i RTO auction pricing FTR price — per megawatt-hour (MWh) (0.83)— 4.32
Total Level 3 derivatives ${168)
Duke Energy Ohio $ 5 RTOauction pricing FTR price — par MiWh $ 077 —3$ 352
Duke Energy Indiana 16 RTO0 auction pricing FTR price — per MWh (0.83)— 98.32
December 31, 2015
Fair Value

Investment Type {in millins)  Yaluation Technique Unobservable Input Range
Duka Energy $10  RTO auction pricing FTR price ~ per MWh § 07 —3% 729
Duke Energy Ohig 3 RTO auction pricing FTR price - per M¥h 067 — 253
Duke Energy Indiana 7 RTO auction pricing FTR price — per MWh 0719)— 129

OTHER FAIR VALUE DISCLOSURES

The fair value and book value of long-term debt, including current maturities, is summarized in the following table, Estimates determined are not necessarily
indicative of ameunts that could have been settled in current markets. Fair value of long-term debt uses Level 2 measurements.

Decemher 31, 2016 December 31, 2015
(in miflions) Book Yalue Fair Yalue Bock Yalue Fair Value
Duke Energy $47,893 $48,161 $38,368 $41,767
Duke Energy Carolinas 9,603 10,494 8,367 9,156
Progress Energy 17,541 19,107 14,464 15,856
Duke Energy Progress 1,011 1,351 6,518 6,757
Duske Energy Florida 6,125 6,728 4,266 4,908
Duke Energy Ohio 1,884 2,020 1,598 1,724
Duke Energy Indiana 3,786 4,260 3,768 4,219

At both December 31, 2016 and December 31, 2015, fair value of cash and cash equivalents, accounts and notes receivable, accounts payable, notes payable
and commercial paper and nonrecourse notes payable of VIEs are not materially different frem their carrying amounts because of the short-term nature of these
instruments and/or because the stated rates approximate market rates.
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17.  VARIABLE INTEREST ENTITIES

AVIE is an entity that is evaluated far consolidation using more than
a simple analysis of voting control. The analysis to determine whether an
entity is a VIE considers contracts with an entity, credit support for an entity,
the adequacy of the equity investment of an entity and the relationship of
vating power te the ameunt of equity invested in an entity. This analysis is
performed either upon the creation of a legal entity or upon the occurrence of
an event requiring reevaluation, such as a significant change in an entity's
assets or activities, A qualitative analysis of control determines the party that
consolidates a VIE. This assessment is based an (i} what party has the power
ta diract the activities of the VIE that most significantly impact its econamic
performance and (ii) what party has rights to receive benefits or is obligated to
absorb losses that covld patentially be significant to the VIE. The analysis of the
party that consolidates a VIE is a centinual reassessment.

CONSOLIDATED VIEs

The obligations of these VIEs discussed in the following paragraphs
are nonrecourse to the Duke Energy Registrants. The registrants have ng
requiremant to pravide fiquidity to, purchase assets of or guarantee performance
of these VIES unlass noted in the follawing paragraphs.

No financial support was provided fo any of the consolidated VIES during
the years ended December 31, 2016, 2015 and 2014, or is expected to be
provided in the future, that was not praviously contractually required.

Receivables Financing - DERF/DEPR/DEFR

Duke Energy Receivables Finance Company, LLC (DERF), Duke Energy
Progress Receivables, LLC (DEPR} and Duke Energy Florida Receivables, LLC
(DEFR) are bankruptcy remote, special purpose subsidiaries of Duke Energy
Carolinas, Duke Energy Progress and Duke Enesgy Florida, respectively. DERF,
DEPR and DEFR are whally ewned fimited liability companies with separate
legal existence from their parent companies and their assets are not generally
available to creditors of their parent companies. Cn a revolving basis, DERF,
DEPR and DEFR buy certain accounts receivable arising from the sale of
electricity and related services from their parent companies.

Receivables Financing — Credit Facilities

DERF, DEPR and DEFR borrow amounts under credit facilities to buy these
receivables, Borrowing availability fram the credit facilities is limited to the
amount of qualified receivables purchased. The sole source of funds te satisfy
the related debt obligations is cash cellections from the receivables. Amounts
borrowed under the credit facilities are reflected on the Consalidated Balance
Sheets as Long-Term Debt,

The most significant activity that impacts the economic performance of
DERF, DEPR and DEFR are the decisions made to manage delinquent receivables.
Duke Energy Carolinas, Duke Energy Progress and Duke Energy Florida
consolidate DERF, DEPR and DEFR, respectively, as they make those decisions.

Receivables Financing — CRC

CRC is a bankruptcy remote, special purpose entity indirectly owned by
Duke Energy. On a revolving basis, CRC buys certain accounts receivable arising
from the sale of electricity, natural gas and related services from Duke Energy
Ohio and Duke Energy ndiana. CRC borrows amaunts under a credit facility to
buy the receivables from Duke Energy Ohio and Duke Energy Indiana. Borrowing
availability from the credit facility is limited to the amount of qualified receivables
sold fo CRC. The sole source of funds to safisfy the related debt obligation is cash
coltections from the receivables. Amounts borrowed under the credit facility are
reflected on Duke Energy’s Consolidated Balance Sheets as Long-Term Debt.

The proceeds Duke Energy Ohio and Duke Energy Indiana receive from
the sale of receivables to CRC are typically 75 percent cash and 25 percent in
the form of a subordinated note from CRC. The subordinated note is a retained
interest in the recejvables sold. Depending on collection experience, additienal
equity infusions to CRC may be required by Duke Energy to maintain a minimum
equity balance of $3 million.

CRC is considered a VIE because (i) equity capitalization is insufficient to
support its operations, {ii) power to direct the activities that most significantly
impact the economic performance of the entity are not performed by the equity
helder and (i) deficiencies in net worth of CRC are funded by Duke Energy. The
most significant activities that impact the econemic performance of CRC are
decisions made te manage delinquent receivables. Duke Energy conselidates
CRC as it makes these decisions. Neither Duke Energy Ohio nor Duke Energy
indiana consolidate CRC.

The following table outlines amounts and expiration dates of the credit facilities described abave.

Duke Energy
Duke Energy Duke Energy Duke Energy
Garolinas Progress Florida
CRC DERF DEPR DEFR
Expiration date December 2018 December 2018 February 2019 April 2019
Credit facility amount (in miltions) $ 325 % 425 $ 300 $ 225
Amounts barrowed at December 31, 2016 325 425 300 225
Amounts borrowed at December 31, 2015 325 425 254 225

Nuctear Asset-Recovery Bonds — DEFPF

DEFPF is a bankruptcy remote, wholly owned special purpose subsidiary of Duke Energy Florida, DEFPF was formed in 2D16 for the sole purpose of issuing
nuclear asset-recovery bonds to finance Duke Energy Florida's unrecovered regutatory asset related to Crystal River Unit 3.

[n June 2016, DEFPF issued $1,294 million of senior secured bonds and used the proceeds to acquire nuclear asset-recovery property from Duke Energy
Florida. The nuclear asset-recovery property acquired includes the right to impose, bill, collect and adjust a non-bypassable nuclear asset-recovery charge from all
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Duke Energy Florida retail customers until the bonds are paid in fult and all financing cests have been recovered. The nuclear asset-recovery bonds are secured by
the nuclear asset-recovery property and cash collections from the nuclear asset-recovery charges are the sole source of funds to satisfy the debt obligation. The
teondhalders have no recourse to Duke Energy Flarida. For additional information see Notes 4 and 6.

DEFPF is considered a VIE primarily because the equity capitalization is insufficient to support its operations. Duke Energy Florida has the power te direct the
significant activities of the VIE as described above and therefore Duke Energy Florida is considered the primary Beneficiary and consolidates DEFPE

The foliowing table summarizes the impact of DEFPF on Duke Energy Florida's Consolidated Balance Sheats.

(in miflions) December 31, 2016
Receivables of VIEs $ ]
Regulatory Assets: Current : 50
Current Assets: Other 53
Regulatory Assets and Deferred Debits: Regulatory assets 1,142
Current Liabilities: Other 17
Current maturities of long-term debt 62
Long-Term Dgbt 1,217

Commercial Renewables

Certain of Duke Energy's renewable energy facilities are VIEs due to Duke Energy issuing guarantees for debt service and operations and maintenance reserves
in suppert of debt financings. Assets are restricted and cannot be pledged as collateral ar sold to third parties without prior approval of debt holders. The activities
that most significantly impact the economic performance of these renewable energy facilities were decisions associated with siting, negotiating PPAs, engineering,
procurement and consteuction and decisions associated with engeing operations and maintenance-related activities. Duke Energy consolidates the entities as it is
responsible for all of these decisions. The table below presents material balances reperted on Duke Energy's Consolidated Balance Sheeis related to renewables VIES.

{in millions} December 31, 2016  December 31, 2015
Current Assets: Other $ 223 $ 138
Property, plant and equipment, cost 3419 2.0t5
Accumulated depreciation and amortization (453) (321)
Curcent maturities of long-term debt 198 108
Lang-Term Debt 1,097 968
Deferced Credits and Other Liabilities: Deferred income taxes 215 289
Deferred Credits and Other Liahilities: Other 202 33

NON-CONSOLIDATED VIEs

The following tables summarize the impact of non-consolidated VIES on the Consolidated Balance Sheets.

December 31, 2016
Duke Energy

Duke Duke

Pipeline  Commercial Energy Energy

{in mitlions) Investments  Renewables Othar Total Ohie  Indiana
Receivahlas from affiliated companies $ — $ — $— $— $82 § 101
Investments in equity method uncensolidated affiliates 437 1714 90 751 —_ —
Investments and ather assets 12 — — 12 — —
Total assets $ 499 $ 174 $ 90 $763 $82 $§ 11
Other current liabilities — — 3 3 —_ —
Deferred credits and other liabilities — — 13 13 — —
Total liabilities $ — § — $ 16 $ 15 $— 5§ —
Net assets (liabilities) $ 498 $ 174 $74 $147 § 82 $ 101

174
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December 31, 2015
Duke Energy

Duke Duke

Pipeline  Commercial Energy Energy

{in millions) Investments  Renewables Other Total Ohio  Indiana
Receivables from affiliated companles $ — $ — $— § $47 % 60
Investments in equity method unconsolidated affiliates 113 235 39 387 —
Total assels $ 113 $ 235 §39 $387 $47 § 60
Other current liabilittes — — 3 3 — —
Oeferred credits and other liabilities — — 14 14 — —
Total liabilities $ — $ — $ 17 $ 17 $— § —
Net assets $ 113 $ 235 § 22 $370 $47 60

The Duke Energy Registrants are not aware of any situations where the
maximum exposure to loss significantly exceeds the carrying values shown
above except for the power purchase agreement with GVEC, which is discussed
below, and various guarantees, some af which are refleced in the table above
as Deferred credits and other liabilities. For more information on various
guarantees, refer ta Note 7.

Pipeline Investmenis

Duke Energy has investments in various joint ventures with pipeline
projects currently undar construction. These entities are considered VIES due to
having insufficient equity to finance their own activities without subordinated
financial support. Duke Energy does not have the power to direct the activities
that most significantly impact the economic performance, the ehligation to
absord losses or the right ta receive benefits of these VIEs and therefore
toes net consalidate these entities. The table below presents Duke Energy’s
ownership interest and investment balance in these joint ventures.

Investment Amount (in millions)

Ownership  December 31,  December 31,
Entity Name Interest? 2016 2015
ACP 7% % 265 $ 52
Sabal Trail 1.5% 140 61
Constitution 2% §2 —
Total $ 487 $ 113

(a) The percentages presented reflect Duke Energy's ownership interest as of Oscember 31, 2016. The
investment amount presented for ACP as of Denember 31, 2015, reflects 40 percent ownership interest
prior {0 acquiring an additional 7 percent 25 a result of the Piedmont acquisition. See Notes 2 and 4 for
additional information related ta the Piedmant acquisition and increased ownership of ACR

Commercial Renewakles

Duke Energy has investments in variaus renewable energy project entities.
Some of these entities are VIES due to Duke Energy issuing guarantees for debt
service and operations and maintenance reserves in suppert of debt financings.
Duke Energy does not consolidate these VIES because power to direct and
control key acfivities is shared joinily by Duke Energy and other owners.

During the year ended Oecember 31, 2D16, Duke Energy recorded a
$71 million pretax QTTI of certain wind project investments within Equity in earnings
(losses) of unconsalidated affiliates on Duke Energy's Consolidated Statements of
Gperations. See Note 12 for additional information related to the OTTI.

175

Cther

Duke Energy holds a 50 percent equity interast in DATC, DATC is
considered a VIE due to having insufficient equity to finange their awn activities
without subordinated financial support. The activities that most significantly
impact DATC's economic performance are decisions related to investing in
existing and development of new transmission facilities. The power to direct
these activities is jointly and equally shared by Duke Energy and the other joint
vanture partner, American Transmission Company, LLC, therefore Duke Energy
toes not consolidate DATC.

Duke Energy holds a 50 percent equity interest in Pioneer. Fioneer is
considered a VIE due to having insufficient equity to finance their own activities
without subordinated financial support. The activities that most significantly
impact Pianeer's economic performance are decisions related to the
development of new transmission facilities. The power to direct these activities
is jointly and equally shared by Duke Energy and the other joint venture partner,
American Electric Power, therefore Duke Energy does not consolidate Pioneer.

OVEC

Duke Energy Chio’s 9 gercent ownership interest in OVEC is considered a
non-consolidated VIE due to having insufficient equity ta finance their activities
without suberdinated financial support. As a counterparty to an inter-company
pawer agreement (ICPA), Duke Energy Ghio has a contractual arrangement
to buy power from QVEC's power plants through June 2040 commensurate
with its power participation ratio, which is equivalent to Duke Energy Ghia's
awnership interest. Costs, including fuel, operating expenses, fixed costs, debt
amortization, and inferest expense are allocated to counterparties to the ICPA
based ¢n their power participatien ratio. The value of the ICPA is subject to
variability due to fluctuation in power prices and changes in GVEC's cost of
business, including costs associated with its 2,256 MW of coal-fired generation
capacity, Deterioration in the credit quality, or Bankruptcy of one ar more parties
to the ICPA could increase the costs of OVEC. In addition, certain proposed
environmental rulemaking could result in future increased cost allocations.

CRC

See discussion under Consolidated VIES for additional informatien related
to CRC.

Amgounts included in Receivables from affiliated companies in the above
table for Duke Energy Ohio and Duke Energy Indiana reflect their retained
interast in receivables sold te CRC. These subordinated notes held by Duke
Energy Ohio and Duke Energy Indiana are stated at fair value, Carrying values of



PART Il

() Attachment - Annual Report 2016
Page 193 of 258

DUKE ENERGY CORPORATION '« DUKE ENERGY CAROLINAS, LLC = PROGRESS ENERGY INC. -
DUKE ENERGY PROGRESS, LLC « DUKE ENERGY FLORIDA, LLC = DUKE ENERGY OHIO, INC. = DUKEENERGY INDIANA, LLG

Combined Notes to Consolidated Financial Statements — (Continued)

retained interests are determined by allocating carrying value of the receivables
between assets sold and interests retained based on relative fair value, The
allocated bases of the subordinated notes are not materially different than
their face value because (i) the receivables generally turnover in less than

twa months, (il) credit losses are reasonably predictable due to the broad
custamer base and lack of significant concentration and (i) the equity in

CRC is subordinate o all retained interests and thus would absorb lesses first.
The hypathetical effect on fair value of the retained interests assuming both a

10 percent and a 20 percent unfaverable variation in credit losses or discount
rates is not material due to the short turnover of receivables and historically
low credit loss history. Interast accrues to Duke Energy Ohia and Duke Energy
Indiana on the retained interests using the acceptable yield method. This
method generally approximates the stated rate on the notes since the allocated
basis and the face value are nearly equivalent. An impairment charge is
recorded against the carrying value of hoth retained interests and purchased
beneficial interest whenever it is defermined that an OTTI has occurred.

Key assumptions used in estimating fair value are detailed in the following table.

Duke Energy Ohio Duke Energy Indiana
2018 2015 2016 2015
Anticipated credit loss ratio 0.5% 0.6% 0.3% 0.3%
Discount rate 15% 1.2% 1.5% 1.2%
Receivable turnover rate 13.3% 12.9% 10.6% 10.6%
The following table shows the gross and net receivablas sold.

Duke Energy Ohio Duke Energy Indiana
(in millions) 2016 2015 2018 2015
Receivables sold $ 267 $ 233 $ 306 b 260
Less: Retained interests 82 a7 101 60
Net receivables sold § 185 $ 186 $ 205 5 200

The following table shows sales and cash flows related to receivables sold,
Duke Energy Ohio Duke Energy Indiana
Years Ended December 31, Years Ended December 31,

{in millions) 2016 2015 2014 2016 2015 2014
Sales
Receivables seld $1,926 $1,963 $2.246 $2,635 $2621  $29813
Loss recognized on sale 9 9 11 11 11 11
Cash Flows
(ash proceeds from receivables sold 1,882 1,995 2,261 2583 2,670 2,932
Collection fees received 1 1 1 1 1 1
Return received on retained interests 2 3 4 3 5 6

Cash flows from the sales of receivables are reflected within Cash Flows
From Qperating Activities on Duke Energy Ohie's and Duke Energy Indiana’s
Consolidated Statements of Cash Flaws.

Collection fees received in connection with servicing transferred accounts
receivable are included in Cperation, maintenance and other on Duke Energy
Ohio’s and Duke Energy Indiana's Cansolidated Statements of Qperations
and Comprehensive Income. The loss recognized on sales of receivables is
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calculated monthly by multiplying receivables sold during the month by the
required discount. The required discount is derived monthly utilizing a three-
year weighted average formuta that considers charge-off history, late charge
histary and turnover history on the sald receivables, as well as a companent for
the time value of money, The discount rate, ar component for the time value of
maney, is the prior month-end LIBOR plus a fixed rate of 1.00 percent.
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18.  COMMON STOCK

Basic Eamings Per Share {EPS) is computed by dividing net income attributable to Duke Energy common stockholders, adjusted for distributed and
undistributed earnings allocated to participating securities, by the weighted average number of common stock eutstanding during the period. Diluted EPS is cemputed
by dividing net income attributable to Duke Energy common stockhelders, as adjusted for distributed and undistibuted earnings allocated to participating securities,
by the diluted weighted average number of comman steck outstanding during the period. Diluted EPS reflects the potential dilution that could occur if securities or
other agreements to issue common stock, such as stock options, were exercised or settled. Duke Energy's participating securities are restricted stock units that are
entitled to dividends declared on Duke Energy comman stock during the restricted stock unit's vesting periods.

The following table presents Duke Energy’s basic and diluted EPS calculations and reconciles the weighted average number of common stock outstanding to the
diluted weighted average number of comman stock ¢utstanding.

Years Ended December 31,

{in millions, except per share amounts) 2016 2015 2014
Income from continuing operations attributable te Duke Energy commion stockholders excluding impact of participating securities $2,567 $2,640 $2,529
Weighted average sharas outstanding — basic 691 694 707
Weighted average shares outstanding — diluted 691 694 707
Earnings per share from continuing operations attributable to Duke Energy common stackholders

Basic $3n $ 3.80 $ 3.58

Diluted $3an $3.80 $ 3.58
Potentially dilutive items excluded from the calculation™ 2 2 2
Dividends daclared per common share $ 3.36 $ 32 $ 315
{a) Performance stock awards were not incluced in the dilutive securities caloulation because the performance measures related to the awards had not been met.
Stock Issuance Accelerated Stock Repurchase Program

In March 2016, Duke Energy marketed an equity offering of 10.6 million On April 6, 2015, Duke Energy entered into agreements with each of

shares of comman stock. In liew of issuing equity at the time of the offering, Goldman, Sachs & Co. and JPMorgan Chase Bank, National Association (the
Duke Energy entered into Equity Forwards with Barclays. The Equity Forwards Dealers) to repurchase a total of $1.5 billion of Duke Energy common stock

required Duke Energy to either physically settle the transactions by issuing 10.6 under an accelerated stock repurchase program (the ASR). Duke Energy made
million shares, or net settle in whole or in part through the delivery or receipt of payments of $750 million to each of the Dealers and was delivered 16.6 million

cash or shares. shares, with a total fair value of $1.275 billion, which represented approximately
On Octaber 5, 2016, following the close of the Piedmont acquisition, Duke 85 percent of the total number of shares of Duke Energy comman stock expected

Energy physically settled the Equity Forwards in full by delivering 10.6 million to be repurchased under the ASR. The company recorded the $1.5 billien

shares of common stock in exchange for net cash proceeds of appreximately payment as a reduction to common stock as of April 6, 2015. In June 2015, the

$723 million. The net proceeds were used to finance a partion of the Piedmont Dealers delivered 3.2 millien additional shares to Duke Energy 1o complete the

acquisition. ASR. Approximately 19.8 million shares, in total, were delivered to Duke Energy

and retired under the ASR at an average price of $75.75 per share. The final
number of shares repurchased was based upon the average of the daify volume
weighted average stock prices of Duke Energy’s common stock during the term
of the program, lass a discount.

o
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19. SEVERANCE

As part of the cost savings initiatives and the Piedmont integration,
voluntary and involuntary severance benefit costs were accrued for a total
of approximately 600 emplayees in 2016 and 900 employees in 2015, The
following table presents the direct and allocated severance and related
expenses recorded by the Duke Energy Registrants. Amounts are included
within Operation, maintenance and other on the Consolidated Statements of

As part of strategic planning processes launched in 2015, Duke Energy
continued ta implement targeted cost savings initiatives during 2016 aimed at
reduging operatiens and maintenance expense. The initiatives included efforts to
reduce costs through the standardization of precesses and systems, leveraging
technology and workfarce optimization throughout the company.

Alse during 2016, Duke Energy and Piedmont announced severance plans

covering certain eligible employees whose employment will be inveluntarily Operations.
terminated without cause as a result of Duke Energy's acquisition of Piedmont.
These reductions are a part of the synergies expected te be realized with
the agquisition. Refer to Note 2 for additional informatien on the Piedment
acquisition.
Duke Duke Duke Duke Duke

Duks Energy Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Energy  Progress Florida Ohio Indiana
Year Ended December 31, 2016 $118 $ 39 % 40 $ 23 $ 17 $ 3 $ 7
Year Ended December 31, 2015 142 93 16 23 8 ) 6

The table below presenis the severance liahility for past and ongoing severance plans including the plans described above, Amounts for Duke Energy Indiana
and Duke Energy Ohio are not material.

Duke Duke Duke

Duke Energy Progress Energy Energy

(in millions) Energy  Carolinas Energy Progress Florida
Balance at December 31, 2015 $ 136 $ 78 $ 23 $ 19 $ 4
Provision/&djustments 110 18 20 11 9
Cash Reducticns {167) (83) {29) (24) (5)
Balance at December 31, 2016 $ 79 $ 13 $ 14 $ 6 $ 3

20. STOCK-BASED COMPENSATION

The Duke Energy Corparation 2015 Long-Term Incentive Plan {the
2015 Plan) provides for the grant of stock-based compensation awards te
employees and outside diractors. The 2015 Plan reserves 10 million shares of
commaen stock for issuance. Duke Erergy has historically issued new sharas
upon exercising or vesting of share-based awards. However, Duke Energy may
use a combination of new share issuances and open market repurchases for
share-based awards that are exercised or vest in the future. Duke Energy has
not determined with certainty the amount of such new share issuances or open
market repurchases.

The following table summarizes the total expense recognized by the Duke
Energy Registrants, net of tax, for stock-based compensation,

Years Ended December 31,

(in millions} 2016 2015 2014
Duke Energy $35 338  $38
Duke Energy Carolinas 12 14 12
Progress Energy 12 14 14
Duke Energy Progress 7 § 9
Duke Energy Florida ] 5 5
Duke Energy Ohio 2 2 5
QOuke Energy Indiana 3 4 3

Duke Energy’s pretax stock-based compensation costs, the tax bengfit
associated with stock-based compensation expense and stock-based
compensation costs capitalized are included in the foflowing table.

Years Ended December 31,

{in millions) 2016 2015 2014
Restricted stock unit awards $3 $38 39
Performance awards 19 23 22
Pretax stock-based compensation cost $55  $61  $6l
Tax benefit associated with siock-based compensation expense  $ 20 $23 $ 23
Stock-based compensation costs capitalized z 3 4

RESTRICTED STOCKX UNIT AWARDS

Restricted stock unit awards generally vest over periods from immediate
ta three years. Fair value amounts are based on the market price of Duke
Energy’s comman stock an the grant date. The following table includes
information related to restricted stock unit awards.

Years Ended December 31,

2016 2015 2014

Shares awarded (in thousands} 6584 524 557
Fair value (in miltions) $52 $41 %4




v KyPSC Case No, 2017-00321

" FR 16(7)(1) Attachment - Annual Report 2016

PART I Page 196 of 258

DUKE ENERGY CORPORATION » DUKE ENERGY CAROLINAS, LLC « PROGRESS ENERGY, INC.
DUKE ENERGY PROGRESS, LLC » DUKE ENERGY FLORIDA, LLC « DUKE ENERGY OHIO, INC. « DUKE ENERGY INDIANA, LLC

Combined Notes to Consolidated Financial Statements — (Continued)

The following table summarizes information about restricted stock unit
awards outstanding.

The following table summarizes information about stock-based
performance awards outstanding and assumes payout at the maximum (evel,

Weighted Average Weighted Average

Grant Date Fair Grant Date Fair

Shares Value Shares Value

{in thonsands) {per share) (in thousands) (per share)

Outstanding at December 31, 2015 953 $ 75 Outstanding at December 31, 2015 1,697 $ 40

Piedmont transfers in 113 79 Granted 675 k]

Granted 684 75 Vested (544) 46

Vested {525) 1 Forfeited {104} a8

Forfeited (36) 76 Qutstanding at December 31, 2016 1,724 K]

Qutstanding at December 31, 2016 1,139 76 Stock-based performance awards expected o vest 1,199 38
Restricted stock unit awards expected to vest 1,056 76

The total grant date fair value of shares vested during the years ended
Oecember 31, 2016, 2015 and 2014 was $38 million, $41 million and $52 million,
respectively. At December 31, 20186, Duke Energy had $27 million of unrecognized
compensation cost, which is expected to be recognized over a weighted average
period of one year, ten months.

PERFORMANCE AWARDS

Stock-based performance awards generally vest after theee years if
performance targets are met.

Performance awards granted in 2016, 2015 and 2014 contain market
conditions based on the total sharehalder return (TSR) of Duke Energy stock
relative to a predefined peer group (relative TSR). These awards are valued
using a path-dependent medel that incorporates expected relative TSR into
the fair value determination of Duke Energy's performance-based share
awards. The model uses three-year histarical volatilities and correlations for
ali companies in the predefined peer group, including Duke Energy, fo simulate
Duke Energy's relative TSR as of the end of the performance period. For each
simulation, Duke Energy's relative TSR associated with the simulated stock
price at the end of the perfermance period plus expected dividends within the
perigd results in a value per share for the award portfolio. The average of these
simulations is the expected portfolio value per share. Actual life to date results
of Duke Energy's relative TSR for each grant are incerporated within the madel.

For performance awards granted in 2016, the model used a risk-free
interest rate of 0.9 percent, which reflects the yield on three-year Treasury
bonds as of the grant date, and an expected volatility of 16.1 percent based
an Duke Energy's historical volatility over three years using daily stock prices.
The performance awards granted in 2016 also contain a performance condition
based on Duke Energy's cumulative adjusted EPS.

The following table includes infarmation related to stock-based
performance awards.

Years Ended December 31,

2016 2015 2014

Shares awarded (in thousands) 675 842 542
Fair value {in millions} $25  §2% $19

179

The total grant date fair value of shares vested during the years ended
December 31, 2016, 2015 and 2014 was $25 million, $26 million and
$27 millian, respectively. At December 31, 2016, Duke Energy had $24 million
of unrecognized compensation cost, which is expected to be recognized over a
weighted average period of one year, ten manths.

STOCK OPTIONS

Stock optians are granted with a maximum option term of 10 years and
with an exercise price not less than the market price of Duke Energy’s common
stock on the grant date. The following table summarizes infermation about steck
options outstanding,

Weighted Average

Stock Options Exercise Price

{in thousands) {per share)

Qutstanding at December 31, 2015 103 $ 69
Exercised {103) 69

Qutstanding at December 31, 2015 — —

The following table summarizes additional information related to stock
options exercised and granted.

Years Ended December 31,
(in millions) 2006 2015 2014
Intrinsic value of optians exercised $1 §5 $ 6
Tax benefit related to options exercised — 2 2
Cash received from options exercised 7 17 25
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21. EMPLOYEE BENEFIT PLANS

DEFINED BENEFIT RETIREMENT PLANS

Duke Energy or its affiliates maintain, and the Subsidiary Registrants
participate in, qualified, non-contributory defined benefit retirement plans. The
plans cover most U.S. employees using a cash balange formula. Under a cash
balan¢e formuta, a plan participant accumulates 4 retirement benefit consisting
of pay ¢redits based upon a percentage of current eligible earnings based on
age, or age and years of service and interest ¢redits. Certain employees are
covered under plans that vse a final average earnings formula, Under these
average earnings formulas, a plan pariicipant accumulates a retirement benefit
equal to the sum of percentages of their (i} highest three-year, four-year, ar
five-year average earnings, (ii) highest three-year, four-year, or five-year
average earnings in excess of covered compensation per year of participation
(maximum of 35 years), (jii} highest three-year average earnings times years
of participation in excess of 35 years. Duke Energy also maintains, and the
Subsidiary Registrants participate in, non-qualified, non-centributory defined
benefit retirement plans which cover certain executives. As of January 1, 2014,
the qualified and non-gualified, non-contributory defined benefit plans are
closed to new and rehired non-union and certain unionized employees. Piedmont
employees hired or rehired after December 31, 2007, cannot participate in the

qualified, non-contributory defined benefit plans, but are participants in the
Maney Purchase Pension (MPP) plan, discussed below,

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

Het periodic benefit costs disclosed in the tables below represent the cost
of the respective benefit plan for the periods presented. However, portions of the
net periodic benefit costs disclosed in the tables below have been capitafized as
a component of property, plant and equipment. Amounts presented in the tables
below for the Subsidiary Registrants represent the ameunts of pension and
other post-retirement benefif cost allocated by Duke Energy for employees of
the Subsidiary Registrants. Additionally, the Subsidiary Registrants are allocated
their proportionate share of pension and post-retirement benefit cost for
employees of Duke Energy's shared services affiliate that provide support to the
Subsidiary Registrants. These altccated amounts are included in the governance
and shared service costs discessed in Note 13.

Duke Energy’s policy is to fund amounts on an actuariat basis to provide
assets sufficient to meet benefit payments to be paid to plan participants. The
follawing table includes information related to the Duke Energy Registrants’
contributiens to its U.S. qualified defined benefit pension plans.

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy  Energy Energy
{in millions) Energy  Carolinas Energy Progress Florida Ohio Indiana
Anticipated Contribations:
2017 $160 $ 45 $ 45 $ 25 $ 20 $ 4 $9
Gontributions Made:
2016 $155 $43 $ 43 $ 24 $ 20 $ 5 $ 9
2015 302 9 83 a2 40 8 19
2014 — — — — — — —_—
QUALIFIED PENSION PLANS
Components of Net Periodic Pension Costs

Year Ended December 31, 2016
Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy
(in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Service cost $ 147 $ 48 $ 42 $24 $19 $ 4 $9
Interest cost on projected benefit obligation 335 86 106 49 55 19 28
Expacted return on plan assets (519) (142) (168} (82) (84) (n (42)
Amortization of actuarial loss 134 33 81 23 29 4 11
Amartization of prior service credit (1 {8) 3 (2) 1) — (1)
Settfement charge 3 — — — — — —_
Other 8 2 3 1 1 1 1
Net periodic pension costst $ 81 $ 19 $ n $13 $19 $1 $ 6
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Year Ended December 31, 2015
Buke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy  Energy Energy
{in millions) Energy  Carolinas Energy Progress Florida Ohio Indiana
Service cast $ 159 $ 50 § 4 0§ 23§ W $ 4 % 1
Interest cost on projected benefit obligation 324 8 104 48 54 18 27
Expected return on plan assets (516} (139) (171 (79 (87 (26) 42
Amortization of actuarial toss 166 39 65 33 31 7 13
Amortization of prior service (credit} cost (15) 0] &)] 2) (1 — 1
Other 8 2 3 1 1 — 1
Net pariodic peasion costs@® $ 126 $ 28 § #2 § 24 % 18 $ 3 $ w0
Year Ended December 31, 2014

Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
(in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Service cost $ 135 $ 1 $ 20 $ 21 $20 $ 4 $ 9
Interest cost on projected benefit obligation 344 85 112 54 57 20 29
Expecied return on plan assets {(511) (132 (173) (85 (85 (27 an
Amortization of actuarial loss 150 36 68 32 32 4 13
Amartization of prar service credit (15} (8) 3) (2) (n — —
Other 8 2 3 1 1 — 1
Nat periodic pension costs®® $111 $ 2 $ 47 $21 $24 $ 1 $ 11

(a) Duke Energy mounts exclude $8 milkion, $9 million and $10 million for the years ended December 2018, 2015 and 2014, respectively, of regulatory asset amortization resulfing from purchase accounting adjustments

associated with Duke Energy’s merger with Cinergy in Aprit 2008,

(b} Duke Energy Ohio amounts exclude $4 million, $4 millian and $5 million for the years ended December 2016, 2015 and 2014, respectively, of regulatary asset amortization resulting from purchase accounting adjustments

associated with Duke Energy's merger with Cinergy in April 2006.

Amounts Recognized in Accumulated Other Comprehensive Income and Regulatory Assets

Year Ended December 31, 2016

Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
(in milltons) Energy Carolinas Energy Progress Florida Ohie  Indiana
Regulatory assets, nef increase $ 214 $ 4 $ 3 $ 18 $ 16 $ 2 $ 9
Accumulated other comprehensive lass (incame)
Deferred income tax expense $ 4 $ — $ — $ - $ — $— $—
Prior year service credit asising during the year 4! — — — - - -
Amortization of pricr year aciuvarfal losses N — (1) — — —_ —
Net amount cecognized in accumulated other comprehensive income $ (5) $§ — $ $ — $ — $— $—
Year Ended December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy  Energy Energy
(in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Regulatory assets, net increase (decrease) $173 $ 65 $ 18 $ 1 $ 4 $ 14 $11
Aceumulated other comprehensive (income) loss ’
Ceferred income tax expense $ 6 § — $ 5 $ — $ — $— §—
Actuarial losses arising during the year 4 — — — — — —
Prior yaar service credit arising during the year 1 — - — — — —
Amortizaticn of prior year actuarial lesses (11 — (@ - — — —
Transfer with the Midwest Generation Disposal Group 3 — — — - — —
Reclassitication of actuarial losses te regulatory assets (6) — — — — — —
Net amount recognized in accumulated other comprehensive income M $ — $ 1 $ — $ — $— $—
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Reconciliation of Funded Status to Net Amount Recognized

Year Ended Decetmber 31, 2016

Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy  Energy
{in millions) Energy Carolinas Energy Progress Florida Ohie  Indiana
Change in Projected Benefit Ohligation
Qbligation at prior measurement date $ 717121 $1,995 $2,451 $1,143 $1,278 $ 453 5649
Obligation assumed from acquisition 352 — — — — — —
Service cost 147 48 42 24 19 4 9
Interest cost 335 86 106 43 L1 19 28
Actuarial loss 307 46 1 52 57 13 a1
Transfers — 14 (3) (3) — (3 -
Plan amendments 52} K} — — — (3) (15)
Benefits paid {679) (234) (195) {107) (84) (36) (54)
Impact of setllements (8) — — — — — —
Obligation at measurement date $ 8131 $1,952 $2,512 $1.158 $1,323 $ 441 5658
Accumulated Benefit Obligation at measurement date $ 8,008 $1,952 $2419 $1,158 $1,290 $ 43 5649
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $ 3138 $2,243 $2,640 $1,284 $1,321 $ 433 5655
Assets received from acquisition KL X — — — _— —_ —
Employer coniributions 155 43 43 24 20 5 9
Actuat return on plan assets 582 159 190 92 85 pai) LY}
Benefits paid (679} (234) (195) {10n (34) (36) (54)
Impact of setilements (&) — — - — — —
Transfers — 14 {3) (3) — (3) —
Plan assets at measurement date $ 8,531 $2,225 $2,675 $1,280 $1,352 $ 428 $ 857
Funded status of plan $ 400 § 273 § 163 § 132 § 29 $ 19 s
Year Ended December 31, 2015
Duke Duke Buke Duke Duke
Duke Energy Progress Energy Energy Energy  Energy
(in millions) Energy Carolinas Energy Progress Florida Ohio  Indiana
Change in Projected Benefit Obligation
QObligation at prior measurement date $ 8,107 $2,053 $2,557 $1,187 $1,335 § 469 $673
Obligation transferred with Midwest Generation Disposal Group {83) — — — — — —
Service cost 159 50 a4 23 20 4 10
Interest cost 324 83 H4 48 54 18 27
Actuarial gain (240 {53) 198))] (a6 (62) 9 {15)
Transfers — 8 4 7 (3) 8 —
Plan amendments (] — — — — — C)]
Benefits paid (533) {146) (147) (76) {68) (37 {42)
Obligation a1 measurement date $ 11 $1.995 $2.451 $1.143 $1.276 $ 453  §649
Accumulated Benefit Obligation at measurement date $ 7,606 $1,993 $2,414 $1,143 $1,240 § 442 5628
Change in Fair Value of Plan Assets
Plen assets at prior measurement date $ 8498 $2,300 $2,722 $1,321 $1,363 $ 456 $ 681
Obligation transferred with Midwest Generation Disposal Group {81) — — — — — —
Employer contributions 302 91 83 42 10 8 19
Actual return on plan assets {50) (1) (22) o5i)} {11 2 (3)
Benefits paid (533) {146) (147) (76) {68) (3n {42
Transfers — 8 4 7 (3} 8 —
Plan assets at measurement date § 8136 $2,243 $2.640 $1.284 $1321 § 433 §655
Funded status of plan § 409 $ 248 § 189 3141 $ 45 § 20 % 6
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Amounts Recognized in the Consolidated Balance Sheets

December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy tnergy  Energy
{in milliens) Energy Carolinas Energy Progress Florida Ohio  Indiana
Prefunded pension® $ 518 $ 213 $225 $ 132 $ a $ 6 ¢
Noncurrent pension lizbiliy® $ 118 § — $ 52 $ 62 $25 ¢1
Net assef recognized $ 400 $ 213 b 163 $ 132 $ 29 $(19) § ()
Regulatory assets $2,008 $ 476 b 505 $ 378 $ 4% $8 s
Accumulated other comprehensive (income) loss
Defarred income tax asset $ @y $ — $ ® $ — § — $— 4 —
Prior service credit (& — — — — — -
Net actuarial loss 13 — 16 — — — —
Net amaunts recognized in accumulated cther comprehensive loss $ 16 { — § 10 $ — $ — $— $ —
Amounts to be recognized in net periodic pension costs in the next year
Unrecognized net actuarial loss $ 147 $ 3 $ 52 $ 3 $ $5 ¢ 8
Unrecognized prior service cradit 24 (8) 3 (2) i — (2)
December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy  Energy
{in millions) Enargy Carolinas Energy Progress Florida Ohie  Indiana
Prefunded pension® § 4 § 252 $232 $ 145 $ 84 $ 1 §$ 6
Nancurrent pension liability® $ 65 $ 4 $ 8 $ 4 $ 38 $21 §—
Net asset recognized $ 409 § 248 5189 $ 141 § 45 $ (20) B
Regulatory assets $1.884 § 472 $771 $ 360 § 410 $79 $162
Accumulated other comprehensive (income) loss
Deferred incame tax asset $ (45 $ — $ B $ — § — $— 5 —
Prior service credit @ — — — — o —
Net actuarial loss 130 — 17 — — — —
Net amounts recognized in accumulated other comprehensive [osst® $ 8l § — § 11 § — § — $—  §—

(a) Included in Other within Investments and Other Assels on the Consolidated Balance Sheels,
{6)  Included in Accrued pension and other post-retirement benefit cosls on the Cansolidated Balance Sheels,
(¢) Excludes accumulated other comprehensive income of $13 million as of December 31, 2015, net of tax, associated with a Brazilian retirement plan,

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

December 31, 2016

Duke Duke

Duke Progress Energy Energy

{in millions) Energy Energy Florida Chio
Prajected benefit abligation $ 1,299 $ 665 $ B85 $ 311
Accumulated benefit abligation 1,239 633 633 299
Fair value of plan assets 1182 604 604 286

December 31, 2015

Duke Duke

Duks Propress Energy Energy

(in millions} Energy Energy Florida Ohio
Projected benefit obligation $ 1,216 $ 611 $ 611 $ 307
Accumulated benefit obligation 1,158 575 575 298
Fair value of plan assets 1,151 574 574 289
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Assumptions Used for Pension Benefits Accounting

The discount rate used to determine the current year pension obligafion and following year's pension expense is based on a bond selection-settlement portfolia
approach, This approach develops a discount rate by selecting a porifolio of high quality corporate bonds that generate sufficient cash flow to provide for projected benefit
payments of the plan, The selected bond pertfolio is derived from a universe of non-callable corporate bonds rated Aa quality or higher. After the bond portfolio is selected, 2
single interest rate is determined that equates the present value of the plan's projected benefit payments discounted at this rate with the market value of the bonds selected.

The average remaining service period of active covered employees is nine years for Duke Energy, Duke Energy Carolinas, Progress Energy, Duke Energy Progress,
Duke Energy Florida, Duke Energy Ohio and Duke Energy Indiana.

The following tables present the assumptions or range of assumptions used for pension benefit accounting,

) December 31,
2016 2015 2014
Benefit Obligations
Discount rate 410% 4.40% 4.10%
Salary increase 4.00% - 4.50% 400% - 4.40% 4.00% - 4.40%
Net Periodic Benefit Cost
Discount rate 440% 410% 4.70%
Salary increase 4.00% - 4.40% 4.00% - 4.40% 4.00% - 4.40%
Expected Jong-tarm rate of return on plan assets 6.50% - 6.75% 6.50% 6.75%
Expected Benefit Payments
Duke Duke Buke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy
(in millions} Energy Carolinas Energy Progress Florida Ohio Indiana
Years ending December 31,
2017 § 585 § 162 $159 $ 84 $ 74 $ 35 $ 49
2018 595 m 159 83 75 33 49
2019 613 17 164 86 76 33 48
2020 632 186 1 90 79 3 47
2021 637 181 175 92 8l 3 48
2022 ~ 2026 3,099 867 890 455 425 161 219

NON-QUALIFIED PENSION PLANS

Components of Net Periodic Pension Costs

Year Ended December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy

(in millions) Energy CGarolinas Energy Progress Florida Ohio Indiana
Sarvice cost $2 $— $— §— $— $— $—
Interest cost on projected henefit obligation 14 1 § 1 2 — —_
Amortization of actuarial loss 8 1 1 1 1 — —
Amortization of prior service credi (1) — — — — — —
Net periodic pension costs §23 $ 2 $ 6 $ 2 $ 3 $— $—

Year Ended December 31, 2015

Duks Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy

(in millions) Energy Carolinas Energy Progress Florida Ohig Indiana
Service cost $3 $— $ 1 $— $— $— $—
Interest cost on projected benefit obligation 13 1 4 1 2 — —
Amertization of actuarial loss B — 2 1 2 — 1
Amortization of prior service eredit 4] — {1 — — — —
Net periodic pension costs $21 $1 $§6 $ 2 $ 4 $— $1
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Year Ended December 31, 2014
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
(in millions) Energy Garolinas Energy Progress Florida Ohio Indiana
Service cost $ 3 $— $ 1 $ 1 §— $— $—
Interest cost on projected benefit obligation 14 1 5 1 2 — —
Amortization of actuarial loss 3 — 2 —_ — — —
Amortization of prior service credit {1) ~ (1) — — — —
Net periodic pension costs $19 $ 1 $ 7 $ 2 $ 2 $— $—
Amcunts Recognized in Accumulated Other Comprehensive Income and Regulatory Assets and Liabilities
Year Ended December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy Propress Energy Energy Energy Energy
{in millions} Enerpy Carolinas Energy Progress Florida Ohio Indiana
Regulatory assets, net (decrease) increase $ (3 $ {2 $ 2 $1 §1 $— $ (D
Regulatory liabilities, net increase {decrease) $— §— $— §— §— $— $—
Accumulated other comprehensive (incoms) loss
Deferred income tax benefit $— $— $— $— $— $— $—
Prior service credit arising during the year (1 — - —_ — — —
Actuarial loss arising during the year 1 — — — — — —
Net amoust recognized in accumulated other comprehensive loss (income) $— $— $— $— $— $— $—
Year Ended December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
{in millions} Energy Garolinas Energy Progress Florida Ohio Indiana
Regulatory assets, net (decrease) increase $(13) $ 2 $(16) $ (0 $(15) $— M
Accumulated other comprehensive (income) loss
Deferred income tax benefit $ $— $ 5 §— $— $— $—
Amortization of prior service credit 1 — — — — —_— —
Actuarial gains arising during the year 17 — 13 — — — —
Net amount recognized in accumulated other comprehensive loss {income) $11 $— $ 8 $— $— $— $—
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Reconciliation of Funded Status to Net Amount Recognized

Year Ended December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy
(in millions) Energy Garolinas Energy Progress Florida Ohio Indiana
Ghange in Projected Benefit Obligation
Obligation at prior measurement date $341 $16 $112 $33 $ 46 $4 $5
Obligation assumed from acquisition ] — — — — — —
Service cost 2 —_ — — — —_ _
Inierest cost 14 1 L) 1 2 — —
Actuarial losses (gains) 4 (n L] 2 1 — (2
Plan amendments 2) — — — — — —
Benafits paid (32) (2) (8} (3 (3) — —
Ohbligatian at measurement date $332 $14 $114 $33 $ 46 $4 $3
Accumulated Benefit Obligation at measurement date $332 $14 $114 $33 $ 48 $ 4 $ 3
Change in Fair Value of Plan Assets
Benefits paid $(32) $(2) $ (8 $03 $ (3 $— $—
Employer contributions 32 2 8 3 ) — —
Plan assets at measurement date $— $— § — $— $— $— $—

Year Ended December 31, 2015
Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Ghange in Projected Benefit Qbligation
Obligation at prior measurement date $337 $16 $116 535 $ 61 $ 4 $5
Service cost 3 — 1 — — — —
Interest cost 13 1 ) 1 2 — —
Actuarial losses {gains) 10 1 (1} —_ (14 — —
Transfars 4 — — — — — —
Benefits paid (26) 2 ® k) &3] — —
Obligation at measurament date $341 $16 $112 $33 $ 46 $5
Accumulated Benefit Obligation at measurement date $336 $16 $112 $33 $ 46 $ 4 $5
Ghanga in Fair Value of Plan Assats
Plan assets at prior measurement date — — — — — — —
Benefits paid (26) (2 {8 {3) (3 — —
Employer contributions 2% 2 8 3 3 —_ —
Plan assets at measurement date 3 — $— $— $— $— $— $—
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Amounts Recognized in the Consolidated Balance Sheets

December 31, 2016

Duke Doke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Current penston liability® $ B $ 2 $ 8 $ 2 $ 3 $— $—
Noncurrent pension liability® kI 12 106 kil 43 4 3
Total accrued pension liability $332 $ 14 $114 $ 22 $ 46 $ 4 $ 3
Regulatory assets $§ 73 $5 $ 18 $ 1 T 11 $1 § —
Accumulated ather comprehensive (income) loss
Defarred income tax asset $ (3 $— $ (3 $— $— $— $—
Prior service credit (1) — — — — — —
Net actuarial loss 10 — 9 — —_ - —
Net amounts recognized in accumulated other comprefiensive income $ 6 $ — § 6 §— §— $ — § —
Amounts to be racognized in net periodic pansion expense in the next year
Unrecognized net actuarial loss $ 7 $§— $ 2 $1 $1 §— $—
Unrecognized prior service credit (2} — — — - — —_
December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
{in millions} Energy Carolinas Energy Progress Florida Ohio Indiana
Current pension liabitityt2 $ 27 $ 2 $ 8 $ 3 53 $— $—
Noncurrent pension liability® 314 14 104 30 4 4 5
Total acerued pension liability $341 $ 16 $ 112 $33 546 $ 4 $ 5
Regulatary assets 5 76 $ 7 $ 16 $ 6 510 $ 1 1
Accumulated other comprehensive (income) loss
Deferrad income $ax asset $ @ $— § @ $— $— $— $—
Net actuarial loss 9 — 9 — — — —
Net amounts recogrized in accumulated other comprehensive loss $ 6 $— 5§ 6 $— §— 5 — 3 —
(a)  Included in Qlher within Current Liabilities on the Consolidated Balance Sheets.
(b) Inluted in Accrued pension and ather post-retirement benefit costs or: the Consolidated Balance Sheets.
Information for Plans with Accumulated Benefit Obligation in Excess of Plan Assets
December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
(in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Projected benefit abligation $332 $ 14 $114 $33 $46 $4 $3
Accumulated benefit obligation 332 14 114 33 4 4 3
December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
(fn millions) Energy Carolinas Energy Progress Florida Ohig Indiana
Projected benefit obligation $341 $ 16 $112 $33 446 $4 $5
Accumulated benefit obligation 336 16 112 33 46 4 3
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Assumptions Used for Pension Benefits Accounting

The discount rate used to determine the current year pension obligation and following year's pension expense is based on a bond selection-settlement portfolio
approach. This approach develops a discount rate by selecting a partfolie of high quality corporaie bonds that generate sufficient cash flow to pravide for projected
benefit paymants of the plan. The selected bond portfolio is derived from a universe of non-callable corporate bonds rated Aa quality or higher. After the band portfalio
is selected, a single inierast rate is determined that equates the present value of the plan's projected benefit payments discounted at this rate with the market value
of the bonds selected.

The average remaining service period of active covered employaes is 10 years for Duke Energy, seven years for Duke Energy Carolinas, Duke Energy Ohio and
Duke Energy Indiana, 14 years for Pragress Energy, 12 years for Duke Energy Progress and 15 years for Duke Energy Florida.

The following tables present the assumptions wsed for pension benefit accounting.

December 31,
2016 2015 2014
Benefit Obligations
Discount rate 4.10% 4.40% 4.10%
Salary increase 4.40% 4.40% 4.40%
Net Periodic Benefit Cost
Discount rate 4.40% 4.10% 4.70%
Salary increase 4.40% 4.40% 4.40%
Expected Benefit Payments
Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy
{in millions) Energy  Carolinas Energy Progress Florida Ohio Indiana
Years ending December 31,
2017 $ 29 $2 $8 $3 $3 $— $—
2018 25 2 8 3 — —
2019 23 2 8 2 3 — —
2020 24 2 8 2z 3 — —
2021 Pz 1 8 2 3 — —
2021-2025 1 5 36 11 15 i 1

OTHER POST-RETIREMENT BENEFIT PLANS

Duke Energy provides, and the Subsidiary Registrants participate in, some heaith care and life insurance benefits for retired employees on a contributory and
non-contributory basis. Employees are eligible for these henefits if they have met age and service requirements at retirement, as defined in the plans. The health care
benefits include medical, dental and prescriptien drug coverage and are subject to certain limitations, such as deductibles and co-payments.

Duke Energy did not make any pre-funding contributions to its other post-retirement benefit plans during the years ended December 31, 2016, 2015 or 2014,

Components of Net Periodic Other Post-Retirement Benefit Costs

Year Ended December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

{in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Service cost $ 3 $1 $ 1 $— $ 1 §— $—
|nterest cost on accumulated post-retirement benefit obligation 35 8 15 8 7 | 4
Expected return on plan assets (12) 8 -— — — — 1)
Amortization of actuarial loss (gain} ] (3 2 13 9 (2) (1)
Amortization of prior service credit (141) (14) (103) (68) (35} — 1

Net periodic post-retivement benefit costs®@® $(109) $18) - $ {69) $4n $(18) $ (1) 51
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Year Ended December 31, 2015

Duke Duke Duke Duke Duke

Duke Energy  Progress Ensrgy Energy Energy Energy

{in millions) Energy  Carolinas Energy Progress Florida Dhio Indiana
Service cast $ 6 $1 $ 1 $1 $ 1 $— $1
Intesest cost on accumulated post-resirement benefit obligation 36 9 15 8 7 2 4
Expected return on plan assets (13 (8) — — — (1 1
Amortization of actuarial loss {gafn) 16 2 28 18 10 (2 2)
Amartization of prios service credit (14D (19 {102) {68) (35) — —
Net periadic post-retirement benefit costs2® $ (9% 04 $ (58) $(41) $0D $ W $ 2

Year Ended December 31, 2014

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

(in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Service cost $10 $ 2 $ 4 § 1 $ 3 §— $1
Interest cost on accumulated post-ratirement benefit obfigation 19 12 2 11 12 2 5
Expected return on plan assets (13) @ — — e — (1)
Amortization of actuarial loss (gain) 3 3 42 3 10 0] —
Amortization of prior service credit (125) (11) (95) 73 (21} — -
Net periodic post-retirement benefit costs®® $ o $ @ $en $ (30) $ 4 $— $5

{a) Duke Energy amounts exclude $8 million, $10 millign and $9 million for the years ended Oecernber 2016, 2015 and 2§14, respactively, of regulatory asset amortization resulting from purchase accounting adjustments

associated with Dulte Energy's merger with Cinergy in April 20086,

(b)  Duke Energy Oio amounts exclude $2 million, $3 miflion and $2 million for the years ended December 2016, 2015 and 2614, respectively, of regulatory asset amortization resulting from purchase accounting adjustments

associated with Duke Energy's merger with Cinergy in April 2008

Amounts Recognized in Accumulated Other Comprehensive Income and Regulatory Assets and Liabilities

Year Ended December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

{in millions) Energy Carolinas Energy Progress Florida Qhic  Indiana

Regulatory assets, net increase (decrease) $ 53 $— $ 41 $ 3 $ 9 $— $ B

Regulatory liabilities, net increase {decrease) $(114) $(22) § (51 $ (29 $ (26) $ $(1)
Accumulated other comprehensive (income) loss

Deferred income tax benefit $ @ $— $ — $ — $ — $— $§ —

Actuarial losses arising during the year 3 — — —_ - — —

Amortization of prior year prior service credit 1 —_ 1 — —_ — —

Net amount recognized in accumulated other comprehensive income $ 2 $— $§ 1 § — $ — $— $

Year Ended December 31, 2015

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

{in millions) Energy Carolinas Energy Progress Florida Ohio Indiana

Regulatory assets, net increase {decrease) $ 1 $— $ 1 $ — $ 1 $— $

Regutatory liabilities, net increase (decrease) $ o $ @ $ 71 $ a6 $ 39 $ 2 $ (8
Accumulated other comprehensive (income) loss

Deferved income 1ax benefit $ 2 § - $ M $ — $ — $— $—

Actuarial losses (gains) arising during the year ) — 2 — — — —

Transfer with the Midwest Genesation Disposal Group &Y — — — — — —

Amartization of prior year prior service credit 3 — (i) — —_ — —

Net amount recognized in accumulatad other comprehensive income 33 $— $ — § — $ — $— $—

189



FR 16(7)(I) Attachment - Annual Report 2016
Page 207 of 258

PART Il

DUKE ENERGY CORPORATION « DUKE ENERGY CAROLINAS, LLC « PROGRESS ENERGY, INC. +
DUKE ENERGY PROGRESS, LLC * DUKE ENERGY FLORIDA, LLC » DUKE ENERGY OHIO, INC. + DUKE ENERGY INDIANA, LLC

Combined Notes to Consolidated Financial Statements — (Continued)

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

Year Ended December 31, 2016

Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy Energy
{in millions) Energy  Carolinas Energy Prograss Florida Ohio Indiana
Change in Projected Benefit Obligation
Accumulated post-retirement benefit obligation at prior measurement date $ a2 $200 $354 $ 188 $164 $35 $ 87
Obligation assumed from acquisition k}:| — -— _ — — —
Service cost 3 1 1 — 1 — —
Interest cost 35 B8 13 8 7 1 4
Plan participants’ contributions 13 3 7 4 3 1 2
Actparial (gains) losses 3 5 16 8 8 - 3
Transfers — 1 —_ —_ — — —_
Plan amendments 1 — — — — 1) —
Benefits paid (88) (17} (36) (17) {19) (4] (13)
Accumulated post-retirement benefit obligation at measurement date $ 863 $201 $357 $ 191 $164 $32 $ 83
Change in Fair Value of Plan Assets
Plan assets at prior measurement date $ 208 $134 $— § — $1 $ 8 $ 19
Assets received from acquisition L} _— — — — — —
Actual return on plan assefs 14 8 1 —_ — 1 2
Benefits paid (88) 17 (36) {mn (19 (4 13
Employar contribufions 62 9 29 13 15 1 12
Plan pariicipants’ contributions 19 3 7 4 3 1 i
Plan assets at measurement date $ 244 $137 i1 $ — $— $7 $ 22
Year Ended December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Change in Projected Benefit Obligation
Accumutated post-retiremant benefit obligation at prior measurement date $ 916 $220 $379 $207 $170 £39 $ 9%
Service cost 6 1 1 1 1 — 1
Interest cost 36 9 i5 8 7 2 4
Plan participants' contributions 20 4 7 4 3 2
Actvarial (gains) losses {39) (18) (1 (13) 11 3 1
Transfers —_ 2 — — — — —
Plan amendments ¢)] — — — — ) C)]
Benefits paid (100} (18) {47 {(19) (28) &) (13
Obligations transfecred with the Midwest Generation Dispcsal Group (3 — — — — — —
Accrued refiree drug subsidy 1 — — o — — —
Accumulated post-retirement benefit obligation at measurement date $ 828 $200 $354 $188 $164 $35 87
Change in Fair Value of Plan Assets
Plan assats at prior measurement date $ 227 $145 $— $ (D $— $8 $23
Actual return on plan assets oy m 1 1 1 — (1)
Benefits paid (100) (18) an (19) {28) (3 (13)
Employer contributions 62 4 39 15 25 2 8
Plan pariicipants’ contributions A 4 7 4 3 1 2
Plan assets at measurement date $ 208 $134 $— $— $1 $8 $19
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Amounts Recognized in the Consolidated Balance Sheets

December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
(in millions} Energy Carolinas Energy Progress Florida Ohio Indiana
Current post-retirament liability® $ 38 § — $ 3 $ 17 $ 15 $ 2 $—
Noncurrant past-retirement liability® 588 654 325 174 149 3 63
Total accrued post-retirament liability 624 L $ 358 6191 $ 164 $ 25 $ 63
Regulatory assets 54 { — $ 48 b 38 5 10 $— $ 51
Regulatory liabilities $174 $ 46 $ — $ — § — $ 19 $ 71
Accumulated other comprehensive (income) loss
Deferred income tax liability $ 5 § — $§ — $— § — $§— §—
Prior service credit (5) — — — — — -
Net actuarial gain (1m — — — — — —
Net amounts recognized in accumulated other comprehensive income § (10) § — $ — $— $§ — $ — § —
Amounts to be recognized in net periodic pansion expense in the next vear
Unrecognized nist actuarial loss {gain) $ 10 $ @ $ 21 $12 $ 9 $ @ $ 8
Unrecognized prior service credit (115) (10} (85} (55) (30) — {1}
December 31, 2015
Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Energy Progress Florida Dhio Indiana
Current post-retirement liabiliy® $ 37 $— $ 3l $ 16 $15 $ 2 $—
Noncurrent post-retirement liability®™ 583 66 323 172 149 25 68
Total accrued post-setirement liability $ 620 $ 66 b 354 $188 3164 § 27 § 88
Regulatory assets § 1 $— 5 1 § — § 1 $— $ 57
Regulatory liabililies $ 288 $ 68 $ 5l $ 25 $ 2 $ 21 $ 83
Accumulated other comprehensive (income) loss
Deferred income tax liability $ 7 $— $ — $— § — $— $—
Prior service credit {6) — n — — — —
Net actuarial gain (13 — — — — — —
Net ameunts racognized in accumulated other comprehensive income § (12) $— § (0 $ — § — $— §—

(a) Included in Qther within Current Liabilities on Lhe Censolidated Balance Sheets.
(b} Included in Actrued pension and other post-retirement benfit costs on Lhe Consalidated Balance Sheets.

Assumptions Used for Other Post-Retirement Benefits Accounting

The discount rate used to determine the current year other post-retirement benefits abligation and following year's other past-retirement benefits expense is
based on a bond selection-settiement partfolie approach, This approach develans a discount rate by selecting a pertfalio of high quality corparate bonds that generate
sufficient cash flow to provide for projected benefit payments of the pian. The selected bond portfolio is derived from a universe of nan-callable carporate bonds rated
Aa quality or higher, After the bond portfelia is selected, a single interest rate is determined that equates the present value of the plan's projected benefit payments
discounted at this rate with the market value of the bonds selected, The average remaining service period of active covered employees is nine years for Duke Energy,
11 years for Duke Energy Carolinas, eight years for Duke Energy Ohio, ning years for Duke Energy Indiana and Duke Energy Kentucky, seven years for Progress Energy
and Duke Energy Progress and eight vears for Duke Erergy Florida.
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The follawing tables present the assumptions used for other post-retirement benefits accounting.

December 31,

2016 2015 2014
Benefit Obligations
Discount rate 4.10% 4.40% 4.10%
Net Periodic Benefit Cost
Discount rate 4.40% 4.10% 4.70%
Expected long-term rate of return on plan assets 6.50% 6.50% 6.75%
Assumed tax rate 35% 35% 35%
Assumed Health Care Cost Trend Rate

December 31,
2016 2015

Health care cost trend rate assumed for next year 1.00% 1.50%
Rate 1o which the cost trend is assumed to decline (the ultimate trend rate) 4.15% 4.75%
Year that rate reaches ultimate trend 2023 2023

Sensitivity to Changes in Assumed Health Care Cost Trend Rates

Year Ended December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy
(in millions) Energy  Carolinas Energy Progress Florida Ohis Indiana
1-Percentage Point Increase
Effect on total service and interest costs $1 $— $1 $ 1 $ — § $—
Effect on post-retirement benefit obligation 29 7 12 6 5 1 3
1-Percentage Point Decrease
Effect on total service and interest casts 4] — (1) (1 - — —
Efiect on post-ratirement banefit obligation (25) (6) {10) {6) (5) {1) (2)
Expected Benefit Payments

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy
{in millions} Energy  Carolinas Energy Progress Florida Ohlo  Indiana
Years ending December 31,
2017 $ 85 $ 18 $ 32 $ 17 $ 15 5 4 $ 10
2018 81 18 il 16 15 3 g
2019 78 18 31 16 14 3 g
2020 75 18 30 16 14 3 8
2021 72 18 29 i5 13 3 7
2021 -2025 310 76 126 67 58 12 31
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PLAN ASSETS

Description and Allocations

Duke Energy Master Retirement Trust

Assets for both the qualified pension and ather post-retirement benefits
are maintained in the Duke Energy Master Retirement Trust. Piedmont also has

gualified pension (Piedmont Pension Assets) and other post-retirement assets.

Approximately 98 percent of the Duke Energy Master Retirement Trust assats
were allocated to qualified pension plans and approximately 2 percent were
allocated to other post-retirement plans (comprised of 401(h) acgounts), as
of December 31, 2016 and 2015. The investment objective of the Duke Energy
Master Retirement Trust is fo achieve reasonable returns, subject ta a prudent
level of portfolio risk, for the purpose of enhancing the security of henefits for
plan participants.

As of December 31, 2016, Duke Energy assumes pension and other
post-retirement plan assets will generate a long-term rate of retum of 6.50
percent {6.75 percent for Piedmont Pension and OPEB Asseis). The expected
lang-term rate of return was developed using a weighted average calculation
of expected returns based primarily on future expected returns across asset
classes considering the use of active asset managers, where applicable. The
asset allocation targets were set after considering the investment abjective
and the risk profile, Equity securities are held for their higher expected returm.
Debt securities are primarily held to hedge the qualified pension plan liability.

Hedge funds, real estate ard other global securities ara held for diversification.

Investments within asset classes are diversified to achieve broad market
participation and reduce the impact of individual managers or investments.

In 2013, Duke Enérgy adopted a de-risking investment strategy for the
Duke Energy Master Retirement Trust. As the funded status of the pension
plans increase, the targeted allocation to fixed-income assets may be
increased to hetter manage Duke Energy’s pension liability and reduce funded
status volatility. Duke Energy regularly reviews its actual asset aliocation
and pericdically rebalances its investments to the targeted allocation when
considered appropriate.

The Duke Energy Master Retirernent Trust is autherized to engage in the
lending of certain plan assets. Securities lending is an investment manageamant
gnhancement that utilizes certain existing securities of the Duke Energy Master
Retirement Trust to earn additional income. Securities lending involves the
loaning of securities to appraved parties. In return for the loaned securities, the
Duke Energy Master Retirement Trust receives collateral in the form of cash and
securities as a safeguard against possible default of any borrower on the return
of the loan under terms that permit the Duke Energy Master Retirement Trust
to sell the securities. The Duke Energy Master Retirement Trust mitigates credit
risk assaciated with securities lending arrangements by monitoring the fair
value of the securities loaned, with additional collateral obtained or refunded as
necessary, The fair value of securities on loan was approximately $156 million
and $305 miltion at December 31, 2016 and 2015, respectively. Cash and
securities obtained as collateral exceeded the fair value of the securities leaned
at December 31, 2016 and 2015, respectively. Securities lerding income eamed
by the Duke Energy Master Retirerment Trust was immaterial for the years ended
December 31, 2016, 2015 and 2014, respectively.

Qualified pension and ather post-retirement benefits for the Subsidiary
Registrants are derived from the Duke Energy Master Retirement Trust, as such,
each are allocated their proportionate share of the assets discussed below.

The following table includes the target asset allocations by asset class at December 31, 2016 and the actual asset allocations for the Duke Energy Master

Retirement Trust.
Target Actual Allocation at December 31,

Allocation® 2016% 2015
11.8. equily securities 10% 11% 11%
Nea-U.S. equily securities 8% 8% 8%
Global equity securities 10% 10% 10%
Global private equily securities 3% 2% 2%
Dabt securities 83% 63% 63%
Hedge funds 2% 2% 2%
Real estate and cash 2% 2% 2%
Other global securities 2% 2% 2%
Toial 100% 100% 100%

{a} Excludes Piedmont Pension Assets, which have a targsted asset allocation of 60 percent return-seeking and 40 parcent liability hedging fixed-incame. Actual asset allocations were 61 percent return-seeking and 39 percent

fiability hedging fixed-income at December 31, 2016,
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Other post-retirement assets

Duke Energy’s other post-retirement assets (OPEB Assets) are comprised of Voluntary Employees' Beneficiary Association trusts and mutual funds within a
Piedmant 401(h) account (OPEB Assets exclude 401{h) accounts within the Duke Energy Master Retirement Trust). Duke Energy’s investment objective is to achieve
sufficient refurns, subject to a prudent level of partfalio risk, for the purposa of promoting the security of plan benefits for participants,

The following table presenis target and actual asset allocations for the OPEB Assets at December 31, 2016,

Actual Allocation at December 31,

Target
Allocation 2016 2015
.S, equity secorities 8% 39% 29%
Real estate 2% 2% —%
Debt securities 45% 3% 28%
Cash 15% 2% 43%
Total 100% 100% 100%
Fair Value Measurements Investments in real estate limited partnerships
Duke Energy classifies recurring and non-recurring fair value Investments in seal estate limited partnerships are valued by the trustee
measurements based on the fair value hierarchy as discussed in Note 16, at each valuation date {monihly). As part of the trustee's valuation process,
Valuation methods of the primary fair value measurements disclosed properties are externally appraised generally on an annual basis, conducted
befow are as follows: by reputable, independent appraisal firms, and signed by appraisers that are
members of the Appraisal Institute, with the professional designation MAI. Fair
Investments in equity securities valug is defined as the price that would be received to self an asset or paid to

o N . o transfer a [iability in an orderly transaction between market participants at the
Investments in equity securities are typically valued at the clasing price in  measurement date. There are three valuation techniques that can be used to

the principal active market as of the last business day of the reporting period. value investments in real estate assets: the market, income or cost approach.
Principal active markets for equity prices include publishad exchanges such The appropriateness of each valuation technique depends on the type of

as NASDAQ and NYSE. Foreign equity prices are translated from their trading asset or business being valued. In addition, the trustee may cause additional
currency using the currency exchange rate in effect at the close of the principal  appraisals to be performed as warranted by specific asset or market conditions.
active market. Prices have not been adjusted to reflect after-hours market Property valuations and the salient valuation-sensitive assumptiens of each
activity. The majority of investments in equity securities are valued using direct investment property are reviewed by the irustee quarterly and values
Level 1 measurements. When the price of an institutional cemmingled fund is are adjusted if there has been a significant change in circumstances related to
unpublished, it is not categorized in the fair valug hierarchy, even theugh the the investment property since the last valuation. Value adjustments for interim
funds are readily available at the fair value. capital expenditures are only recognized to the extent that the valuation process

acknowiedges a corresponding increase in fair value. An independent firm is
Investments in corporate debt securities and U.5. government securities  hired 1o review and approve quarterly direct real estate valuations. Key inputs
and assumptions used to determine fair value includes among others, rental
revenue and expense amounts and related revenue and expense growth rates,
terminal capitalization rates and discount rates. Development investments
are valued using cost incurred to date as a primary input unti} substantive
progress is achieved in terms of mitigating construction and leasing risk at
which point a disceunted cash flow agproach is more heavily weighted. Key
inputs and assumptiens in addition te those noted 2bove used to determine
the fair value of development investments include construction costs ard the
status of construction completion and leasing. Investments in real estate limited

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

Investments in short-term investment funds

Investments in short-term investment funds are valued at the net asset partnerships are valued at net asset value of units held at year end and are not
value of units held at year end and are readily redeemable at the measurement readily redeemable at the measurement date. Investments in real estate limited
date. Investments in short-term investment funds with published prices partnerships are not categorized within the fair value hierarchy.

are valued as Level 1. Investments in short-term investment funds with
unpublished prices are valued as Level 2.
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Duke Energy Master Relirement Trust

The following tables provide the fair value measurement amounts for the Duke Energy Master Retirement Trust qualified pension and other post-retirement assets
and Piedmont Pension Assets.

December 31, 2016

Not
(in millions) Total Fair Value  Levell  Level2  Level 3  Categorized™
Equity securities $2412 318717 § 21 $9 $ 159
Carporate debt securities 4,330 8 4,322 — —_
Short-term investment funds 418 a1 265 — —
Partnership intarests 157 — —_ —_ 157
Hedge funds 232 — — — 232
Real estate limited partnerships 144 17 — — 127
LIS, government securities 134 — 734 — —_
Guaranteed investment contracts 29 - — 29 —
Governments bonds — foreign 32 — 32 — —
Cash 17 15 2 — —
Government and commercial mortgage backed securities — — — — —
Net pending transactions and ather investments 32 1 6 — 25
Total assets®™ $8.855  $1,929  $51388 $ 3 $ 1,300

{a) Duke Energy Carolinas, Progress Energy, Duke Energy Progress, Duke Energy Florida, Duke Energy Ohio and Duke Energy Indiana were allocated approximately 27 percent, 30 percent, 15 percent, 15 percent, 5 percent and 8
percent, respectively, of the Duke Energy Master Retirement Trust and Piedmont Pensfon assets at December 31, 2016. Accordingly, all amounts included in the table above are allocable to the Subsidiary Registrants using
these percentages.

{t) Certain investments are net categarized. These Tnvestments are measured based on the fair valua of the underlying investments but may not be readily redeemable at that fair value.

December 31, 2015

Not
{in millions) Total Fair Value  Levell  Level2 Level3  Categorized®
Equity securities $2,60 S$1470 § 2 $— $ 688
Corporate debk securities 4,362 — 4,362 — —
Shart-term investment funds 404 192 212 — —
Partneeship interests 185 — — — 185
Hedge funds 210 — — — 210
Real estate limited partnerships 118 — — — 118
LL.S. government securities 748 — 748 — —
Guaranteed investment contracts 3l — —_ 3l —
Governments bonds — foreign M — 34 — —
Cash 10 10 — — —
Government and commercial mortgage backed securitias 9 — 4 — —
Net nending transactions and other investments 28) (36} 8 — —
Total assets™ ) $4,243  $1636 85375 § 4l $ 1,200

{2} Duke Energy Carolinas, Progress Energy, Duke Energy Progress, Duke Energy Florida, Duke Energy Ohio 2nd Duke Energy Indiara were allocated approximately 28 percent, 32 percent, 15 percent, 16 percent, 5 percent and 8
percent, respactively, of the Duke Energy Master Retirement Trust assets at December 31, 2015. Accordingly, all amounts ingluded in the fable above are allpcable ta the Subsidiary Registrants using these percentages.
{b) Certain investments are not categorized. These Investments are measured based on the fair value of the underlying investments but may not be readily redeemabile at that fair value,

The following table provides a reconciliation of beginning and ending balances of Duke Energy Master Retirement Trust qualified pensign and other post-retirement
assets and Piedmont Pension Assets at fair value on a recurring basis where the determination of fair value includes significant unobservable inputs (Level 3).

{in millions) 2016 2015
Balance at January 1 $ 31 $34
Combination of Piedmont Pension Assets 9 —
Sales (2) (2
Total gains (losses) and other, net — (1)
Balance at December 31 $ 38 $31
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Other post-retirement assets

The following tables pravide the fair value measurement amounts for OPEB Assets.

December 31, 2016
{in millions) Total FairValue  Levell  Levei2 Level 3
Cash and cash equivalents $ 4 $—  $ U4 $—
Real estate 1 — 1 —
Equity securities 26 — 26 —
Debt securities 25 — 25 —
Total assets $ 66 $— $ 66 $—

December 31, 2015
{in millions) Total FairValue  levell  Level 2 Level 3
Cash and cash equivalents $ 18 $— $ 18 $ —
Equity securities 12 — 12 —
Debt securities 12 — 12 —
Total assets $ 42 $— $ 42 $ —
EMPLOYEE SAYINGS PLANS of eligible pay per pay period (5 percent for Piedmont employees). Dividends on

Retirement Savings Plan

Duke Energy or its affiliates sponsor, and the Subsidiary Registrants
participate in, employee savings plans that cover substantially all U.S,
employees, Most employees participate in a matching contribution formula
where Duke Engrgy provides a maiching contribution generally equal to 100
percent of employee hefare-tax and Roth 401(k) contributions of up to 6 percent

Duke Energy shares held by the savings plans are charged to retained earnings
when declared and shares held in the plans are considered outstanding in the
calculation of basic and diluted EPS.

As of January 1, 2014, far new and rehired non-union and certain
unionized emplayees who are not eligible to participate in Duke Enargy's defined
benefit plans, an additional employer contribution of 4 percent of eligible pay per
pay periad, which is subject to a three-year vesting schedule, is provided to the
employee’s savings plan accaunt,

The following table includes pretax employer matching contributions made by Duke Energy and expensed by the Subsidiary Registrants.

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

{in millians) Energy Carolinas Energy Progress Florida Ohio Indiana
Years ended December 31,

2016 $159 $97 $50 $35 $15 $3 $8

2015 159 54 48 34 13 3 7

2014 143 47 43 30 14 3 7

Money Purchase Pension Plan

Piedmont sponsars the MPP plan, which is a defined contribution pension
plan that aliows employaes ta direct investments and assume risk of investment
returns. Under the MPP plan, Piedmont annually deposits a percentage of each
participant's pay into an account of the MPP plan. This cantribution equals
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4 percent of the participant's compensation plus an additional 4 percent of
cempensation above ihe Social Security wage base up to the IRS compensation
limit. The participant is vested in MPP plan after three years of service. No
contributions were made to the MPP plan during the three months ended
December 31, 2016. In January 2017, a $2.2 millien contribution was made to
the MPP plan,
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22. INCOME TAXES

Income Tax Expense

Components of Income Tax Expense

Year Ended December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Energy Progress Florida Ohio indiana
Current income taxes
Federal § — $ 139 $ 15 $ 59 $ 76 $ 4)) § 7
State (15) 25 (1 (25) 22 (13} 6
Foreign 2 — — — — — —
Total current income taxes (13) 164 @ (84) 98 {20) 13
Deferred income taxes
Federal 1,064 430 486 350 199 88 202
State 117 45 50 40 25 11 1
Totat deferred income taxes™ 1,181 475 536 390 224 99 213
Investment tax credit amortization (12 (5) 6] (5 — {1} (1)
Income tax expense from continuing operations 1,156 534 521 301 322 78 225
Tax (benefit) expense from discontinued operations (30) — 1 — — (36) —
Total income tax expense included in Consolidated
Statements of Operations $ 1126 $ 634 $ 528 $ 30 $322 $ 42 $ 225

{a} Includes bensfits of net operafing loss (NOL) carryforwards and tax credit carrylarwards of $648 miilion at Duke Energy, $4 million at Duke Energy Carclinas, $190 million at Progress Energy, $60 million at Duke Energy
Progress, $49 million at Duke Energy Florida, $26 million at Duke Enzrgy Ohio and $58 million at Duke Energy Indiana.

Year Ended December 31, 2015

Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
(in millions) Energy Carolinas Energy Progress Florida Chio Indiana
Current income taxes
Federal $ — $ 218 $ (199 $ (36) $ 1 $ (18 $ (86)
State (12) 14 1 (& ) (n (12)
Foreign 4 — — — — — —
Total current income taxes (8 230 (192} (60} {6) (19) (98)
Deferred income faxes
Federal 1,087 343 o4 334 290 9% 245
State 181 57 27 27 58 5 17
Total deferred income taxes® 1,278 402 721 361 348 101 262
Investment tax credit amortization {14) (5} (h )] — (1) (1
Income tax expense from continuing operations 1,256 627 522 294 342 81 163
Tax expense (benefit} from discontinued operations 89 — (1) — — 22 —
Total income tax expense included in Consolidated
Statements of Operations $ 1345 $ 627 $ 521 $ 294 $342 $ 103 $ 163

{a} Includas bensfits of NOL camylorwards and utilization of NOL and tax credit carryforwards of $264 million at Duke Energy, $15 nillion at Duke Energy Carolinas, $11% million at Progress Energy, $21 million at Ouke Energy
Progress, $84 million at Duke Energy Florida, $3 million at Duke Energy Chio and $45 million at Duke Energy Indiana.
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Year Ended December 31, 2014

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Current income taxes
Federal § — % 18 $ (466) $(184) $(53) $ 73 $112
State 56 51 (8) 14 1 3 i
Foreign 6 — — — — — —
Total current income taxes b2 212 (4719 {170} {52) {0 (11D
Deferred income taxes
Federal 1,144 07 938 436 350 113 294
State 35 (25) 84 25 52 1 15
Total deferred income taxes®™ 1,179 382 1022 461 402 114 309
investment tax credit amortization (16} (B) (8) (6) (1) (1) (I)
Income tax expense from continuing operations 1,225 588 540 285 349 a3 197
Tax expense (benefit) from discontinued operations 149 — (@ — — {300) —
Total income tax expense (benefit) included in
Consolidated Statements of Opesations $ 1,374 $ 588 $ 536 $ 285 $349 ${257) $ 197

(a) Therg were no bengfits of NOL camyforwards,

(0 Includes utilization of NOL carryforwards of $1,544 million at Duke Energy, $345 million at Ouke Energy Cavolinas, $530 million at Progress Energy, $291 million at Duke Energy Progress, $54 million at Ouke Energy Florida,

$56 milfion 21 Duke Energy Ohio and $141 million at Duke Energy Indiana.

Duke Energy Income from Continuing Operations hefore Income Taxes

Years Ended December 31,

(in millions} 2016 2015 2014
Dosnestic $3,589 $3.831 $3,637
Fereign 45 79 126
Income érom continuing operations before income taxes $3734 $3,910 $3,763

Taxes on Foreign Earnings

During 2014, Duke Energy declared a taxable dividend of foreign earnings
in the form of nates payable that was expected to result in the repatriation
of approximately $2.7 billion of cash held, and expected to be generated, by
international businesses over a period of up to eight years. As a result of the
decision to repatriate cumulative historical undistributed foreign earnings, Duke

Energy recorded U.S. income tax expense of approximately $373 million in 2014,

As of December 31, 2014, Duke Energy's intention was to indefinitely reinvest
any future undistributed foreign earnings.

In February 2016, Duke Energy announced it had initiated a process to
divest the International Dispesal Group and, accerdingly, no longer intended to
indefinitely reinvest post-2014 undistributed foreign earnings. This change in

198

the Company’s intent, combined with the extension of bonus depreciation by
Congress in late 2015, allowed Duke Energy to more efficiently utilize foreign
{ax credits and reduce U.S. deferred tax liabilities associated with the historical
unremitted foreign earnings by approximately $35 million during the year ended
December 31, 2016.

Due to the classification of the International Disposal Group as
discontinued operations beginning in the fourth quarter of 2016, ingome tax
amounts related te the International Disposal Group's foreign earnings are
presented within {Less) Inceme from Discontinued Operations, net of tax on the
Consotidated Statements of Operations. In Decernber 2016, Duke Energy closed
on the sate of the [nternational Disposal Group in two separate transactions to
execute the divestiture. See Noke 2 for additional information on the sale,
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Statutery Rate Reconciliation

The following tables present a recanciliation of income tax expense at the U.S. federal statutory tax rate to the actual tax expense from continuing operations.

Year Ended December 31, 2016

Duke Duke Duke Duke Duke
Duke Energy Progress Energy Erergy Energy Energy
(in millions) Energy Carolinas Energy Progress Florida Ohio [ndiana
Income tax expense, computed at the statutory rate of 35 percent $ 1,307 $ 630 $ 548 $315 $ 306 $ 95 $212
State incomne tax, net of federal income fax effect 64 46 20 10 30 4] 11
AFUDC equity incoma (70) (36} (26) {11 (9) 2 ()]
Renewable energy production tax credits (97n — —_ — — —_ —_
Audit adjustment 5 3 — — — — —_
Tax true-up (14) (14) {11) (3) )] (16) 2
Other items, net (39) § (6] (4) q 3 6
Income tax expense from continuing operations $ 1,156 $ 634 $ 527 $ 301 $ 322 $ 78 $225
Etfective tax rate 31.0% 35.2% 33.7% 3B4% 36.9% 28.9% 31.1%
Year Ended December 31, 2015
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
{in millions) Energy Caralinas Energy Progress Florida Ohio Indiana
Income tax expense, computed at the statutory rate of 35 percent $ 1,369 $ 598 $ 555 $ 302 $ 330 $ 81 % 168
State income tax, net of federal income tax effect 109 46 18 5 33 2 2
AFUDC equity income (58) (34 19 (17 @ {n @
Renewable energy praduction tax credits 72 — {1 — — — —
Audit adjustment 22 — (23) 1 {24) — —
Tax trug-up 2 2 %)) # 2 (5 (9)
QOther items, net 72} 15 {8 3 4 4 b
Income tax expense from continuing operations $ 1,256 $ 627 $ 522 $ 294 $ 342 $ 8l $ 163
Effective tax rate 32.1% 36.7% 32.9% 34.2% 36.3% 35.2% 34.0%
Year Ended December 31, 2014
Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
{in millions} Energy Carolinas Energy Prograss Florida Ohio Indiana
Income tax expense, computed at the statutory rate of 35 percent $ 1317 $ 581 $ 497 $ 263 $ 314 $ N $ 195
State income tax, net of federal income tax effect L] 17 19 25 34 3 10
AFUDC equity income (47 (32) {9 ) — (0 5
Renewable enargy production tax credits 67 — — — — — —
Other itams, net (3 22 3 ] 1 2 3
Income tax expense fom continuing operations $ 1,225 $ 583 $ 540 $ 285 $349 $ 43 $ 197
Etfective tax rate 32.6% 35.4% 38.0% 31.9% 38.9% 38.9% 35.5%

Valuatien allowances have been established for certain state NOL carryforwards and state income tax credits that reduce deferred tax assets to an amount that

will be realized on a more-likely-than-not basis. The net change in the total valuation allowance is included in the State income tax, net of federal income tax effect in
the above tables.
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DEFERRED TAXES

Net Deferred Income Tax Liability Components

December 31, 2016

Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy Energy
{in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Deferred credits and other liabilities $ 382 $ 65 $ 125 $ 14 $ 0 $ 2 $ 4
Capital lease obligations 60 8 — —_ — — 1
Pension, post-retirement and other employee benefits 561 15 149 9 96 22 Y}
Prograss Energy mergar purchase accounting adjustments'® 918 — — — — — -
Tax credits and NOL carryforwards 4,682 192 1,165 222 232 49 218
Invesiments and other assets —_ -— — — — 3 —
Gther 205 16 35 8 — 5 9
Valuation allowance {46) — {12 —_ — —_ —
Total deferred income tax assels 6,712 298 1,513 361 421 106 39
Investments and other assets {1,892) {1,149) (597 (313) (297) —_ (21)
Accelerated depreciation rates (14,872 (4,664) {4,490 (24719 (2,038 (1,404) {1,938}
Regulatory assets and deferred debits, net {4,103) {1,029) {1,672) (892) (780) {139) (270)
Total deferred income tax liabilities (20,867) (6,842) {6,759 {3,684) (3,115) (1,543) (2,229)
Net deferred income tax liabilities $(14,155) $(6,544) ${5,246) $(3323) 32694 (1,443 $(1,300)
{a) Primarlly related to capital lease obligations and debt fair valoe acjustments.
The following table presents the expiration of fax credits and NOL carryferwards.
December 31, 2016
Expiration
{in millions) Amount Year
Investment tax credits $ 1,143 2027 - 203
Alternative minimum tax credits 1,151 Indefinite
Fedaral NOL carryforwards 1,267 2020 - 2036
State NOL carryforwards and credits® 248 2017 - 2036
Fareign NOL carryforwards® 122026 — 2036
Foreign Tax Credits 853 2024 - 2026
Charitable Carryforwards 2 2017 - 2019
Total tax credits and NOL carryforwards $ 4,682

{@) Avaluation allowance of $84 million has been recorded on the state NOL cammylorwards, as presented ir the Net Deferrad Income Tax Uiability Companents table,
{B} Avaluation allawance of $12 million has been recorded on the foreign NCL carryforwards, as presented In he Net Detemed ncome Tax Liability Components table.
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December 31, 2015

Duke Dirke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy

(in millions) Energy Carolinas Energy Progress Florida Ohio Indiana
Deferred credits and other liabilities $ M $ 38 $ 115 $ 5 $ 66 $ N $ 5
(apital lease obligaticns 63 9 — — — — 2
Pension, post-retirament and other employee benefits 580 46 186 92 a2 24 10
Progress Energy merger purchase accounting adjustments® 1,009 — — — — — —
Tax credits and NOL carryforwards 3631 170 997 163 177 25 215
Investmants and other assets — — — — — 3 —
Other 206 20 18 2 46 37 20
Valuation allowance [€K)] — (38) — — — —
Total deferred income tax assets 5,597 283 1,308 282 i 118 282
Investments and other assets (1573) (1,057 (412) (228 (201) — &
Accelerated depreciation rates (12,939) (4,429) (4,169) (2,325) (1,868) (1,356} (1,797
Regulatary assets and deferred debits, net (3,633) {943) (1,517} {756 (762) (169} (135)
Total deferred income tax liabilities (18,145) (6,429 (6,098) (3,309) 2831 (1,525 (1,939)
Net deferred income tax liabilities $(12,548) $(6,146) $4,790) $3.027)  S2460)  $(1,407 $(1,657)

{2) Primarily related to capital lease obligations and debt fair value adjustments.

{On August 6, 2015, pursuant to N.C. Gen. 3tat. 105-130.3C, the
North Carotina Department of Revenue announced the Nerth Carolina corporate
income tax rate would be reduced from a statutory rate of 5.0 percent to
4.0 percent beginning January 1, 2016. Duke Energy recorded a net reduction
of approximately $95 million to its North Carolina deferred tax tiability
in the third quarter of 2015. The significant majority of this deferred tax
liability reduction was offset by recording a regulatory liability pending NCUC
determinatian of the dispasition of amounts related to Duke Energy Carolinas
and Duke Energy Prograss. The impact did net have a significant impact on
the financial pasition, results of aperation, or cash flows of Duke Energy,

Duke Energy Carolinas, Prograss Energy or Duke Energy Progress.

UNRECOGNIZED TAX BENEFITS

The follewing tables present changes to unrecognized tax benefits,

On August 4, 2016, pursuant to N.C. Gen. Stat. 105-130.3C, the
North Caralina Department of Revenue announged the North Carolina corporate
income tax rate would be reduced from a statutory rate of 4.0 percent to
3.0 percent beginning January 1, 2017. Duke Energy recorded a net raduction
of approximately $80 million to its North Carolina deferred tax liability
in the third quarter of 2016, The significant majority of this defarred tax
liability reduction was offset by recording a regulatory liability pending NCUC
determination of the disposition of amounts related to Duke Energy Carolinas
and Duke Energy Progress. The impact did not have a significant impact an
the financial position, results of operation, or cash flows of Duke Energy,
Duke Energy Carolinas, Progress Energy or Duke Energy Progress.

Year Ended December 31, 2016

Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy
{in millions) Energy Carolinas Energy Progress Ohio Indiana
Unrecognized tax benefits — January 1 $ 88 $ 72 $1 $ 3 $— $ 1
Unrecognized tax benefits increases (decreases)
Gross ingreases — tax positions in prior periods — — — — 4 —_
Gross decreases — tax positions in prior periods (4} (4) {1 {1 — —
Decreases due to settlements (68} (67) — — — (1)
Reduction due to lapse of statute of limitaticns 1 -— 2 — — —
Total changes (1) (711) 1 {1 4 {1)
Unrecognized tax benefits — Decembar 31 $17 $1 $ 2 $ 2 $ 4 $—
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Year Ended December 31, 2015

Duke Duks Duka Duke
Duke Energy Progress Energy Energy Energy
(in miilions}) Energy Carolinas Energy Progress . Florida Indiana
Unrecognized tax benefits ~ January 1 $ 213 $ 160 $ 32 $ 23 $ 8 $ 1
Unracognized tay benefits increases (decreases)
Gross increases — tax positians in prior periods — — 1 1 — —
Gross decreases — tax positions in prior periods (48 (45) — — — —
Decreases due to settlements (45) (43) — _ _ _
Reduction due to lapse of statute of limitations (32) — (32 21 (8 —
Total changes {125) (88) (31) {20) (8) —
Unrecognized tax henefits — December 31 $ 88 $ 72 $ 1 $ 3 $— I 1
Year Ended December 31, 2014
Duke Duke Duke Duke
Duke Energy Progress Energy Energy Energy
{in millions} Energy Carolinas Energy Prograss Florida Indiana
Unrecognized tax benefits — January 1 $ 230 $171 $ 32 $ 22 $ 8 51
Unrecognized tax benefits increases (decreases)
Gross increases — tax positions in prior perfods — —_— 1 1 — —
Gross decreases — tax positions in prior periods 2 — — — - —
Decreases dua to settlements (18) (11} (1) — — —
Totai changes n (11 — 1 — —
Unrecognizad fax benefiis — December 31 $ 213 $160 $ 32 $23 $ 8 $ 1

The following table includes additional information regarding the Duke Energy Registrants' unrecognized tax benefits. It is reasonably possible that Duke Energy
could reflect an approximate $8 million reductien and Duke Energy Carolinas could reflect an approximate $1 million reduction in unrecagnized tax benefits within the
next 12 months. All other Duke Energy Registrants do not anticipate a material increase or decrease in unrecognized tax benafits within the next 12 months.

December 31, 2016
Duke Duke Duke Duke Duke
Duke Energy  Progress Energy Energy Energy Energy
{in milliens) Energy Garolinas Energy Progress Florida Chio Indiana
Amount that if recognized, would affect the
effective tax rate or regulatory liabitity® $8 $ 1 $ 2 $2 $— $— $—
Amount that if recognized, would be recorded as a
compaonent of discontinued operations 5 — — _— —_ 2 —

{2} Duke Energy, Duke Energy Carolinas, Progress Energy, Duke Energy Progress, Duke Energy Florida and Duke Engrgy Indizna are unable to estimate the specific amounts Lhat would affzct the effextive tax rata versus the
regulatory liability.
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OTHER TAX MATTERS

The following tables include interest recognized in the Consolidated Statements of Operations and the Consolidated Balance Sheets.

Year Ended December 31, 2016

Duke Duke Duke

Duke Energy  Progress Energy Energy

{in millions) Energy  Carolinas Energy Progress Florida
Net interest income recognized related to income taxes $ — $ — $ 1 $ — $ 2
Net interest expense recognized related to income taxes - 1 — — —
Interest payable related to income taxes 4 23 1 1 —_—

Year Ended December 31, 20153

Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy

{in millions) Energy  Carolinas Energy Progress Florida  Indiana

Net interest income recognized related to income taxes $ 12 $ - § 2 $ 2 $ 1§ 1

Net interest expense recognized related to income taxes — 1 — — — —_

Interest receivable related to income taxes 3 — — — — 3

Interest payable related to income taxes — 14 — 1 — —
Year Ended December 31, 2014

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

(in millions) Energy Carolinas Energy Progress Florida Chio Indiana

Net interest income recognized refated to income taxes $ 6 § — $ 3 $ — $ 01 $ 4§ 4

Net interest expense recognized related to income taxes p— 1 — 1 —_ — —

Interest receivable related to income taxes — — — — — — 2

Interest payable related to income taxes 13 11 3 3 5 — —

Duke Energy and its subsidiaries are nto longer subject to U.S. federal examination for years before 2015, With few exceptions, Duke Energy and its subsidiaries
are no longer subject to state, local or non-U.S. income tax examinations by tax authorities for years before 2004.

23. OTHER INCOME AND EXPENSES, NET

The components of Other income and expenses, net on the Consolidated Statements of Operations are as follows.

Year Ended December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy Energy

(in millions} Energy Carolinas Energy Progress Florida Ohio Indiana
Interest ingome $ $ 4 $ 4 $ 3 $ 2 % 5 $ &
AFUDG equity 200 102 76 50 26 6 16
Post in-service equity returns 67 55 12 12 — —_ —
Nongperating income (expense), other 36 1 2 6 16 ¥4 —_
Other income and expense, net $ 34 $ 162 $ 114 s n $ 4 $ 9 $ 2

203



. KyPSC Case No. 2017-00321

PART” T L T L T Sl FR 16(7)(1) Attachment Annual Report 2016

Page 221 of 258
DUKE ENERGY CORPORATION « DUKE ENERGY CAROLINAS, LLC = PROGRESS ENERGY INC. =
DUKE ENERGY PROGRESS, LLC + DUKE ENERGY FLORIDA, LLG » DUKE ENERGY OHIQ, INC. = DUKE ENERGY INDIANA, LLC
Combined Notes to Consolidated Financial Statements — {Continued)
Year Ended December 31, 2015

Duke Duke Duke Duke Duke

Duks Energy Progress Energy Energy Energy Energy

{in millions) Energy Carolinas Energy Progress Florida Ohio [ndiana
Interest income $ 20 § 2 $§ 4 32 $ 2z § 4 % 8
AFUDC equity 164 96 54 47 7 3 11
Post in-service equity refurns 13 g0 13 13 — — —
Nonoperating income (expense}, other 33 2 28 9 15 (n (6}
Other income and expense, net $ 290 $ 160 § 97 $ N $ 0 ¢ 6 § 1

Year Ended December 31, 2014

Duke Duke Duke Duke Duke

Duke Energy Progress Energy Energy Energy Energy

(in miilions} Energy Carolinas Energy Progress Florida Ohio indiana
Interest income $ 16 3 4 $ 3 $ — $ 2 § 8 § &6
AFUDC equity 135 9 28 25 — 4 14
Post in-service equity returns 83 3! 17 i] — — —
Nonoperating income (expense), other 80 6 3l 9 18 & 2
Other income and expense, net $ 320 $ 172 $ $ sl $ 20 § w ¢ 22

24, SUBSEQUENT EVENTS

For information on subsequent events related to regulatory matters, commitments and contingencies, and debt and credit facilities see Notes 4, 5 and 6, respectively.
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25. QUARTERLY FINANCIAL DATA (UNAUDITED)

DUKE ENERGY

Quarterly EPS amounis may not sum to the full-year total due to changes
in the weighted average number of common shares outstanding and rounding.

The following table includes tnusual or infrequently occurring items in
each quarter during the two most recently completed fiscal years. All amounts

discussed below are pretax.

{in millions, except per share data)

First Second
Quarter Quarter

Third  Fourth

Quarter Quarter  Total

{in miflions)

First Second
Quarter Quarter Quarter Quarter

Third  Fourth
Total

2016

Costs to Achieve Mergers (see Note 20 $ (120) $ (111) $ {84) $ (208} § (523)

2016
Operating revenues $5377 $5213 $6576 $5577 $22,743  Commercial Renewables Impaiment
Operating income 1,240 1259 1954 888 5341 {see Note 12) - — @ - @
Income from centinuing operations 577 624 1001 376 2578  LossonSaleof International Disposal
Income (loss) from discontinued Group (see Note 2) - = — (514 (519
oparations, net of tax 122 (112) 180 {598) (408) Impairment of Assets in Central America
Net income (loss) 699 512 1181 {222) 2170 {see Note 2) — (1 — — {154}
Net income (loss) atiributable to Duke Cost Savings Initiatives (see Note 19) (200 (4 (99 (29 (92
Energy Corporation 634 S8 L6 @ 218y $ (140 $ (329) $ (174) $ (751) $(1,394)
Earnings per share:
Income from continuing operations 2015
attributable o Duke Energy Costs to Achieve Mergers P Qs @Es s BDs O
Carporatian comman stockholkders Edwardsport Settlement (see Nate 4) — — (30 @ @
Basic $083 $090 $144 $053 % 3N Ash Basin Settlement and Penaliies
Dituted $083 $090 $144 $0535 3N (see Note 5) — — N n 1
Income {Loss) from discontinued State Tax Adjustment related to Midwest
operations attributable to Duke Generation Sale o (a1} — — {41)
Energy Corporation comman Cost Savings Initiatives (see Note 19) — — — (142 {142
stocknolders Total $ en$ 63§02 $ 18D $ B8N
Basic $018 $(0.16) & 0.26 $(0.86) 5 (0.60)
' Diluted ‘ $018 ${0.16) $ 0.26 $(0.86) $ (0.60) DUKE ENERGY CAROLINAS
Net income (loss) attributable to
Et‘;ﬁ:;;;ic"rp"“t"’" comman N First Second Third Fourth
Basic $101 $074 $ 170 $(033)$ 311 {in millions) Quarter Quarter Quarter Quarter  Total
Diluted $101 $074 $170 $(0.3 % 311 2016
2015 Qperating revenues $1,740 $1,675 $2,226 $1681 $7,322
Operating revenues $5792 §$5302 $6,202 $5075 $22.371 Opereting income 481 454 815 302 2,062
QOperating income 1,380 1,192 1,606 80 5,078 Net income m 261 484 140 1,166
Income from continuing operations 755 h76 890 433 2,654 2015
Income (Loss) from discontinued Operating revenues $1901 $1,707 $2061 $1560 $7.229
operations, net of tax 12 (29 45 49 177 Qperating incoma 515 483 666 296 1960
Net income 87 M7 85 82 281 petincome 2 % 38 141 1081
et income attributable to Duke
Energy Carporation 864 543 932 477 2816 The following table includes unusual or infrequently occurring items in
Earnings per share: each quarter during the twa most recently compteted fiscal years, All amounts
fncome from continuing operations discussed below are pretax.
attributable to Duke Energy
Gorporation common stockholders First Second  Third Fourth
Basic $106 $08 $ 129 $062 % 380  (n milljons) Quarter Quarter Quarter Quarter  Total
Dituted $ 106 $083 $ 1290 $062 ¢ 380
Income {Loss) from discontinued 2016
operatians attributable to Duke Casts to Achieve Mergers $ (1% (1) $ 3§ (68) § (104
Energy Corportian common Cost Savings Initiatives (see Note 19) (I Qo @& (1) (39
stockholders Tatal $ (210 % (22 $ QU § (79) § (143)
Basic $ 006 $(005 $ 006 $007 $ 025 2019
Diluted $ 016 $(0.05 $ 006 §007 $ g25  CoststoAchieve Mergers $ ®M§ AN S U $ U $ ¢n
Net incame attributable to Duke Energy Ash Basin Settlement and Fenatties
Corparation common stockholders (see Note 5) — — (1) 1)) 8
Basic $122 $078 $135 $ 060 $ 405 Cost Savings Initiatives (see Note 19) — — — ¢3) (93
Diluted $122 $078 $135 $060 3 4.05 Total § @5 an § (12 $ {116 § (148
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PROGRESS ERERGY The following table includes unusuai or infrequently occurring items

in each gquarter during the two most recently completed fiscal years. All
amounts discussed below are pretax.

First Second Third  Fourth
{in millions) Quarter Quarter Quarter CQuarter  Total First Second Third Fourth
2016 (in millions} Quarter Quarter Quarter Quarter  Total
Operating revenues $2,332 $2348 $2965 $2208 $ 9,853 2016
Operating incoma 475 60 814 292 2141 Costs fo Achieve Mer
- . gers $§ B35 ®E G5 @y 5 (98
Income from continuing aperations 212 it 449 104 1,08 . -
Net income o " 9 106 1041 Cost Savings Initiatives (see Note 19} () (5) )] (6) (23)
Net income attributable 1o parent 209 212 446 104 1,031 Tofel $ A aos an$ e s 19
2015 2015
Operating revenues $2536 $2476 $2929 $2336 $10,277  Costs to Achieve Mergers $ ®$ GBS ©®F ©® 3 2
Operating income 543 Sk4 758 351 2160 Ash Basin Settlement and Penalties
Income from continuing operations 264 217 452 132 1,068 (see Note 5) — — ® — )
ﬁi: ::EE;: attributable to parent gg; :g :Z; ig; }gg"lz Cost Savings niiaives (se2 Nots 15) — — — @) (28)
n !
P Total § B3 G U2 00§ 66
The following table includes unusual of infrequently occurring items in
each quarter during the two most recently completed fiscal years. All amounts DUKE ENERGY FLORIDA
discussed below are pretax, - -
First Second Third Fourth
First Second Third  Fourth {in millions} Quarter Quarter Quarter Quarter  Total
{in millions) Quarter Quarter Quarter Quarter  Total 2016
2016 (Operating revenues $1,024 $1,133 $1,381 41,030 $4,569
Costs to Achieve Mergers $M $ @ $a0 %4 $ (69 Dpe[aimgmcume 213 300 m 155 1,041
CostSaings fiaies (sceNote 1) (8)  (8)  (0) () ;) Jeroome ne 1o A8 s 59
Total $015) § (16) § (20) § (58) $(100) Operating revenues $1,086 $1,281 $1436 81174 $4977
2015 (Operating income 221 315 357 216 1,115
Costs 1o Achieve Mergers $® 5 ® § @& 3am 4 Netincome 113 165 216 108 599
Ash Basin Setilement and Penalties
{sae Note 5) — — (6 — (6) The following table includes unusual or infrequently occurring items in
Cost Savings Initiatives (see Note 19} — — — (3) (36 e_ach quarter during the two most recently completed fiscal years. All amounts
Total S® 5 ® $un S e §p  Ciscussedbeloware pretax
First Second Third Fourth
DUKE ENERGY PROGRESS {in millions) Quarter Quarter Quarter Quarter  Total
N s 2016
First Second Third Fourth .
(in millions) Quarter Quarter Quarter Quader Total  Cvsts toAchieve Mergers $2 $3 8 @ws @3
Cast Savings Initiatives (see Note 19} (2} (3) {3) (9  an
2016 Total S $6 § M3 an $ e
QOperating revenues $1,307 $1,213 $1,583 $1,174 $5.217
Operating income /6 255 43 135 1086 2015
Net income 137 131 m §0 599 CUS‘StUAChlBVEMErﬁEﬁ ${3) $ (3) $ (3) $ (4) $ (13)
2015 Cost Savings Initiatives {see Note 19) - - — (8 (8)
QOperating revenues $1449 $1,393 $1488 S$1,160 $5.290 Total $@ S35 s $ @
QOperating income 316 184 394 130 1,024
Net income 183 85 229 69 566
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DUKE ENERGY CORPORATION = DUKE ENERGY CAROLINAS, LLC  PROGRESS ENERGY, INC. =
DUKE ENERGY PROGRESS, LLC » DUKE ENERGY FLORIDA, LLC « DUKE ENERGY OHIO, INC. « DUKE ENERGY INDIANA, LLC
Combined Notes to Consolidated Financial Statements — (Continued)
DUKE ENERGY QHIO DUKE ENERGY INDIANA
First  Secoend Third  Fourth First Second Third  Fourth
(in millions) Quarter  Quarter Quarter Quarter Total {in millions) Quarter Quarter Quarter Quarter  Total
2016 2016
Operating revenues $ 516 $ 428 ¢ 489 ¢ 511 $1,944 Operating ravenues $714 4702 4809  $733 32858
(Operating income 96 55 108 a0 347 (Operating income 176 174 239 176 165
Income from discontinued Net income 85 85 129 12 381
operations, net of tax 2 — 34 — 36 2015
Net income 59 23 9 57 228 Operating revenues $788 3686 $749  $667 $2.890
2015 Operating income 210 146 117 171 644
Operating revenues $ 586 $ 405 $ 462 $ 452 $1,908 Net income 108 68 46 94 316
Qperating income i1 43 718 73 303
Inceme (Loss) from discontinued The following table includes unusual or infrequently occurring items in
opecations, net of tax 123 Egg; 3(2} P 153 gach quarter during the two most recently completed fiscal years. All amounts

Net income (loss)

The following table includes unusual or infrequently occurring items in
each quarter during the two most recentiy completed fiscal years. All amounis
discussed below are pratax.

First Second  Third Fourth
{in millions) Quarter Quarter Quarter Quarter  Total
2016
Costs to Achieve Mergers $ WS M @8 s oW
Cost Savings Initiatives (ses Note 19} 1 )] _ i) (3)
Total $ @3 3 @8 3§
2015
Costs to Achieve Mergers $ OWE ME s M @
Cost Savings Initiatives (ses Note 19) — — —_ (2) (2)
Total § WS M3 WS N 6
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discussed below are pretax,

First Second Third Fourth

(in millions) Quarter Quarter Quarter Quarter  Total

2016

Costs to Achieve Mergers $ ME @3 M @ O

Cost Savings Initiatives (see Note 19) n @ n (1) n
Total $ s GBS s 4 $ e

2015

Costs to Achiave Mergars $ @8 s @ s M

Edwardsport Settlement {see Note 4) — — (90 @ 93

Cost Savings Initiatives (ses Note 19} —_ — — (6) (6)
Total $ @$ WS NS (1) $(108)




PARTHI

. . KyPSC Case No. 2017-00321
FR 16(7)(I) Attachment Annual Report 2016
‘ Page 225 of 258

{TEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

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

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

Under the supervision and with the participation of management, including
the Chief Executive Officer and Chief Financial Officer, the Duke Energy Registrants
have evaluated the effectiveness of their disclosure controls and procedures (as
such term is defined in Rule 13a-15(e) and 15d-15(e) under the Exchange Act)
as of December 31, 2016, and, based upon this evaluation, the Chief Executive
Officer and Chief Financial Officer have concluded that these controls and
procedures are effective in providing reasonable assurance of compliance.

Changes in Internal Conirol Over Financial Reporting

Under the supervision and with the participation of management,
including the Chief Executive Officer and Chief Financial Officer, the Duke Enargy
Registrants have evaluated changes in internal control over financial reporting
(as such term Is defined in Rules 13a-15(f) and 15d-15(7) under the Exchange
Act) that oceurred during the fiscat quarter ended Decemter 31, 2016, and
have concluded re change has materially affected, or is reasonably likely to
materially affect, internal control aver financial reparting.

208

Management’s Annual Report On Internal Control Over Financial Reporting

The Duke Energy Registrants' management is responsible for establishing
and maintaining an adequate system of internal control over financial reporting,
as such term is defined in Exchange Act Rules 13a—15(f) and 15d—15(f).

The Duke Energy Registrants’ internal contral system was designed to provide
reasonable assurance regarding the reliability of financial reporting and the
preparatian of financial statements for external purposes, in accordance with
generally accepted accouniing principles in the United States. Due to inherent
limitations, internal controf aver financial reporting may not prevent or detect
misstaternents. Alsa, projections of any evaluation of effectiveness of the
internal contrel ever financial reporting to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that
the degree of cempliance with policies and procedures may deteriorate.

The Duke Energy Registrants’ management, including their Chigf
Executive Officer and Chief Financial Officer, has conducted an evaluation of the
effectiveness of their internal contrel gver financial reporting as of December 31,
2016, based on the framewark in the Internal Control - Integrated Framewaork
(2013) issued by the Committee of Sponsaring Organizatiens of the Treadway
Cammission. Based on that evaluation, management cancluded that its internal
controls over financial reporting were effective as of Dacember 31, 2D16.

Delnitte & Touche LLP Duke Energy's independent registered public
accounting firm, has issued an attestation report on the effectiveness of Duke
Energy's internal cantrol over financial reporting. This attestation report is
included in Part I, item 8 of this Form 10-K. This report is not applicable to
the Subsidiary Registrants as these companies are not accelerated or large
accelerated filers.
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information regarding Duke Energy's Executive Officers is set forth in Part 1, Item 1, “Business — Executive Officers of the Registrants,” in this Annual Report
on Form 10-K, Duke Energy will provide information that is respansive to the remainder of this ltem 10 in its definitive proxy staiement or in an amendment to this
Annual Report not later than 120 days after the end of the fiscal year covered by this Annual Report. That information is incorporated in this ftem 10 by reference.

ITEM 11. EXECUTIVE COMPENSATION

Duke Enargy will provide information that is respensive te his lfem 11 in its definitive proxy staterment or in an amendment to this Annual Report not [ater than
120 days after the end of the fiscal year covered by this Annual Report. That information is incorporated in this ltem 11 by reference.

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

Equity Compensation Plan [nformation

The following table shows information as of December 31, 2016, about securities to be issued upon exercise of outstanding options, warrants and rights under
Duke Energy’s equity compensation plans, along with the weighted average exercise price of the outstanding options, warrants and rights and the number of securities
remaining available for future issuance under the plans.

Humber of securities
remaining available for
Number of securities to future issuance under
be issued upon exercise Weighted average exercise equity compensation
of outstanding opfions, price of outstanding plans (excluding securities
warrants and rights aptions, warrants and rights reflected in column {a))
Plan Gategory (a) (B (c)
Equity compensation plans approved by security holders 3,224,537% n/a 8,661,659
Equity compensation plans not approved by security holders 191,181% n/a n/a®
Total 3,415,718 n/a 8,661,659

{1} As of December 31, 2016, no options were outstanding under equity cempensation plans.

{2 Includes restricted stock units and performance shares (assuming the maximum payout leves) granted under the Duke Energy Corporation 2010 Leng-Teri Incentive Plan or the Duke Energy Corporation 2015 Long-Term
Incentive Plan, as well 25 shares that could ba payable with respect te certain compensation deferred under the Duke Energy Corporaticn Executive Savings Plan (Executive Savings Plan) and the Duke Energy Comporation
Directars' Savings Plan (Directers’ Savings Plan).

{3} Includes shares remaining for issuance pursuant to stock awards under the Ouke Energy Corporation 2015 Long-Term Incentive Plan.

{4} Includes shares that could be payable with respect to cerlain compensation defemed under the Executive Savings Plan and the Oirectors’ Savings Plan, each of which is a non-qualified defsrred compensation plan described
I more detail balow. Upon the acquisition of Piedmant Natural Gas Company, Inc., performance shares grantad prior fo the agquisttion undar the Piedmont Natural Gas Gampary, Inc. Incentive Compensation Plan were
converted to restricted stock units payable in shares of Duke Energy common stock. As of December 31, 2016, 109,023 such restricted stock units were outstanding. Following the acquisition, no further stock awards were
permitted to be granted under the Piedmont Natural Gas Company, Inc. Incentive Compensation Plan. These converted awards are not listed in the table above.

{5} The number of shares remaining available for future issuance under equity compensation plans not approved by security holders cannot be determined because it s based or the amount of fulure voluntary deferrals, if any,
under the Executive Savings Plan and the Directors' Savings Plan.

Under the Executive Savings Plan, participants can elect to defer Participants may change their investment elections on a daily basis. Defarrals of
a portion of their base salary and short-term incentive compensation. equity awards are credited with earnings and losses based on the performance
Participants also receive a company matching contribution in excess of the of the Duke Energy Common Stock Fund. The benefits payable under the plan
contribution limits prescribed by the Internat Revenue Code under the Duke are unfunded and subject to claims of Duke Energy’s creditors.
Energy Retirement Savings Plan, which is the 401(k} plan in which the ramed Under the Directors’ Savings Plan, outside directors may elect to defer
executive officers participate. In general, payments are made following the alt or a portion of their annual compensation, consisting of retainers and
termination of employment or death in the farm of a lump sum or installments, attendance fees. Deferred amounts are credited to an unfunded account, the
as salectad by the participant. Participants may direct the deemed investment balance of which is adjusted for the performance of phantom investment
of base deferrals, short-term incentive compensation deferrals and matching options, including the Duke Energy Comman Stock Fund, as elected by the
contributions among investment options avaitable under the Duke Energy director, and generatly are paid when the director terminates his or her service
Retirement Savings Plan, including the Duke Energy Common Stock Fund. from the Board of Directors.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

Duke Energy will provide information that is responsive to this em 13 in its definitive proxy statement or in an amendment to this Annual Report not later than
120 days after the end of the fiscal year covered by this Annual Report. That information is incorporated in this ltem 13 by referance.
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ITEM 14. PRINGIPAL ACCOUNTING FEES AND SERVICES

Deloitte & Touche LLP and the member firms of Deloitte Touche Tohmatsu and their respective affiliates (collectively, Deloitte) provided professional services to
the Duke Energy Registrants. The fallowing tables present the Deloitte fees for services rendared ta the Duke Energy Registrants during 2016 and 2015.

Year Ended December 31, 2016

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy  Energy

{in millions) Energy  Caraolinas Energy Progress Florida Ohio Indiana
Types of Fees

Audit Fees® $13.8 $4.9 $5.2 $3.0 $2.2 $0.8 $14

Audit-Related Feas® 07 — — —_ — — —

Tax Fees® 0.4 01 01 0.1 —_ — 0.1

(Other Fees 0.2 0.1 0.1 0.1 — — -_—

Total Fees $15.1 $5.1 $5.4 $3.2 $22 %08 $1.5

Year Ended December 31, 2015

Duke Duke Duke Duke Duke

Duke Energy  Progress Energy Energy Energy  Energy

{in millions} Energy  Carolinas Energy Progress Florida Ohio  Indiana
Types of Fees

Audit Fees® $12.4 346 $5.1 329 $2.2 $0.8 313

Audit-Related Feas® 24 — — — — 1.2 —

Tax Feas® 0.2 0.1 — — — — —_

(Other Fees 01 — - — — — —

Total Fees $15.1 $4.7 $5.1 $2.9 $2.2 $2.0 $1.3

{a)  Audit Fees are fees billed or expecied to be billed for professional services far the audit of ths Duke Energy Registrants’ financial statements included in the Annual Report an Form 10-K and the review of financial staternents
included in quarterly reports on Form 10-0, for services that are narmally provided by Detoitte in connection wilh statutory, regulatary or other filings or engagements, or for any other service gerformed by Deloitte to comply
with generally accepted auditing standards. Total Fees for Duke Energy in 2016 include amounts for audit work related to Piegmont. For additional information related ta acquisition of Piedmont see Note 2 to the Consalidated
Financial Statements, “Acquisitions and Dispositions.”

(b}  Audit-Refated Fees are fees billed, or expected to be billed, for 2ssurance and related services that are reasonably related to the performance of an audit or review of financial statements, including assistance with
acquisitions and divestitures and intemal control reviews.

{c) Tax Fees are fees for tax relurn assistance and preparation, tax examination assistance and professional services related to tax planning and tax strategy.

To safeguard the continued independence of the independent auditor, the Audit Committee of the Board of Qirectors of Duke Energy adopted a policy that all
services provided by the independent auditor require preappraval by the Audit Committee. Pursuant to the palicy, certain audit services, audit-related services, tax
services and other services have been specifically preapproved up to fee limits, In the event the cost of any of these services may exceed the fee limits, the Audit
Committee must preapprove the service. All services performed in 2016 and 2015 by the independent accountant were approved by the Audit Committes pursuant to
their preapproval policy.
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PART IV

{TEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

{a) Consolidated Financial Statements, Supplemental Firancial Data and Supplemental Schedules ingfuded in Part Il of this annual report are as follows:

Duke Energy Corporation
Consolidated Financial $tatements
Consolidated Statements of Operations for the Years Ended December 31, 2016, 2015 and 2014
Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2016, 2015 and 2014
Cansolidated Balance Sheets as of Oecember 31, 2016 and 2015
Consolidated Statements of Cash Flows for the Years Ended December 31, 2016, 2015 and 2014
Consalidated Statements of Changes in Equity for the Years Ended December 31, 2016, 2015 and 2014
Notes to the Consolidated Financial Statements
Quarterly Financial Data, {unaudited, included in Note 25 to the Consolidated Financial Statements)
Report of Independent Registered Public Accounting Firm
All other schedules are omitted because they are nat required, or bacause the required information is included in the Consolidated Financial Statements or Netes.

Duke Energy Carolinas, LLC
Consolidated Financial Statements
Consolidated Statements of Operations and Camprehensive Income for the Years Ended December 31, 2016, 215 and 2014
Consolidated Balance Sheets as of Dacember 31, 2016 and 2015
Consolidated Statements of Cash Flows for the Years Ended Oscember 31, 2016, 2015 and 2014
Consolidated Statements of Changes in Equity for the Years Ended Oscember 31, 2016, 2015 and 2014
Notes to the Consolidated Financial Statements
Quarterly Financial Data, (unaudited, included in Note 25 to the Consolidated Financial Statements)
Report of Independent Registered Public Accounting Firm
All other schedules are omitted because they are not required, or because the required information is included in the Consolidated Financial Statements or Notes,

Progress Energy, Inc.
Consolidated Financial Statements
Consalidated Statements of Operations and Comprehensive Income for the Years Ended December 31, 2016, 2015 and 2014
Consolidaied Balance Sheets as of Oecember 31, 2016 and 205
Consolidated Statements of Cash Flows for the Years Ended December 31, 2016, 2015 and 2014
Consolidated Statements of Changes in Equity for the Years Ended December 31, 2016, 2015 and 2014
Notes fo the Consalidated Financial Statements
Quarterly Financial Data, (unaudited, included in Note 25 to the Consolidated Financial Statements)
Report of Independent Registered Public Accounting Firm
All other schedules are omitted because they are not required, or because the required information is included in the Consolidated Financial Statements or Notes.

Duke Energy Progress, LLC
Consolidated Financial Statements
Consolidated Statements of Operations and Camprehensive Income for the Years Ended December 31, 2016, 2015 and 2014
Consolidated Balance Sheets as of December 31, 2016 and 2015
Consolidated Statements of Cash Flows for the Years Ended December 31, 2016, 2015 and 2014
Consolidated Statements of Changes in Equity for the Years Ended December 31, 2016, 2015 and 2014
Notes to the Consolidated Financial Statemenis
Quarterly Financial Data, {unaudited, included in Note 25 to the Consolidated Financial Statements)
Report of Independent Registered Public Accounting Firm
Ml other schedules are omitted because they are not required, or because the required information is included in the Consolidated Financial Statements or Nofes.

Duke Energy Florida, LLC
Consolidated Financial Statements
Consolidated Statements of Operations and Comprehensive Income for the Years Ended December 31, 2016, 2015 and 2014
Consolidated Balance Sheets as of December 31, 2016 and 2015
Consolidated Statements of Cash Flows for the Years Ended December 31, 2016, 2015 and 2014
Consolidated Statements of Changes in Equity for the Years Ended December 31, 2016, 2015 and 2014
Nates to the Conscolidated Financial Statements
Quarterly Financial Data, (unandited, in¢luded in Note 25 to the Consolidated Financial Statements)
Report of Independent Registered Public Acgounting Firm
Alt other schedules are omitted because they are not required, or because the required information is included in the Consolidated Financial Statements or Notes.
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Duke Energy Ohio, lnc.

Consolidated Financial Statements

Consolidated Statements of Operations and Comprehensive [ncome for the Years Ended December 31, 2016, 2015 and 2014

Consolidated Balance Sheets as of December 31, 2D16 and 2015

Consolidated Statements of Cash Flows for the Years Ended December 31, 2016, 2015 and 2014

Consolidated Statements of Changes in Equity for the Years Ended December 31, 2016, 2015 and 2014

Nates to the Cansolidated Financial Statements

Quarterly Financial Data, {unaudited, included in Nate 25 ta the Consolidated Financial Statements)

Report of Independent Registered Public Accounting Firm

All other schedules are omitted because they are net required, or because the required infermation is in¢luded in the Consolidated Financial Statements or Notes.

Duke Energy Indiana, LLG
Consalidated Financial Statements
Consolidated Statements of Operations and Comprehensive Income for the Years Ended December 31, 2016, 2015 and 2014
Consolidated Balance Sheets as of December 31, 2016 and 2015
Consolidated Statements of Cash Flows for the Years Ended December 31, 2016, 2015 and 2014
Consolidated Statements of Changes in Equity for the Years Ended December 31, 2016, 2015 and 2014
Motes to the Conselidated Financial Statements
Quarterly Financial Data, (unaudited, included in Nate 25 to the Consolidated Financial Statements)
Report of Independent Registered Public Accounting Firm
All other schedules are emitted hecause they are not required, oF because the required information is included in the Consolidated Financial Statements or Notes.

(b} Exhibits - See Exhibit Index immediately following the signature page.
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SIGNATURES

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

Date: February 24, 2017

DUKE ENERGY CORPORATION
(Registrant)

By: 5/ LYNN 1. 600D

Lynn J. Good
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the date indicated.
iy /s/1YNN . GOOD

Lynn J. Good
Chairman, President and Chief Executive Officer {Principal Executive Officer and Director)

(iy /s/ STEVEN K. YOUNG

Steven K. Young
Executive Vice President and Chief Financial Officer (Principal Financial Officer}

(i) /s/WILLIAM E. CURRENS JR,

William E. Currens Jr.
Senior Vice President, Chief Accounting Oficer and Controller (Principal Accounting Officer)

(iv) Directors:

Michael J. Angelakis* Wiltiam E. Kennard*
Michael G. Browning* E. Marie McKee*

Daniei R. DiMicco* Charles W. Moorman Iv*
John H, Forsgren™ Carlos A. Saladrigas™*
Ann Maynard Gray* Thomas E. Skains*
John T. Herron* William E. Webster, Jr.*

James B. Hyler, Jr.*

Steven K. Young, by signing his name hereto, does hereby sign this document on befaif of the registrant and on behalf of each of the above-named persons previousiy
indicated by asterisk {*) pursuant to a power of attorney duly executed by the registrant and such persons, filed with the Securities and Exchange Commission as an exhibit hereto,

By: /s/ STEVEN K. YOUNG
Attorney-In-Fact

Date: February 24, 2017
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SIGNATURES

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

Date: February 24, 2017

DUKE ENERGY CAROLINAS, LLC
(Registrant)

/s/ LYNN ). GOOD

Lynn J. Good
Chisf Executive Officer

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

Lynn J. Good
Chief Executive Officer (Principal Exacutive Officer}

(i) /s/ STEVEN K. YOUNG

Steven K. Young
Executive Vice President and Chief Financial Officer (Principal Financial Officer)

(i) /s/WILLIAM E. CURRENS JR.

William E. Currens Jr,
Senior Vice President, Chief Accounting Of'fn:er and Controller (Principal Accounting Officer)

{iv) Directors:
/s/ LYNN J. GOOD
Lynat ). Good
/s/ DHIAA M. JAMIL
Dhiaa M. Jamil
/s/ LLOYD M. YATES
Lloyd M. Yates

Date: February 24, 2017
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PART IV

SIGNATURES

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

Date: February 24, 2017

PROGRESS ENERGY, INC.
{Registrant)

By: /s/ LYNN 1. GOOD

Lynn J. Good
Chief Executive Officer

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

Lynn J. Good
Chief Executive Officer (Principal Executive Officer)

(i) /s/ STEVEN K. YOUNG

Steven K. Young
Executive Vice President and Chief Financial Officer {Principal Financial Officer)

(iiy /s/ WILLIAM E. CURRENS JR.

William E. Curtens Jr.
Senior Vice President, Chief Accounting Officer and Controller (Principal Accounting Officer)

(v} Ditectors:
/s/ 1YNN J. GOOD
Lynn J. Good

/s/ JULIA S, JANSON
Jutia $. Janson

Date: Febsuary 24, 2017
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SIGNATURES

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

Date: February 24, 2017

DUKE ENERGY PROGRESS, LLC
(Registrant)

By: 5/ LYNN J. 60OD

Lynn J. Good
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed helow by the following persons on behalf of the
registrant and in the capacities and on the date indicated.
(iy /s/LYNNJ. GOOD

Lynn J. Good
Chief Executive Officer (Principal Executive Officer)

(it /s/ STEVEN K. YOUNG

Steven K. Young
Executive Vice Prasident and Chief Financial Officer (Principal Financial Officer)

{iii} /s/ WILLIAM E. CURRENS JR.

William E, Currens Jr,
Senior Vice President, Chief Accounting Officer and Controller {Principal Accounting Officer)

(iv) Directors:
/s/ DOUGLAS F ESAMANN
Douglas F Esamann
/s/ LYNN ). GOOD
Lynn J. Good

/s/ DHIAA M, JAMIL
Dhiaa M. Jamil

/s/ JULIA S. JANSON
Julia S. Janson

fs/ LLOYD M. YATES
Lloyd M. Yates

Date: February 24, 2017
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SIGNATURES

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

Date: February 24, 2017

DUKE ENERGY FLORIDA, LLC
(Registrant)
By: /s/1YNN J. GOOD
_ Lynn J. Good
Chief Executive Officer

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

 /s/ YNNJ, GOOD

Lynn J. Good
Chief Executive Officer (Principal Executive Officer)

(i) /s/ STEVEN K. YOUNG

Steven K. Young
Exgcutive Vice President and Chief Financial Officer (Principal Financial Officer)

(it /s/ WILLIAM E. CURRENS JR.

William E. Cugrens Jr,
Senior Vice President, Chief Accounting Officer and Controller (Principal Accounting Officer)

(iv} Directors:
/s/ DOUGLAS F ESAMANN
Douglas F Esamann
/s/ LYNN ). GOOD
Lynn J. Goed
/s/ DHIAA M. JAMIL
Dhiaa M. Jamil

/s/ JULIA §. JANSON
Julia S, Janson

/s/ LLOYD M. YATES
Lloyd M. Yates

Datg: February 24, 2017
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Pursuant to the requirements of Section 13 or 15{d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

Date: February 24, 2017

DUKE ENERGY QHIQ, INC.
(Registrant)

By: /s/ LYNN 1. 600D

Lynn J. Good
Chisf Executive Officer

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

i /s/LYNNJ. GOOD

Lynn J. Geod
Chief Executive Officer (Principal Executive Officer)

(i} /s/ STEVEN K. YOUNG

Steven K. Young
Executive Vice President and Chief Financiat Officer (Principal Financial Officer)

(i) /s/WILLIAM E. CURRENS JR.

William E. Currens Jr.
Senior Vice President, Chief Accounting Officer and Contraller (Principat Accounting Officer)

{iv) Directors:
/s/ DOUGLAS F ESAMANN
Douglas F Esamann
/s/ LYNN J, GOOD
Lynn J. Good

/5/ DHEAA M, JAMIL
Dhiaa M. Jamil

Date: February 24, 2017
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Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1334, the registrant has duly caused this report to be signed on
its behalf by the endersigned, thereunto duly authorized.

Date: February 24, 2017

DUKE ENERGY INDIANA, LLC
(Registrant)

By: /s/ IYNN ). 600D

Lynn J. Good
Chief Execuiive Officer

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

(i) /s/LYNNJ.GOOD

Lynn J. Good
Chief Executive Officer (Principal Executive Officer)

{i)  /s/ STEVEN K. YOUNG

Steven K. Young
Exacutive Vice President and Chief Financial Officer (Principal Financial Officer)

{iiit /s/ WILLIAM E. CURRENS JR.

William E. Currens Jr.
Senior Vice President, Chief Accounting Officer and Controller (Principal Accounting Officer}

(iv) Directers:
/s/ MELODY BIRMINGHAM-BYRD
Melody Birmingham-Byrd
/s/ DOUGLAS F ESAMANN
Douglas F Esamann

/s/ KELLEY A. KARN
Kelley A, Kam

Date: February 24, 2017
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Exhibits filed herewithin are designated by an asterisk (*), Al exhibits not so designated are incorporated by reference t¢ a prior filing, as indicated. Itams
constituting management ceniracts or cempensatory plans or arrangements are designated by & double asterisk (**). The Company agrees to furnish upan request to the
Commissien a capy of any omitted schedules or exhibits upen reguest on all items designated by a triple asterisk (***).

Duke Duke Duke Duke Duke
Exhibit Duke Energy Progress Energy Energy  Energy  Energy
Number Energy  Carolinas Energy  Progress Florida Ohic  Indiana

21 Agresment and Plan of Merger between Duke Energy Corporation, Diamond X
Acquisition Corporation 2nd Progress Energy, Inc., dated as of January 8, 2011
{incorporated by reference to Exhibit 2.1 to Duke Energy Corporation's Current
Report an Form B-K filed on January 11, 2011, File No. 1-32853),

2.2 Agreement and Plan of Merger between Piedmont Natural Gas Company, Duke X
Energy Corporation and Forest Subsidiary, Inc, (incorparated by reference o
Exhibit 2.1 to Duke Energy Corparation's Current Repart on Form 8-K {iled an
October 26, 2015, File No. 1-32853).

31 Amended and Restated Certificate of tncarparation (incorposated by reference X
to Exhibit 3.1 to Duke Energy Corporation's Current Repart on Form 8-K filed on
May 20, 2014, File No, 1-32853).

32 Amended and Restated By-Laws of Duke Energy Corporation (incorporated X
by reference to Exhibit 3.1 to Duke Enargy Corparation’s Cuseant Report on
Form 8-K filed on January 4, 2018, File No. 1-32853),

33 Articles of Organization including Articles of Conversion (incorporated by refer- b4
ence to Exhibit 3.1 to Duke Energy Carolinas, ELC's Current Report on Form 8-K
filed on April 7, 2006, File No. 1-4928),

331 Amended Artictes of Organization, effective Cetober &, 2006 {incorparated by X
reference o Exhibit 3.1 to Duke Energy Carlinas, LLC's Quarterly Report an
Form 10-0Q for the quarter ended September 30, 2006 filed on November 13,
2006, File No. 1-4928).

34 Amended Articles of Cansalidation of Duke Energy Ohio, Inc. {farmerly The X
Cincinnati Gas & Electdc Company), effective October 23, 1996 (incorporated
by reference to Exhibit 3{a) to registrant’s Quarterly Report an Form 10-Q
far the quarter ended September 30, 1996 filed an November 13, 1996,
File No. 1-1232).

34.1 Amended Articles of Consolidatian, effective October 1, 2006 (incorporaied hy X
reference ta Exhibit 3.1 to Duke Energy Okio, Inc.'s (formerly The Cincinnati
Gas & Electric Company} Quarterly Repart on Form 10-Q for the quarter erded
September 30, 2006 filed on November 17, 2006, File No. 1-1232).

35 Certificate of Conversion of Duke Energy Indiana, LLC (incorporated by reference X
fo Exhibit 3.1 to registrant’s Current Report on Form 8-K filed on January 4,
2018, File No. 1-3543).

351 Articles of Entity Conversion of Duke Energy [rdiana, LLC (incorparated by refer- X
ence to Exhibit 3.2 to registrant’s Current Report on Form 8-K filed on January 4,
2014, File No. 1-3543).

352 Plan of Entity Conversion of Duke Energy Indiana, LLC (incorpoerated by reference X
fo Exhibit 3.3 to registrant’s Current Report on Form 8-K filed ¢n January 4,
2016, File No. 1-3543).

3.5.3 Articles of Organization of Duke Enevgy Indiara, LLC {incorporated by reference X
1o Extibit 3.4 to registrant’s Current Report on Form 8-K filed on January 4,
2018, File No. 1-3543).

354 Limited Liability Company Qperating Agreement of Duke Energy Indiana, LLC X
(incorporated by reference to Exhibit 3.5 to registrant's Current Report an Form
8-K filed on fanuary 4, 2016, File Na, 1-3543).
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3.6 Limited Liability Company Operating Agreement of Duke Energy Carolinas, LLC X

(incorporated by reference to Exhibit 3.2 to registrant's Current Report on

Form 8-K filed on April 7, 2008, File No. 1-4928).
3.7 Regulations of Duke Energy Ohic, nc. (formerly The Cincinnati Gas & Electric X

Company), effective July 23, 2003 (incorperated by reference to Exhibit 3.2 to
registrant's Quarterly Report on Form 10-Q for the quaster ended Jure 30, 2003
filed on August 13, 2003, File No. 1-1232).

38 Articles of Organization including Asticles of Conversion for Duke Energy X
Progress, LLC {incorporated by reference to Exhibit 3.1 to registrant's Current
Report on Form 8-K fited on August 4, 2015, Fila No. 1-3382).

381 Plan of Conversion of Duke Energy Progress, Inc. (incorporated by reference to X
Exhibit 3.2 to registrant’s Current Report on Form 8-K filed on August 4, 2015,
Fite No, 1-3382).

3.8.2 Limitad Liahility Company Dperating Agreement of Duke Energy Progress, L1C X
{incorporated by reference to Exhibit 3.3 to registrant’s Current Report on
Farm 8-K filed on August 4, 2015, File No. 1-3382).

39 Amended and Restated Articles of Incorporation of Progress Energy, Inc. X
(formerly CP&L Energy, Inc.), effective June I3, 2000 {incorporated by reference
to Exhibit 3(a)}(1) to registrant’s Quarterly Report on Form 10-Q far the quarter
ended Jure 30, 2000 filed on August 14, 2000, File No. 1-3382),

3.9.1 Articles of Amendment to the Amendad and Restated Articles of Incorparation of X
Progress Energy, Inc. (formarly CP&L Energy, Inc.), effective December 4, 2000
(incorporated by reference to Exhibit 3(0)(1) to registrant’s Annual Report on
Form 10-K for the year ended December 31, 2001 filad on Mazch 28, 2002,
File No. 1-3382).

392 Articles of Amendment to the Amended and Restated Articles of Incorporation X
of Progress Energy, Irc. (Formarly CP&L Energy, Inc.), effective May 10, 2006
(incarparated by reference to Exhibit 3(a) o registrant’s Quarterly Report an
Form £0-Q for the quarter erded June 30, 2006 filed on August 9, 2006,
File No. £-15929).

393 By-Laws of Prograss Energy, Inc. {formerly CP&L Energy, Inc.), effective May 10, b
2006 {incorporated by reference to Exhibit 3(b} to registrant’s Quarterly Report
on Form 10-0 for the quarter eaded June 30, 2006 filed on August 9, 2006,
File No. 1-15929).

4.1 Articles of Conversion for Duke Enesgy Florida, LLC (incorporated by reference to X
Exnhinit 3.4 to registrant's Current Report on Form 8-K filed on August 4, 2015,
File No. 1-3274).

411 Articles of Drganization for Duke Energy Florida, LLC (incorporated by reference b
fo Exhibit 3.5 to registrant's Current Report on Form 8-K filed on August 4,
2015, File No. 1-3274).

41.2 Plan of Conversion of Ouke Energy Florida, Inc. (incorporated by reference to X
Exhibit 3.6 to registrant's Current Report on Form 8-K filed on August 4, 2015,
File No. 1-3274).

413 Limited Liability Company Dperating Agreement of Ouke Energy Florida, LLC X
{incorporated by referenca fo Exhibit 3.7 fo registrant's Current Report on
Farm 8-K filed on August 4, 2015, File No. 1-3274).

42 Indenture between Duke Energy Corporation and The Bank of New York Mellon X
Trust Company, N.A., as Trustee, dated as of June 3, 2008 Gncorporated by
reference to Exhibit 4.1 to Ouke Energy Corporation’s Current Report an
Farm 8-K filed on fune 16, 2008, Fila No. 1-32853),

421 First Supplemental Indenture, dated as of June 16, 2008 {incorparated by reference X
{o Exhibit 4.2 to Duke Enargy Corporation's Current Report on Form 8-K filed on
June 18, 2008, File No. 1-32853),
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422 Second Supplemental Indenture, dated as of January 26, 2009 {ncorporated X

by reference to Exhibit 4.1 to Duke Energy Corporation’s Current Report or
Farm 8-K filed on Jaruary 26, 2008, File No. 1-32853).

423 Third Supplemental Indenture, dated as of Avgust 28, 2009 {incorporated X
by reference to Exhibit 4.1 to Duke Energy Corporation's Current Report on
Form B-K filed on August 28, 2009, File No, 1-32853),

424 Fourth Supplemental Indenture, dated as of March 25, 2010 {incorporated X
by reference to Exhibit 4.1 to Duke Energy Cozporation’s Current Report an
Form B-K filed on March 25, 2010, File No. 1-32853}.

425 Fifth Supplemental Irdenture, dated as of August 25, 2011 (incarporated X
by reference to Exhibit 4.1 to Duke Energy Corporation’s Current Report on
Form B-Kfiled on August 25, 2011, File No. 1-32853).

424 Sixth Supplemental Indenture, dated as of November 17, 2011 {incorporated X
by reference to Exhibit 4.1 to Duke Energy Corporation’s Current Report an
Form B-K filed on November 17, 2011, File No. 1-32853).

4217 Seventh Supplemental indenture, dated as of August 16, 2012 (ncorporated X
by reference to Exhibit 4.1 to Duke Energy Corperation’s Current Repert on
Form B8-K filed on Avgust 16, 2012, File No. 1-32853}.

428 Eighth Sepplemental Indenture, dated as of January 14, 2013 (incorporated X
by reference to Exhibit 2 to Duke Energy Corporation’s Form 8-A filed on
lanuary 14, 2013, File No. 1-32853).

429 Ninth Supplemental Indenture, dated as of June 13, 2013 {incorporated X
by reference to Exhibit 4.1 {o Duke Energy Corporation's Current Report on
Form 8-K filed on June 13, 2013, File No. 1-32853),

4.2.10 Tenth Supplemental Indenture, dated as of October 11, 2013 (incarporated by X
reference to Exhibit 4.1 to Duke Energy Corparation's Current Report on
Form 8-K filed on Octeber 11, 2013, File No. 1-32853).

4211 Eleventh Supplemental Indenture, dated as of April 4, 2014 (incorporated by X
reference to Exhibit 4.1 to Duke Energy Corporation’s Current Report on Form
8-H. filed on April 4, 2014, File No. 1-32853).

>

4.2.12 Twelfth Supplemantal Indenture, dated as of November 19, 2015 (incorporated
by reference to Exhibit 4.2 to Duke Energy Corporation’s Cureent Report on Form
8-K filed on November 19, 2015, File No. 1-32853).

4213 Thirteentk Supplemental Indenture, dated as of April 18, 2018, to the indenture X
dated as of June 3, 2008, between Duke Energy Corporation and The Bank of
New York Mellon Trust Company, N.A., as Trustee (incorporated by reference to
Exhibit 4.1 fo Duke Energy Cosporation's Quarterly Report on Form 10-Q for the
quarter ended March 31, 2016 filed on May 5, 2018, File Na. 1-32853).

-

4214 Fourteenth Supplemental indentura, dated as of August 12, 2016 (incorporated
by reference to Exhibit 4.1 to registrant’s Current Report on Farm 8-K filed on
August 12, 2018, File No. 1-32853).

13 Senior Indenture between Duke Energy Carolinas, LLC and The Bank of New X
York Mellen Trust Company, N.A., as successor trustee to JPMorgan Chase Bank
{formerly known as The Chase Manhattan Bank), dated as of September 1,
1998 (incorporated by reference to Exhibit 4-0-1 to registrant's Post-Effective
Amendment No. 2 fo Registration Statement on Form S-3 filed on April 7, 1999,
File No. 333-14209},

43.1 Fifteenth Supplemental indenture, dated as of April 3, 2006 (incarporated by X
reference to Exhibit 4.4.1 to registrant’s Regisiration Statement on Farm S-3
filed on Qctober 3, 2007, File No. 333-146483-03).

43.2 Sixteenth Supplemental indenture, dated as of June 5, 2007 (incorporated by X
reference to Exhibit 4.1 registeant's Current Report on Form 8-K filed on June 6,
2007, File No, 1-4928).
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4.4

441

444

445

446

447

448

449

44.10

44.11

44.12

4413

4.4.14

4415

First and Refunding Mortgage from Duke Energy Caralinas, LLC to The Bank
of New York Mellon Trust Company, N.A., successor trustee to Guaranty Trust
Company of New York, dated as of December 1, 1927 {incorporated by
refererce to Exhibit 7{a} to registrant’s Form S-1, eifective October 15, 1947,
File No. 2-7224).

Instrument of Resignation, Appoiniment and Acceptance among Duke Energy
Carolinas, LLC, JPMorgan Chase Bank, N.A., as Trustee, and The Bank of New
York Mellon Trust Company, N.A., as Successor Trustee, dated as of September
24, 2007 (incorporated by reference to Exhibit 4.6.1 to registrant’s Registration
Statement on Form S-3 filed on October 3, 2007, File No. 333-146483).

Ninth Supplemental Indenture, dated as of February 1, 1949 (incorporated
by refererce to Exhibit 7() to registrant’s Form S-1 filed on Febsuary 3, 1949,
File No. 2-7808).

Twentieih Supplemental Indenture, dated as of June 15, 1964 {incorporated by
reference to Exhibit 4-B-20 to registrant’s Form S-1 filed on August 23, 1966,
File No. 2-25367).

Twenty-third Supplemental Indenture, dated as of February I, 1968
{incorporated by reference to Exhibit 2-B-28 to registrant's Form S-3 filed
on January 21, 1969, File No. 2-31304).

Sixtieth Supplemental Indenture, dated as of March 1, 1990 {incorporated by
reference to Exhibit 4-B-61 to registrant’s Annual Report on Form 10-K for the
year ended December 31, 1990, File No.1-4928}.

Sixty-third Supplemental Indenture, dated as of July I, 1991 (incorparated by
reference to Exhibit 4-B-64 to registrant’s Registration Statement on Form $-3
filed on February 13, 1992, File No. 33-45501).

Eighty-fourth Supplemental Indenture, dated as of March 20, 2006
{incorporated by reference to Exhibit 4.6.9 to registrant's Registration Statement
on Form S-3 filed on October 3, 2007, File No. 333-146483-D3).

Eighty-fifth Supplemental Indenture, dated as of Jaruary 10, 2008 {incorporated
by reference to Exhibit 4.1 to Duke Energy Carolinas, LLC's Current Report on
Form 8-K fied on January 11, 2008, File No.1-4928).

Eighty-seventh Supplemental Indenture, dated as of April 14, 2008
(incorporated by reference to Exhibit 4.1 to Duke Energy Carolinas, LLC's
Current Report an Farm 8-K ftled on April 15, 2008, File No.1-4928),

Eighty-eighth Supplemental Irndenture, dated as of November 7, 2D08
(incorporated by reference to Exhibit 4.1 to Duke Energy Carolinas, LLC's
Current Report or Form 8-K filed on November 20, 2008, File No.1-4928).

Ninetieth Supplemental Indenture, dated as of November 19, 2009
(incorporated by reference to Exhibit 4.1 to Duke Energy Carolinas, LLC's
Current Report on Form 8-K filed on November 19, 2009, File No.1-4928).

Ninety-first Supplemental Indenture, dated as of Juna 7, 2010 (incorporaied
by raference io Exhibit 4.1 to Duke Energy Carolinas, LLC's Current Report on
Form 8-K filed on June 7, 2010, File No.1-4928),

Ninety-third Supplemental Indenture, dated as of May 19, 2011 (incorporated
by reference to Exhibit 4.1 fo Duke Energy Carolinas, LLC's Current Report on
Form 8-K filed on May 19, 2011, File No.1-4928).

Ninety-fourth Supplemental Irdenture, dated as of December 8, 2011
(incorporated by reference to Exhibit 4.1 to Duke Energy Carolinas, LLC's
Cusvent Report on Form 8-K filed on December 8, 2011, File No.1-4928).

Ninety-fifth Supplemental Indenture, dated as of September 21, 2012
{incorporated by reference to Exhibit 4.1 to Duke Energy Carolinas, LLC's
Cusrent Report on Form &-K filed on September 21, 2012, File No.1-4928).

X
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44.16 Ninety-sixth Supplementa! Indenture, dated as of March 12, 2015, between
Duke Energy Carglinas, LLG and The Bank of New York Mellon Trust Company,
N.A., as Trustes (incorporated by reference to Exhibit 4.1 to Duke Energy
Caralinas, LLG's Current Report on Form 8-K filed on March 12, 2D15,

File No. 1-4328},

44.17 Ninety-seventh Supplementat Indenture, dated as of March 11, 2016
(incarporated by reference to Exhibit 4.1 to Duke Energy Carolinas, LLC's

Current Report on Form 8-K filed an March 11, 2018, File No. 1-4928},

44,18 Ninety-eighth Supplemental Indentuse, dated as of November 17, 2016
(incorporated by reference o Exhibit 4.1 to Duke Energy Caralinas, LLC's

Current Report on Form 8-K filed on November 17, 2018, File No. 1-4928).

45 Mortgage and Deed of Trust between Duke Energy Progress, Inc. (formerly
Carolina Pawer & Light Company} and The Bank of New York Mellon (formerly
Irving Trust Company) and Frederick G. Herbst (Tina D. Gonzalez, successar),

as Trustees, dated as of May 1, 1940,

First thraugh Fifth Supplerental Indentures thereto (Exhibit 2(b), File No.
2-64189); the Sixth through Sidy-sixth Supplemental Indentures (Exhibit 2(b)-5,
File No. 2-16210; Exhibit 2(b)-6, File No. 2-16210; Exhibit 4(b)-8, File Na.
2-19118; Exhibi 4¢h)-2, File No. 2-22439; Exhibit 4{b)-2, File No. 2-24624;
Exhibdt 2{c), File No, 2-27297; Exhibit 2{c), File No, 2-30172; Exhibit 2{c),

File No. 2-35694; Exhibit 2(c}, File No. 2-37503; Exhibit 2(c), File No. 2-39002;
Exhibit 2{c), File No. 2-41738; Exhibit 2{c}, File Na. 2-43439; Exhibit 2(c),

File No, 2-47751; Exhibit 2(c), File No. 2-49347; Exhibit 2(c), File No. 2-33113;
Exhibit 2{d), File No. 2-53113; Exhibit 2(c), File No. 2-59511; Exhibit 2(c),

File No. 2-61611; Exhibit 2(d), Fie No. 2-64183; Exhibit 2(c), File No. 2-85514;
Exhibits 2(c) and 2(d}, File No. 2-66851; Exhibits 4(b)-1, 4(b)-Z, and 4(h)-3,
File Mo. 2-81299; Exhibits 4(c)-1 through 4(c)-8, File No. 2-95505; Exhibits
4(b) through 4¢h), File No. 33-25560; Exhibits 4¢h) and 4{c}, Fite No. 33-33431;
Exhibits 4(b) and 4(c}, File No. 33-38298; Exhibits 4(h) and 4(3, Fila No,
33-42869; Exhibits 4e}-(2), File No. 33-48607; Exhibits 4(e) and 4(0,

File Mo, 33-55D60; Exhibits 4(a) and 4(f), File No. 33-60014; Exhibits 4(a) and
4(b) to Post-Effective Amendment No. 1, File No. 33-38349; Exhibit 4{g},

File No. 33-50597; Exhibit 4(e} and 4(f) o Registration Statement on Form 3-3,
File No. 33-57835, filed on February 24, 1995; Exhibit to the Current Repart on
Form 8-K filad on August 28, 1997, File No. 1-3382; Exhibit 4(k) to Registration
Statement on Farm S-3, File No. 333-69237, filed on December 18, 1398; and
Exhibit 4{c) to the Current Report on Form 8-K filed an March 19, 1999,

File No, 1-3382}.

45.1

452 Seventy-second Supplemental Indenture, dated as of September 1, 2003
(incorporated by reference to Exhibit 4 to Duke Energy Progress, In¢.'s (formesdly
Carolina Power & Light Company (d/b/a Progress Energy Carulinas, Inc.))

Current Report an Form 8-K filed on September 12, 2003, File No. 1-3382).

453 Seventy-third Supplemental Indenture, dated as of March 1, 2005 (incorporated
by reference to Exhibit 4 to Duke Energy Progress, Inc.'s (formedy Carolina
Power & Light Company {d/h/a Progress Energy Carolinas, Inc.}) Gurrent Repart

on Form 8-K filed on March 22, 2003, File No, 1-3382.

454 Seventy-fourth Supplemental Indenture, dated as of November 1, 2005
(incorporated by reference to Exhibit 4 to Duke Energy Progress, Inc.'s (formerly
Carglina Power & Light Company (d/b/a Progress Energy Caralinas, Inc.))

Current Repart on Form 8-K filed on Novamber 30, 2005, File No. 1-3382).

Seventy-fifth Supplemental Indenture, dated as of March 1, 2008 {incorporated
by reference fo Exhibit 4 to Duke Energy Progress, Inc.'s (formesdly Caralina
Power & Light Company {d/b/a Progress Energy Carolinas, Inc.)) Current Report
on Form 8-K filed on March 13, 2008, File No. 1-3382).

456 Seventy-sixth Supplemental Indenture, dated as of Janvary 1, 2009
(incorporated by reference to Exhibit 4 to Duke Energy Progress, Inc.'s (formesly
Carglina Power & Light Company (d/b/a Progress Energy Carcfinas, Inc.))

Current Renort on Form 8-K filed on January 15, 2009, File No. 1-3382).
E-5

X
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457 Seventy-seventh Supplemental Indenture, dated as of June 18, 2009 X
(incorporated by reference 1o Exhibit 4 to Duke Energy Progress, Inc.’s (formerly
Carolina Power & Light Company (d/b/a Progress Energy Carolinas, Inc.))
Current Repart on Form 8-K filed on June 23, 2009, File No. 1-3382).

458 Seventy-eighth Supplemental Indenture, dated as of September 1, 2011 X
(incorporated by reference to Exhibit 4 1o Duke Energy Progress, In.’s (formerly
Caralina Power & Light Company {d/b/a Progress Energy Carolinas, Inc.))
Current Report on Form 8-K filed on September 15, 2011, File No. 1-3382).

459 Seventy-niath Supplemental Indenture, dated as of May 1, 2012 (incorporated X
by reference to Exhibit 4 to Duke Energy Progress, Inc.’s (formerly Carolina
Power & Light Company {d/b/a Progress Energy Carotinas, Inc.)) Current Report
on Form 8-K filed on May 18, 2012, File No. 1-3382).

4510 Eightieth Supplemental Indenture, dated as of March 1, 2013 (incorporated by X
reference to Exhibit 4.1 to Duke Energy Progress, Inc.'s (formerly Carolina Power
& Light Company (d/b/a Progress Energy Carolinas, inc.)) Current Report on
Form 8-K filed on March 12, 2013, File No. 1-3382).

45.11 Eighty-second Supplemental Indenture, dated as of March 1, 2014, between the X
Company and The Bank of New York Mellon (formerly frving Trust Company) and
Tina D. Gonzalez {successor to Frederick G. Herbst) and forms of global notes
{incarporated by reference to Exhibit 4.1 to Ouke Enesgy Progress, Inc.'s Current
Report on Form 8-K filed an March 6, 2014, File No. 1-3382).

45,12 Eighty-third Supplemental Indenture, dated a3 of November 1, 2014, between X
the Company and The Bank of New York Mellon (formerly Irving Trust Company)
and Tina D. Genzalez {successor to Frederick G. Herbst) and forms of global
notes (incorporated by reference to Exhibit 4.1 to Ouke Energy Progress, Inc.'s
Current Report on Form 8-K filed on November 20, 2014, File No. 1-3382).

4.5.13 Eighty-fifth Supplemental Indenture, dated as of August 1, 2015 {incorporated X
by referenca to Exhibit 4.1 to Duke Energy Progress, LLC's Current Report on
Form 8-K filed on August 13, 20185, File No. 1-3382).

4.5.14 Eighty-sixth Supplemental Indenture, dated as of September 1, 2016 X
{incorporated by referance to Exhibit 4.1 to registrant’s Cuzrent Report on
Form 8-K filed on September 16, 2016, File No. 1-15529).

45 {ndenture (for Debt Securities) between Duke Energy Progress, Inc. (formerly X
Carolina Power & Light Company} and The Bank of New York Mellon (successor
in interest to The Chase Manhattan Bank), as Trustee (incorporated by reference
to Exhibit 4¢a) to registrant’s Current Report on Form 8-K filed on November 5,
198, File No. 1-3382).

4.7 Indeature (for [Subardinated] Debt Securities) (open erded) (incorporated by X
reference to Exhibit 4(a)(2) to Duke Energy Progress, Inc.'s {formerly Carglina
Power & Light Company {d/b/a Prograss Energy Caralinas, Inc.}) Registrafion
Statement on Farm 3-3 filed on November 18, 2008, File No. 333-155418).

18 Indenture (for First Mortgage Bonds) between Duke Energy Florida, Inc. X
(formerly Florida Power Corporation) and The Bank of New York Mellon
(as successor to Guaranty Trust Company of New York and The Florida National
Bank of Jacksanville), as Trustee, dated as of January 1, 1944 {incorporated
by reference to Exhibit B-18 to registrant's Form A-2, File No. 2-5293),

481 Seventh Supplemental Indenture (incorporated by referance to Exhibit 4(h) to X
Duke Energy Florida, Ine.'s (formesly Florida Power Corporation) Regisiration
Statement on Form S-3 filed on September 27, 1991, File No. 33-16788).

482 Eighth Supplemental Indenture (incorporated by reference to Exhibit 4(c) to X
Duke Energy Florida, Ing.'s (formexiy Florida Power Carparation} Registration
Statement on Form S-3 filed on Septemder 27, 1991, File No. 33-16788).
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483 Sixteenth Supplemental Indenture {incarporated by reference to Exhibit 4(d) to X

Duke Energy Florida, Inc.'s {formarly Florida Power Corporation) Registration

Statement on Form $-3 filzd on September 27, 1991, File No. 33-16788),
484 Twenty-ninth Supplemental indenture {incorparated by reference to Exhibit 4(c) X

to Duke Energy Florida, Inc.'s (formerly Florida Power Corporation} Registration
Statement on Form S-3 filed on September 17, 1982, File No. 2-79832).

485 Thirty-eighth Supplemental Indeniure, dated as of July 25, 1994 {incarporated X
by reference to exhibit 4(f) o Duke Energy Florida, Inc.'s (formerly Florida Power
Corporation} Registration Statement on Form S-3 filed on August 29, 1994, File
No. 33-55273).

486 Forty-first Supplemental Indenture, dated as of February 1, 2003 (incorporated X
by reference to Exhibit 4 to Duke Energy Florida, Inc.'s (formerly Duke Energy
Florida Power Corporation (d/b/a Progress Energy Florida, Inc.}) Current Report
on Form 8-K filed on February 21, 2003, File No. 1-3274).

48.7 Forty-second Supplemental Indenture, dated as of Apl 1, 2003 (incorparated X
by refesence to Exhibit 4 to Duke Energy Florida, [ng.'s (formerly Florida
Power Corporation {d/b/a Progress Energy Flarida, Inc.)) Quarterly Report on
Form 10-Q for the quarter ended fune 30, 2003 filed on August 11, 2003,
File No. 1-3274).

488 Forty-third Supplemental Indenture, dated as of November 1, 2003 . X
(incerporated by reference to Exhibit 4 to Duke Energy Florida, Inc.'s {formerly
Florida Power Carporation (d/b/a Progress Enesgy Florida, [nc.)) Current Repart
on Form 8- filed on November 21, 2003, File No. 1-3274).

489 Forty-fourth Supplemental Indenture, dated as of August 1, 2004 (incorporated X
by reference to Exhibit 4(m) to Duke Energy Florida, Inc.’s {formerly Flosida
Power Corparation (d/b/a Progress Energy Florida, Inc.)) Annual Report on
Form 10-K for the year ended December 31, 2004 filed on March 16, 2005,
File No. 1-3274).

4.8.1D Forty-sixth Supplemental [ndenture, dated as of September 1, 2007 X
(incorporated by reference to Exhibit 4 to Ouke Enesgy Florida, Inc.’s (formerly
Florida Power Carparation {d/b/a Progress Energy Florida, Inc.)) Current Report
on Form 8-K filed on September 19, 2007, File No. 1-3274),

4811 Forty-seventh Supplemental Indenture, dated as of December 1, 2007 X
{incorporated by reference to Exhibit 4 to Duke Energy Florida, Inc.'s (formerly
Flarida Power Corporation {d/b/2 Prograss Energy Florida, Inc.)) Current Report
on Form &-K filed an December 13, 2007, File Ne. 1-3274).

4812 Farty-eighth Supplemental Indenture, dated as of June 1, 2008 {incarporated X
by reference to Exhibit 4 to Duke Energy Florida, Inc.’s (formerly Florida Power
Corporatian {d/b/a Progress Energy Florida, Inc.)) Current Report on Form 8-K
filed on June 18, 2008, File No. 1-3274).

4813 Forty-ninth Supplemental Indenture, dated as of March i, 2018 (incorporated X
by reference to Exhibit 4 to Duke Energy Florida, Inc.’s Hormerly Florida Power ’
Carporation {d/b/a Progress Energy Florida, Inc.)} Current Report an Form 8-K
filed on March 25, 2010, File No. 1-3274).

4814 Fiftieth Supplemental Indenture, dated as of August 11, 2011 {incorgorated X
by reference to Exhibit 4 to Duke Energy Florida, Inc.'s {formerly Florida Power
Corporation {d/b/a Progress Energy Flarida, Inc.)} Current Report on Form 8-K
filed on August 18, 2011, File No, 1-3274),

4.8.15 Fifty-first Supplemental Indenture, dated as of November 1, 2012 (incarporated X
by reference to Exhibit 4.1 to Duke Energy Florida, Inc."s (formerly Floida Power
Corparation (d/b/a Progress Energy Florida, Inc.)) Current Report on Form 8-K
filed on November 20, 2012, File No. 1-3274).
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48.16

49

410

411

4111

4112

412

4121

4122

4123

413

4131

4.13.2

Fifty-third Supplemental Indenture, dated as of September 1, 2016
{incorporated by reference to Exhibit 4.1 to registrant’s Current Report on Form
8-K filed on September 9, 2016, File No. 1-03274).

Indenture (for Debt Secusities) between Duke Energy Florida, inc. (formerly
Flarida Power Carparation (d/b/a Progress Energy Florida, Inc.}} and The Bank of
New York Mellon Trust Company, National Association {successor in interest to
J.P Morgan Trust Company, Naticnal Association), as Trustee, dated as of
December 7, 2003 {incorporated by reference to Exhibit 4(a) to registrant's
Current Report on Form 8-K filed on December 13, 2005, File No. 1-3274),

Indenture {for [Subordinated] Debt Securities) (open ended} {incorporated by
reference to Exhibit 4(a}{2) Duke Energy Florida, Inc.'s (formerly Florida Power
Corporation (d/b/a Progress Energy Florida, Inc.)) Registration Statement on
Form S-3 filed on November 18, 2008, File No. 333-155418).

Original Indenture (Unsecured Debt Securities) between Duke Energy Ohig, Inc.
(formedy The Cincinnati Gas & Electric Company) and The Bank of New York
Mellon Trust Campany, N.A., as Successor Trustee, dated as of May 15, 1995
(incarporated by reference to Exhibit 3 to registrant’s Form 8-A filed on july 27,
1985, File No. 1-1232).

First Supplemental Indenture, dated as of June 1, 1995 (incorporated by
reference to Exhibit 4 B to Duke Energy Ohio, Inc.’s (formerly The Cincinnati Gas
& Electric Company} Quarterly Report on Fosm 10-Q for the quarter ended

June 30, 1995 filed on August 11, 1995, File No. 1-1232).

Seveath Supplemental Indenture, dated as of lune 15, 2003 (incorporated by
reference to Exhibit 4.1 to Duke Energy Qhie, Inc.'s {formerly The Cincinnati Gas
& Electric Company) Quarterly Report on Form 10-Q for the quarter ended

June 30, 2003 filed on August 13, 2003, File No. 1-1232).

Original Indenture (First Mortgage Bonds) batween Duke Energy Ohiio, Inc.
(formerly The Cincinnati Gas & Electric Company) and The Bank of New York
Mellon Trust Company, N.A., as Succassor Trustee, dated as of August 1, 1936
(incorporated by reference to an exhibit to registrant’s Registration Statement
No. 2-2374).

Fortieth Supplemental Indenture, dated as of March 23, 2009 {incorporated by
refarence to Exhibit 4.1 to Duke Energy Ohlo, Inc.'s (formerly The Cincinnati Gas
& Electric Company) Current Report on Form 8-K filed on March 24, 2009,

File No. 1-1232),

Forty-second Supplemental Indenture, dated as of September 6, 2013
(incorporated by reference to Exhibit 4.1 to Duke Energy Ohig, Inc.'s (Formerly
The Cincinnati Gas & Electric Company) Current Report on Form 8-K fifed on
September 6, 2013, File No. 1-1232).

Forty-fourth Supplemental Indenture, dated as of June 23, 2016 {incorporated
by reference to Exhibit 4.1 registrant’s Current Report on Form 8-K filed on
June 23, 2018, File No, 1-1232),

Indenture between Duke Enargy Indiana, LLC {formerly PSI Energy, Ir¢.) and The
Bank of New York Mellon Trust Company, N.A., as Successor Trustee, dated as
of November 15, 1996 (incorporated by reference to Exhibit 4(v) to registrant's
Anrnual Report on Form 10-K for the year ended Oecember 31, 1996 filed on
March 27, 1997, File No. 1-3543).

Third Supplemental Indenture, dated as of March 135, 1998 (incorporated by
reference to Exhibit 4 to Duke Energy Indiana, LLC's {formerly PSI Energy, Inc.)
Annual Report on Form 10-K for the year anded December 31, 1997 filed on
March 27, 1998, File No. 1-3543).

Eighth Supplemental Indenture, dated as of September 23, 2003 (incarporated
by reference to Exhibit 4.2 to Duke Energy Indiana, LLC’s {formerly PSI Energy,
Inc.) Quarterly Report on Form 10-Q for the quarter ended September 30, 2003
filed on November 13, 2003, File No. 1-3543).

£-38

X
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4133 Ninth Supplemental Indanture, dated as of October 21, 2005 {incorporated by X

reference to Exhibit 4.7.3 to Duke Energy Indiana, LLC's (formerly PSI Energy,

Inc.} Registration Statement on Form $-3 filed on September 29, 2010,

File No. 333-169633).
4134 Tenth Supplemental Indenture, dated as of June 9, 2006 {incorporated by X

reference to Exhibit 4.1 to Duke Energy Indiana, LLC's (formerly PSt Energy, Inc.)
Current Report on Form 8-K filed on June 15, 2006, File No, 1-3543).

4.14 Original Indenture (First Mortgage Bonds) between Duke Energy Indiana, LLC X
{formerly PS) Energy, !nc.) and Deutsche Bank National Trust Company, as
Successor Trustee, dated as of September 1, 1939 (filed as an exhibitin
File No. 70-258).

4.14.1 Tenth Supplemental Indenture, dated as of July 1, 1952 (filed as an exhibit in X
File No. 2-9687).

4142 Twenty-third Supplemental Indenture, dated as of January 1, 1977 (filed as an X
exhibit in File No. 2-57828).

4,143 Twenty-fifth Supplemental Indenture, dated as of September 1, 1978 (filed as X
an exhibit in File No. 2-62543).

4.14.4 Twenty-sixth Supplemental Indenture, dated as of September 1, 1978 {filed as X
an exhibit in File Ne. 2-62543).

4145 Thirtieth Supplemantal Indenture, dated as of August 1, 1980 {filed as an X

exhibit in File No. 2-68562).

4.14.6 Thirty-fifth Supplemental Indenture, dated as of March 30, 1984 {{iled as X
an exhibit to registrant's Annual Report on Form 10-K for the year ended
December 31, 1984, File No. 1-3543).

4147 Forty-sixih Supplemental Indenture, dated as of June 1, 1930 (filed as an X
exhibit to registrant's Arnual Report on Form 10-K for the year ended
December 31, 1991, File No, 1-3543).

4.14.8 Forty-seventh Suppfemental Indenture, dated as of July 15, 1391 (filed as X
an exhibit te registrant's Annual Report on Form 10-K for the year ended
December 31, 1991, Fite No. 1-3543).

4149 Forty-eighih Supplemental Indenture, dated as of July 15, 1592 (filed as an X
exhibit to registrant's Annual Repart on Form 10-K for the year ended
December 31, 1992, File No. 1-3543).

41410 Fifty-second Supplemental Indenture, dated as of Aprit 30, 1999 {incorporated bt
by reference to Exhibit 4 1o Duke Energy Indiana, LLC's {formerly PSI Energy,
Inc.) Quarterly Report on Form 10-Q for the quarter ended March 31, 1999 filed
on May 13, 1999, File No. 1-3543),

414.11 Fifty-seventh Supplemental Indenture, dated as of August 21, 2008 (incorporated X
by reference to Exhibit 4.1 to Duke Energy Indiana, LLC's (formerly PSI Energy,
Inc.) Current Report Form 8-K filed on August 21, 2008, File Ne. 1-3543).

41412 Fifty-eighth Supplemental Indenture, dated as of December 19, 2008 X
(incorporated by reference to Exhibit 4.8.12 to Duke Energy Indiana, LLC's
(formerly PS| Energy, Inc.) Registration Statement on Form 5-3 filed on
September 29, 2010, File No. 333-169633-02).

4,14.13 Fitty-ninth Supplemental [ndenture, dated as of March 23, 2009 {incorporated X
by reference ta Exhibit 4.1 to Duke Energy Inciana, LLC's (formerfy PS| Energy,
Inc.) Current Repart on Form 8-K filed on March 24, 2009, File No. 1-3543).

41414 Sixtieth Supplemental Indenture, dated as of June 1, 2009 (incorparated by X
reference to Exhibit 4.8.14 to Duke Energy Indiana, LLC's (formerly PSI Energy,
Ing.) Registration Statement on Form S-3 filed on September 26, 2010,
File Ne. 333-169633-02).
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4.14.15

4.14.16

41417

414.18

4.14.19

4.14.20

4.14.21

41422

4.15

416

4.17

4.18

419

420

Sixty-first Supplemental Indenture, dated as of Ociober 1, 2009 {incarporated
by reference to Exhibit 4.8.15 to Duke Energy Indiana, [LC's (formerly PS)
Energy, Inc.) Registration Statement an Form 3-3 filed on September 29, 2010,
Fila No, 333-169633-02).

Sixty-secand Supplemental Indenture, dated as of fuiy 9, 2010 (incarparated by
reference to Exhibit 4.1 to Duke Energy Indiana, LLC's {formerly PS! Energy, Inc.)
Current Report on Form 8-K filed on July 9, 2010, File No. 1-3543).

Sixty-third Supplemental Indenture, dated as of September 23, 2010
(incorporated by reference to Exhibit 4.8.17 to Duke Energy Indiana, LLC's
(formerly PSI Energy, Inc.) Registration Statement on Form -3 filed on
September 29, 2010, File No. 333-169633-02).

Sixty-fourth Supplemental Indenture, dated as of December 1, 2011
(incorporated by reference to Exhibit 4(d)(2)(xviil) to Duke Energy Indiana,
LLC's (formerly PSI Energy, Inc.) Registration Statement on Form §-3 filed on
September 30, 2013, File No. 333-191462-03).

Sixty-fifth Supplemental Indenture, dated as of March 15, 2012 (incorporated
by reference to Exhibit 4.1 to Duke Energy Indiana, LLC's {formerly PS! Energy,
Inc.} Current Report an Form 8-K filed on March 15, 2012, File No. 1-3543}.

Sixty-sixth Supplemental indenture, dated as of July £1, 2013 {incorporated by
reference to Exhibit 4.1 to Duke Energy Indiana, LLC's (formerly PSI Energy, Inc.)
Current Report oa Form 8-K filed on July 11, 2013, File No. 1-3543),

Sixty-sevanth Supplemental [ndenture, dated as of January 1, 2016, betwean
Duke Energy Indtana, Inc. and Deutsche Bank National Trust Company, as
Trustee, supplementing and amending the Indenture of Mortgage or Deed

of Trust, dated September 1, 1939, between Duke Energy Indiana, Inc. and
Deuische Bank National Trust Company, as Trustee (incorporated by reference
{o Exhibit 4.2 to Duke Energy Indiana, LLC's (formerly PSI Energy, Inc.)
Quarterly Report on Form 10-Q for the quarter ended March 31, 2016 filed

on May 5, 2016, File No. 1-3543).

Sixty-eighth Supplemental Indenture, dated as of May 12, 2016 {incorporated
by reference to Exhibit 4.1 to registrant's Current Report on Form 8-K filed on
May 12, 2016, File No. 1-3543}.

Repayment Agreement betwaen Duke Energy Qhio, Inc. {formesly The Cincinnati
Gas & Electric Company) and The Dayton Power and Light Company, dated as of
December 23, 1992, (filed with registrant’s Anrual Report on Form 10-K for the
year ended Oecember 31, 1992, File No. 1-1232).

Unsecured Prornissory Note batwean Duke Energy Indiana, LLC (formery PSI
Energy, Inc.) and the Rural Utifities Service, dated as of October 14, 1998
{incorporated by reference to Exhibit 4 to registrant’s Annual Report on Form E0-K
for the year ended December 31, 1998 filed on March 8, 1999, File No. 1-3543).

6.302% Subordinated Note between Duke Enargy Indiana, LLC {formerly PSI
Energy, Inc.) and Cinergy Corp., dated as of February 5, 2003 (incorporated by
reference to Exhibit 4(yyy) to registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2003 filed on May 12,2003, File No. 1-3543),

6.403% Subordinated Note between Duke Energy Indiana, LLC {formerly PS
Energy, Inc.) and Cinergy Corp., dated as of February 5, 2003 (incorporated by
reference to Exhibit 4(2z2) to registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2003 filed on May 12, 2003, File No. 1-3543),

Form of Duke Energy InferNote (Fixed Rate), dated as of November 13, 2012 X
{incarporated by reference to Exhibit 4.1 to Duke Energy Corporation's Current
Report on Form 8-K filed on November 14, 2012, File No. 1-32853).

Form of Duke Energy InterNote (Floating Rate}, dated as of November 13, 2012 X
(incarperated by reference to Exhibit 4.2 te Duke Energy Corporation's Current
Report on Form 8-K filed on November 14, 2012, File No. 1-32853).

E-10

X
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421 Contingent Value Obligation Agreement between Prograss Energy, Inc. {ormerly X

CPZL Energy, Inc.) and The Chass Manhattan Bank, as Trustee, dated as of

November 30, 200¢ (incozporated by reference to Exhibit 4.1 {o registrant's

Current Report on Form 8- filed on December 1, 2000, File No. 1-3382).
10.1 Purchase and Sale Agreement hetween Duke Energy Americas, LLCand LSPBay X X

1 Harbor Holding, LLC, dated as of January 8, 2006 (incorporated by reference

fo Exhibit 10.2 ta registrant's Quarterly Report on Farm 10-Q for the quarter

ended March 31, 2006 filed ap May 10, 2006, File No. 1-32853).
10.1.1 Amendment to Purchase and Sale Agreement between Duke Energy Americas, X X

LLC, LS Power Generation, LLC (formerly LSP Bay Il Harbor Holding, LLC), LSP
Gen Finance Ca, LLC, LSP South Bay Holdings, LLC, LSP Oakland Holdings, LLC,
and LSF Morro Bay Holdings, LLC, dated as of May 4, 2006 {incorporated by
reference to Exhibit 10.2.1 to registrant's Quarterly Report on Form 10-Q for the
quarter ended March 31, 2006 filed on May 10, 2008, File No.1-32853).

10.2%* Directors’ Charitable Giving Program (incorporated by referance to Exhibit 10-P X
fo Duke Energy Caralinas, LLC's Annual Report an Form 10-K for lhe year eaded
Decemier 31, 1992, File No. 1-4528).

10.2.1**  Amendment to Directors’ Charitable Giving Program, dated as of June 18, 1997 X
{incarporated by reference to Exhibit 1-1.1 to Duke Energy Carolinas, LLC's
Annuai Report on Form 10-K for the year ended December 31, 2003 filed on
March 15, 2004, File No. 1-4928).

10.2.2**  Amendment 1o Directors’ Charitable Giving Program, dated as of July 28, 1997 X
{incorporated by reference to Exhibit 10-1.2 fo Duke Energy Carglinas, LLC's
Annuaf Report on Farm 10-K for the year ended December 31, 2003 filed on
March 15, 2004, File No. 1-4928).

10.2.3**  Amendment to Dizectors’ Charitable Giving Program, dated as of February 18, X
1998 {incorporated by reference to Exhibit 10-1.3 ta Duke Energy Carolinas,
LLC’s Anaual Repart on Form 10-K for the year ended December 31, 2003 filed
on March 15, 2004, File No. 1-4528).

=

10.3 Agreements with Piedmont Electric Membership Corparation, Rutherford Electric
Membership Carparation and Blue Ridge Electric Membership Corporation
to provide wholesale electricity and related power scheduling services from
September 1, 2006 through December 31, 2021 (incorporated by reference to
Exhibit 10.15 to Duke Enetgy Corporation's Quarterly Report an Form 10-Q for
the quarter ended June 30, 2006 filed on August 9, 2006, File No. 1-32853).

104 Asset Purchase Agreement between Saluda River Electric Cocperative, Inc,, as X
Seller, and Duke Energy Carolinas, LLC, as Purchaser, dated as of December 20,
2006 {incorparated by reference to Exhibit 10.1 to registrant’s Cusrent Repart on
Form 8-K filed or December 27, 2008, File No. 1-4928).

10.5 Settlement between Duke Energy Corporation, Duke Energy Carofinas, LLC X
and the U.S. Department of Justice resolving Duke Energy’s used nuclear fuel
litigation against the U.S. Department of Energy, dated as of March 6, 2007
(incorparated by reference to lfem 8.01 ta registrant’s Current Report or
Form 8-K filed on March 12, 2007, File No. 1-4928).

10.6 Engineering, Procurement and Construction Agreement between Duke Energy X
Carclinas, LLC and Stone & Webster National Engineering PC., dated as of
July 11, 2007 (incorporated by reference to Exhibit 10.1 to registrant’s Quarterly
Repart an Form 10-Q for the quarter ended September 30, 2007, filed on
November 12, 2007, File No. 1-4528). (Partions of the exhibit hava been omitted
and filed separately with the Securities and Exchange Commission pursvant te
a request for confidential treatment purswant to Rule 24b-2 under ihe Securities
Exchange Act of 1934, as amended.)

E-11
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10.7

10.8

109

10.10

10.11

10,12

10.13

10.14

10.15

10.16

Amended and Restated Engineering, Procurement and Construction Agreement
between Duke Energy Caralinas, LLC and Stone & Webster National Engineering
PC., dated as of February 20, 2008 (incorporated by reference to Exhibit 10.1

1o registrant’s Quarterly Report on Form 10-Q for the quarter ended March 31,
2008, filed on May 14, 2008, File No. 1-4928). {Portions of the exhibit have
been omitled and filed separately with the Securities and Exchange Commissicn
purseant te a request for confidential ireatment purswant to Rule 24b-2 under
the Securities Exchange Act of 1934, as amended.)

Asset Puichase Agreement between Cinergy Capital & Trading, Inc. {Capiial &
Trading}, CinCap Madisor, LLC and Duke Energy Indiana, LLC (formerly PSI
Energy, Inc.), dated as af Febreary 5, 2003 (incorporated by reference to
Exhibit 10(tD) to registrant’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2003 filed on May £2, 2003, File No. 1-3543).

Amended and Restated Engineering and Construction Agreement between Duke
Energy Carolinas, LLC and Shaw North Caraling, Inc., dated as of December 21,
2009 (incarparated by referance to ltem 1.01 to registrant's Current Report on
Form 8-K filed on December 28, 2009, Filz No. 1-4928).

Asset Purchase Agreement between Capital & Trading, CinCap VIE, LLC and Duke
Energy Indiana, LLC {formerly PSI Energy, Inc.}, dated as of February 3, 2003
(incarporated by reference to Exhibit 10¢uu) to registrant’s Quarterly Report on
Form 10-Q for the quarter ended March 31, 2003 filed on May 12, 2003, File
No. 1-3543).

Asset Purchase Agreement between Duke Energy Indiana, LLC {fermerly PSI
Energy, Inc.) and Duke Energy Chio, Inc. (formerly The Cincinnati Gas & Electric
Company) and Allegheny Energy Supply Company, LLG, Allegheny Energy Supply
Wheatland Generating Facility, LLC and Lake Acquisition Company, L.L.C., dated
as of May 6, 2005 (incarporated by reference to registrant's Quarterly Report
on Form 10-Q for the quarter ended June 30, 2005 filed an August 4, 2005,

File No. 1-1232).

Assat Purchase Agreement between Duke Energy Irdiana, LLC (formerly PSI
Energy, Inc.) and CG&E and Atlegheny Energy Supply Company, LLC, Allegheny
Energy Supply Wheatland Generating Facility, LLC and Lake Acquisition
Company, L.L.C., dated as of May 6, 2005 (incarporated by reference to
Exhibit 10(kkkk) to registrant's Quarterly Report an Form 10-Q far the quarter
ended fune 30, 2005 filed on August 4, 2005, File No. 1-3543).

Keepwell Agreement between Duke Capital LLC and Duke Energy Ghia, Inc.
(farmerly The Cincinnati Gas & Electric Company), dated as of April 10, 2006
(incomporated by reference to Exhibit 10.1 ta registrant’s Cugrent Repart on
Form 8-K filed on April 14, 20086, File No. 1-1232).

Agreements between Piedmont Electric Membership Corporation, Rutherford
Electric Membership Corporation and Blue Ridge Electric Membership Comoration
to provide wholesale electricity and related power scheduling services from
September 1, 2006 through December 31, 2021 (incorporated by reference to
Exhibit 10.15 to Duke Energy Corporation’s Quarterly Repart on Form 1D-Q for the
quarter ended June 30, 2006 filed on August 9, 2008, File No, 1-32853).

Asset Purchase Agreement betwean Duke Energy Indiana, LLC, {formerly PSI
Energy, Inc.), as Seller, and Wahash Valley Power Association, Inc., as Buyer,
dated as of December 1, 2006 {incorporated by referance to Exhibit 10.1 to
registrant's Current Report on Farm 8-X filed on December 7, 2006, File No.
1-3543).

Purchase and Sale Agreement between Cinergy Capital & Trading, Inc., as Seller,
and Fortis Bank, S.A./N.Y,, as Buyer, dated as of June 26, 2008 (incarparated by
reference to Exhibit 10.1 to Duke Energy Carporation’s Cusrent Report on Form
8-K filed on June 30, 2008, File No. 1-32853).

X

X

X
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10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24**

10.25

Enginearing, Procurement and Construction Management Agreement between
Duke Energy Indiana, LLC {formerly PS| Energy, Inc.) and Bechtel Power
Corporation, dated as of December 15, 2008 (incorparated by reference io
Exhibit 10.16 to registrant's Annual Report on Form L0-K for the year ended
December 31, 2008, filed on March 13, 2009, File No. 1-3543). (Portions of the
exhibit have been omitted and filed separately with the Securities and Exchange
Commission pursuant to a request for confideniial ireatment pursuant to Rule
24b-2 under the Securities Exchange Act of 1934, as amended.)

Formation aad Sale Agreement between Duke VYentures, LLC, Crescent Resources, X
LLC, Morgan 3tanley Real Estate Fund V U.S. L.F, Morgan Stanley Real Estate

Fund V Special U.S., L.P, Morgan Sianley Real Esiate [nvestors VU.S,, LP, MSP

Real Estate Fund ¥, L.F, and Morgan Stanley Strategic Investments, Inc., dated as

of Seplember 7, 2006 (incorporated by reference to Exhibit 10.3 to Duke Energy
Corporation's Quarterly Report on Form 10-Q for the quarter ended September 30,

2006 filed on November 9, 2006, File No. 1-32853).

Engineering, Procurement and Construction Agreement between Duke Energy X
Carolinas, LLC and Stone & Webster National Engineering PC., dated as of July

11, 2007 (incorposated by reference to Exhibit 10.2 to Duke Energy Corporation's
Quarterly Report on Form 10-( for the quarter ended September 30,

2007 {iled on November 9, 2007, Fite No. 1-32853). (Portions of the exhibit have

been omitted and filed separately with the Secusities and Exchange Commissicn
pursuant to a request for confidential treatment pursuant to Rule 24h-2 under

the Securities Exchange Act of 1934, as amended.)

Amended and Restated Engineering, Procurement and Construction Agreement X
between Duke Energy Carolinas, LLC and Stone & Webster National Engineering

PC., dated as of February 20, 2008, (incorperated by reference to Exhibit 10,1

1o Quke Energy Comoration’s Guarterly Report on Form 10-Q for the quarter

ended March 31, 2008, filed on May 9, 2008, File No. 1-32853). (Portions of the
exhibit have been amitted and filed separately with the Securities and Exchange
Commission pursuant to a request for confidential treatment pursuant to Rule

24b-2 under the Securities Exchange Act of £934, as amended.)

Agreement and Plan of Merger between DEGS Wird 1, LLC, DEGS Wind Vermont, X
Inc., Catamount Energy Cosporation, dated as of june 25, 2008 {incorporated

by reference to Exhibit 10.2 to Duke Energy Corporation’s Quarterly Report

on Form 10-0Q for the quarter ended June 30, 2008 filed on August 11, 2008,

File No. 1-32853).

Amended and Restated Engineering and Construction Agreement between Duke X
Energy Carolinas, LLC and Shaw North Carolina, Inc., dated as of December 21,

2009 (incorporated by reference to Exhibit 10.41 to Duke Energy Corporation's

Annual Report on Form 10-X for the year ended December 31, 2009 filed on

February 26, 2010, File No.1-32853).

Operating Agreement of Pioneer Transmission, LLC (incorporated by reference X
to Exhibit 10.1 to Duke Energy Corporation’s Quarterly Report on Form 10-G

for the quarter ended September 30, 2008 filed on November 7, 2008,

File No. 1-32853).

Amended and Restated Duke Energy Comporation Directors' Saving Plan, X
dated as of January 1, 2014 (incorporated by reference to Exhibit 10.32 to

Duke Energy Corporation’s Annual Report on Form 10-K for the year ended

December 31, 2013 filed on February 28, 2014, File No. 1-32853).

Engineering, Procurement and Construction Management Agreement between X
Duke Energy Indiana, LLC (formeely PSI Energy, Iac.) and Bachtel Powsr

Carparation, dated as of December 15, 2008 (incorpozated by reference ta ltem

1.01 ta registrant’s Current Report on Form 8-K filed on December 19, 2008,

File Nos. 1-32853 and 1-3543). {Portions of the exhibit have been omitted and

filed separately with the Securities and Exchange Commission pursuant to a

request for conifidential treatment pursuant to Rule 24b-2 under the Securities
Exchange Act of 1934, as amended.)
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Duke Duke Duke
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Duke Duke
Emergy  Energy
Ohic  Indiana

10.26

10.27**

10.28

10.28.1

i0.28.2

10.29%*

10.29.1**

18.30**

18.31%*

10.32%*

Amendad and Restated Engineering and Censtruction Agreement hetwesn X
Buke Energy Carolinas, LLC and Shaw North Caralina, Inc., dated as of March 8,

2010 (incorparated by reference to Exhibit 10.1 to registrant's Quarterly Report

on Form 10-Q for the quarter endad March 31, 2010 filed on May 7, 2810,

File Nos. 1-32853 and 1-4928).

Duke Energy Carporation Executive Severance Plan {incarporated by reference X
to Exhibit 10.1 to registrant’s Curvent Report on Farm 8-K filed on January 10,
2011, File No. 1-32853}.

$6,000,000,000 Five-Year Credit Agreemant between Duke Energy Cozporaticn, X
Duke Energy Carolinas, LLC, Duke Energy Ohio, Inc., Duke Energy Indiana,
LLC, Duke Energy Kentucky, Inc., Carolina Pewer and Light Company d/b/a
Duke Energy Progress, Ing. and Flosida Power Corporation, d/b/a Duke Energy
Florida, Inc., as Barrowers, the lenders listed therein, Wells Fargo Bank,
National Asscciation, as Administrative Agent, Bank of America, N.A. and
The Rayal Bank of Scatland pic, as Co-Syndication Agents and Bank of China,
New York Branch, Barclays Bank PLC, Citibank, N.A., Credit Suisse AG,
Cayman stands Branch, ndustrial and Commercial Bank of China Limited,
Mew York Branch, JPMorgan Chase Bank, N.A. and UBS Securities LLC, as
Co-Documentation Agents, dated as of Novembar 18, 2011 {incorporated by
reference to Exhibit 10.1 to registrant's Current Report on Form 8-K filed an
November 25, 2011, File Nos. 1-32853, 1-4928, 1-1232 and 1-3543),

Amendment No. 1 and Consent between Duke Energy Corparation, Duke Energy X
Carolinas, LLG, Duke Energy Qhio, Inc., Duke Energy Indiana, LLC, Duke Energy
Kentuchy, Inc., Duke Energy Progress, Inc., Duke Energy Florida, Inc., and Wells

Fargo Bank, National Association, dated as of December 18, 2013 (incorporated

by reference to Exhibit 10.1 to registrant's Gurrent Report on Form 8-K filed on
Dacember 23, 2013, Fila Nos. 1-32853, 1-4928, 1-3382, 1-3274, 1-1232

and §-3543).

Amendment No. 2 and Consent between Duke Energy Corporation, Duke Energy X
Caralinas, LLC, Duke Energy Qhio, Inc., Duke Energy Indiana, LLC, Duke Energy
Kentucky, Inc., Duke Energy Progress, Inc., and Duke Energy Florida, Ing., the

Lenders party hereto, the isswing Lenders parly hereto, Wells Fargo Bank,

Nationa) Association, as Administrative Agent and Swingline Lender, dated as

of January 30, 2015 {incorporaied by reference to Exhibit 10.1 of registrant's

Current Report on Form 8-K filed on February 5, 2015, File Nos. 1-32853,

1-4928, 1-1232, 1-3543, 1-3382 and 1-3274).

Duke Energy Corporation 2010 Long-Tesm Incentive Plan {incomorated by X
reference to Appendix A fo registrant's Form DEF 14A filed on March 22, 2010,
File No. 1-32853).

Amendment to Duke Energy Corparation 2010 Long-Term [nceative Plan X
{incorporated by reference to Exhibit 10.3 to registrant’s Quarterly Report

on Form 10-Q for the quarter ended June 30, 2012 filed on August 8, 2012,

File No. 1-32853).

Duke Energy Corporation 2015 Long-Term Incentive Plan {incorporated by X
reference to Appendix A fo registrant’s DEF 144 fited on March 26, 2015,
File No. 1-32853).

Form of Restricted Stock Unit Award Agreement of Duke Energy Corporation X
under the Duke Energy Corporation 2015 Long-Tarm Incentive Plan (incorporated

by reference to Exhibit 10.1 ta registrant’s Current Report on Form 8-K filed an

May 12, 2015, File No. 1-32853).

Form of Performance Award Agreement of Duke Energy Corparation under X
the Duke Energy Corparation 2015 Long-Term Incentive Flan (incosporated by
reference to Exhibit 10.2 1o registrant’s Current Report on Form 8-K filed an

May 12, 2015, File No. 1-32853).
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Duke Duke Duke Duke Duke
Duke Energy Progress Energy Energy  Energy  Energy
Energy  Carolinas Energy  Progress Florida Ohio  Indiana

10.33*=*

10.34**

10.35

10.36

10.37%*

10.38%*

10.39

10.40

10.41

10.42

10.43%*

Form of Performance Award Agreement of Duke Energy Coporation under
the Duke Energy Corporation 2015 Lang-Term Incentive Plan (fncorporated by
reference ta Exhibit 10.1 ta regjstrant's Current Report on Form 8-K filed on
February 18, 2016, File No. 1-32853).

Form of Restricted Stock Unit Award Agreement of Quke Energy Corporation
under the Duke Energy Corporation 2015 Long-Term Incentive Plan {incorparated
by reference to Exhibit 10.2 fo registrant's Current Report on Form 8-K filed an
February 18, 2016, File No. 1-32853).

Settlement Agreement between Duke Energy Corporation, the North Carolina
Utilities Commission Staff and the North Carelina Public Staff, dated as of

November 28, 2012 (incorporated by reference to Exhibit 10.1 to registrant’s
Current Report an Form 8-K filed on November 29, 2012, File Na. 1-32853).

Settlement Agreement between Duke Energy Carporation and the North Caolina
Attorney General, dated as of December 3, 2012 (incorporated by reference ftem
7.01 to registrant's Current Report on Form 8-K filed an December 3, 2012, File
No. 1-32853).

Form of Change-in-Contsot Agreement (incorporated by reference to Exhibit
10.58 to Duke Energy Corporation’s Annual Report on Form 10-K for the year
ended December 31, 2012 filed on March 1, 2013, File No. 1-32853),

Amended and Restated Duke Energy Corparation Executive Cash Balance
Plan, dated asof January 1, 2014 {incarporated by reference to Exhibit 10,52
to Duke Energy Corporation’s Annwal Report on Fosm 10-K for the year ended
December 31, 2013 filed on February 28, 2014, File No. 1-32852).

Purchase, Construction and Ownership Agreement, dated as of July 30, 1981,
between Duke Energy Progress, Inc. (formerly Carolina Power & Light Campany)
and Narth Caralina Municipal Power Agency Number 3 and Exhibits, together
with resolution, dated as of December 16, 1981, changing name to North
Carolina Eastern Municipal Power Agency, amending letter, dated as of February
18, 1982, and amendment, dated as of February 24, 1982 (incorparated by
reference to Exhibit 10{a) to registrant's File No. 33-25560).

Operating and Fuel Agreement, dated as of July 30, 1981, hetween Duke Energy
Progress, Inc. (formesly Carolina Power & Light Company} and North Carolina
Municipal Power Agency Number 3 and Exhibits, together with resolution, dated
as of December 16, 1981, changing name to North Carolina Eastern Municipal
Power Agency, amending letters, dated as of August 21, 1981 and December
15, 1981, and amendment, dated as of February 24, 1982 {incosporated by
reference to Exhibit 10{b} to registrant’s File No. 33-25560).

Power Coordination Agreement, dated as of July 30, 1981, between Duke Energy
Progress, Inc. (formerly Caralina Power & Light Company) and North Carolina
Municipal Power Agency Number 3 and Exhibits, together with resolution, dated
as of December 16, 1981, changing name to North Caralina Eastern Municipal
Power Agency and amending letter, dated as of January 29, 1982 {incorporated
by reference fo Exhibit 10{c) to registrant's File No. 33-25560).

Amendment, dated as of December 16, 1982, to Purchasa, Construction

and Ownership Agreement, dated as of July 30, 1981, between Duke Energy
Progress, Inc. (formerly Caralina Pawer & Light Company) and North Carcfina
Eastern Municipal Pawer Agency (incorporated by reference to Exhibit 10(d) to
registrant’s File No. 33-25560).,

Progress Energy, Inc. 2007 Equity Incentive Plan {incorporated by reference
to Exhibit C to registrant's Form DEF 14A filed on March 30, 2007,
File No. 1-15929),

X
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Duke Duke Ouke
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10.44%*

10.45%*

10.46

10.47

10.48**

10.48,5**

10.49**

10.50%*

1051

Form of Latter Agreement executed by certain officers of Progress Energy, Inc., X
waiving certain rights under Progress Energy, Inc.'s Management Change-in-

Control Plan and their employment agreements, dated as of January 8, 2011

(incorparated by reference to Exhibit 10.1 to registrant's Current Report on

Form 8-K filed on January 8, 2011, File No, 1-15929).

Progress Energy, Inc. Management Change-in-Contral Plan, Amended and X X
Restated, effective July 13, 2011 {incorporated by reference to Exhibit 10(d) to

registrant’s Quarlerly Report on Form 10-Q for the quarter ended September 30,

2011 filed on Navember 8, 2011, File Nos. 1-15929, 1-3382 and 1-3274).

Pracedent and Refated Agreements between Ouke Energy Florida, Inc. {formerly X
Florida Power Corporation d/b/a Progress Energy Florida, Inc. (“PEF™)), Southern
Natural Gas Company, Flarida Gas Transmission Company (“FGT"), and BG LNG
Services, LLC ("BG"), including: a) Precedent Agreement between Southern
Natural Gas Company and PEF, dated as of December 2, 2004,

b) Gas Sale and Purchase Cantract between BG and PEF, dated as of December
1, 2004; ¢ Interim Firm Transportation Service Agreement by and between FGT
and PEF, dated as of December 2, 2004; d) Letter Agreement hetween FGT and
PEF, dated as of December 2, 2004 and Firm Transportation Service Agreement
between FGT and PEF e be entered into upon satisfaction of certain conditions
precedent; ¢) Discount Agreement between FGT and PEF, dated as of December
2, 2004; f) Amendment to Gas Sale and Purchase Contract between BG and
PEF, dated as of January 28, 2005; and

g) Letter Agreement between FGT and PEF, dated as of January 31, 2005
(incorporated by reference fo Exhibit 10.1 to registrant’s Current Report on Form
8-K/A filed on Masch 15, 2005, File Nos. 1-1592% and 1-3274). (Porfions of the
exhihit have been omitted and filed separately with the Securities and Exchange
Commission pursuant to a request for confidential treatmant pursuant to Rule
24h-2 under the Securities Exchange Act of 1934, as amended.)

Engineering, Procurement and Construction Agreement between Duke Energy X
Flosida, Inc. tformerly Florida Power Corporation d/b/a/ Progress Energy Florida,

Inc.), as owner, and a consortium consisting of Westinghouse Electric Company

LLC and Stone & Webster, Inc., as contractor, for a two-unit AP10OD Nuglear

Power Piant, dated as of December 31, 2008 (incorperated by reference to

Exhibit 10.1 to registrant’s Curvent Report on Form 8-K filed an March 2, 2009,

File Nos. 1-15929 and 1-3274). (Portions of the exhibit have been omitted and

filed separately with the Securities and Exchange Commission pursuant to a

request for confidential treatment pursuant o Rule 24b-2 under the Securities

Exchange Act of 1934, as amended.)

Employment Agreement between Duke Energy Corporation and 1ynn J. Good, X
dated as of June 17, 2013 {incorporated by reference to Exhihit 10.1 to

Duke Energy Corporation's Current Repart on Form 8-K filed on June 18,

2013, File No. 1-32853}.

Amendment to Employment Agreement between Duke Erergy Corporation and X
Lynn J. Good, dated as of June 25, 2015 {incorporated by reference to Exhibit

10.1 fo Duke Energy Corporation's Current Report on Farm 8-K filed on june 29,

2015, File No. 1-32853).

Duke Energy Corporation Executive Short-Term Incentive Plan, effective X
February 25, 2013 {incorporated by reference to Exhibit 10.1 to Duke Enery
Corporation’s Current Report an Form 8-K filed on May 7, 2013, File No. 1-32853).

Duke Energy Corporation 2016 Director Compensation Program Summary X
(incorporated by reference to Exhibit 10.55 to Duke Energy Corporation's

Annual Report an Form 10-K for the year ended December 31, 2015 filed on

February 25, 2016, File No. 1-32853).

Amended and Restated Duke Energy Corporation Executive Savings Plan, X
dated as of January 1, 2014 (incorporated by reference to Exhibit 10.82 to

Duke Energy Carporation’s Annual Report on Form 10-K for the year ended

December 31, 2013 filed on February 28, 2014, File No. 1-32853).
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10.52

1D.53

18.54

10.55

10.56

10.57

10.58

10.59

10.6D

10.61**

Agreement between Duke Energy SAM, LLC, Duke Energy Ohlo, Inc., Duke Energy X
Commercial Enterprise, inc. and Dynegy Resource |, LLC, dated as of August 21,

2014 {incorporated by reference ta Exhibit 10.61 to Duke Energy Corporation’s

Annual Report on Form 10-K for the year ended December 31, 2014 filed on

March 2, 2015, File No. 132853},

Asset Purchase Agreement between Duke Energy Progress, Inc. and North X X
Caralina Eastern Municipal Power Agency, dated as of September 5, 2014

(incorporated by reference to Exhibit 10.62 to Duke Energy Corporation’s Annual

Report an Form 10-K for the year ended December 31, 2014 filed on March 2,

2015, File No. 1-32853).

Change in Control Agreement between Duke Energy Corporation and Lloyd M. X
Yates, dated as of April 30, 2014 {incorporated by reference to Exhibit 10.1 to

Duke Energy Corporation's Cuirent Report on Form 8-K filed on May &, 2014,

File No. 1-32853).

Accelerated Stock Repurchase Program executed by Goldman, Sachs & Co., X
and JPMargan Chase Bank, N.A. an Aprit 6, 2015, under an agreement with

Duke Energy Corporation (incorporated by reference to Exfibit 10,1 to Duke

Energy Corporation's Current Repart on Farm 8-K filed on April 6, 2015,

File No. 1-32853).

Plea Agreement between Duke Energy Corporation and the Court of the Eastern X
District of North Caralina in connection with the May 14, 2015, Dan River

Grand Jury Settlement {incarporated by reference to Exhibit 10.3 to Duke Energy
Corporation's Quartesly Report on Farm 10-Q for the quarter ended June 30,

2015, filed on August 7, 2015, File No. 1-32853}.

Piea Agreement between Duke Energy Cosporation and the Court of the Eastern X
District of Narth Caralina in connection with the May 14, 2015, Dan River

Grand Jury Setflement (incorporated by reference to Exhibit 10.4 to Duke Energy
Corporation's Quarterly Report on Form 10-Q for the quarter ended June 30,

2015 filed on August 7, 2015, File No. 1-32853).

$1,500,000,000 Amended and Restated Term Loan Agreement among Duke X
Energy Corporation, as Bomower, the Lenders listed therain, The Bank of Tokyo-
Mitsubishi UF), Ltd., as Administrative Agent, and The Bank of Tokyo-Mitsubishi

UFJ, Ltd., Santander Bank, N.A. and TD Bank, N.A., as Joint Lead Arrangers

and Bookrunners, dated as of August 1, 2018 (incorporated by reference to

Exhibit 10.1 to Duke Energy Corporation’s Quarterly Report on Form 10-Q for

the quarter ended June 30,2018 filed on Avgust 4, 2016, File No. 1-32853).

Purchase and Sale Agreement by and ameng Duke Energy Intesnational Group X
S.4r1., Duke Energy International Brazil Holdings S..r.l, and China Three Gorges
(Luxembourg) Energy S.a.r., dated as of October 10, 2016 (incorporated by

reference to Exhibit 2.1 to registrant’s Current Repert an Form 8-K fied on

October 13, 2016, File No. 1-32853).

Purchase and Sale Agreement by and among Duke Enargy Brazil Holdings X
II, C.V.,, Duke Energy International Uruguay Investments SRL, Duke Energy

[nternational Group S.4.r.)., Duke Energy International Espafia Holdings SL,

Duke Energy Iaternationat Invesiments No. 2 Ltd., ISQ Enerfam Aggregator, L.P,

and Enerlam (UK) Holdings Ltd., dated as of October 10, 2016 (incorporated

by reference to Exhibit 2.2. ta registrant’s Current Report on Form 8-K filed on

Qctaber 13, 20186, File No. 1-32853).

Amended and Resiated Employment Agreement, dated May 25, 2012, between X
Piedmant Natural Gas Company, Inc. and franklin H. Yoho (incorporated by

reference to Exhibits 10.12 and 10.13 fo registrant’s Annual Report on

Farm 10-K for the ysar ended October 31, 2015 filed on December 23, 2015,

File No. 1-06196).
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10.62**  Severance Agreements with Thomas E. Skains and Franklin H. Yoho, dated X
September 4, 2007 (incorporate by reference fo Exhibits 10.2 and 10.3,
respactively, fo registrant's Annual Report on Form 10-K for the year ended
October 31, 2015 filed on December 23, 2015, File No. 1-061963.
10.63**  Piedmont Natural Gas Campany, Inc. Defined Contribution Restoration Plan, X
dated as of December 8, 2008, effactive Janyary 1, 2009 {incorporated by
reference to Exhibit 10.2 to registrant’s Quarterly Report on Form 10-Q for the
quarter ended January 31, 2009 filed on March 9, 2009, File No. 1-06196.
10.63.1**  Instrument of Amendment for Piedmont Natural Gas Company, Inc. Defined X
Contribution Restoration Plan, dated as of January 23, 2012, by Piedmaont
Natural Gas Company, Inc. (incorporated by reference to Exhibit 10.1 to
registrant's Quarterly Report on Form 10-Q for the quarter ended January 31,
2012 filed on March 9, 2012, File No, 1-06196),
*10.63.2** Instrument of Second Amendment for Piedmont Natural Gas Company, inc. X
Defined Contribution Restaration Pfan, dated Seplember 15, 2016.
*10.64**  Piedmaont Natural Gas Company, [ng. Incentive Cempensation Plan, X
10.64.5**  First Amendment to Piedmont Natural Gas Campany, Inc. Incentive Compensation X
Plan (incorporated by reference to Exhibit 4.2 to registrant’s Registration
Statement on Form S-8 filed on October 3, 2018, File No. 1-32853).
10.65**  Form of Periormance Unit Award Agreement (incorporated by reference to X
Exhibit 10.4 to registrant's Quarterly Report on Form 10-Q for the quarier ended
January 31, 2016 filed on March 9, 2016, File No, 1-06196).
*10.66** Waiver of Certain Rights to Terminate for Good Reason between Duke Energy X
Corporation and Franklin H. Yoho,
*10.67**  Notice of Non-Renewal of Employment Agreement between Duke Energy X
Corporation and Frankiin H. Yoho.
*10.68**  Retention Award Agreement, dated as of Octaber 24, 2015, betwean Duke X
Energy Corporation and Franklin H. Yoho.
10.69 Confirmation of Forward Sale Transaction, dated as of Masch 1, 2016, hetwaen X
Duke Energy Corporation and Barclays Capital Inc. {incorporated by referenced
to Exhibit 10.1 to registrant’s Current Repert on Form 8-K filed on March 7,
2018, File No. 1-32853).
10.69.1 Additional Confirmation of Forward Sate Transaction, dated as of March 2, X
2016, between Duke Energy Corperation and Barclays Capital Inc. (incorporated
by reference to Exhibit 10.2 to registrant’s Current Report on Form 8-K filed on
March 7, 2016, File No, 1-32853).
*12.1 Camputation of Ratio of Eamings to Fixed Charges — DUKE ENERGY CORPORATION X
*12.2 Computation of Ratio of Earnings to Fixed Charges — DUKE ENERGY CAROLENAS, LLC X
*j23 Camputation of Ratio of Earnings to Fixed Charges — PROGRESS ENERGY, INC. X
*iz4 Computation of Ratio of Earnings to Fixed Charges —~ DUKE ENERGY PROGRESS, LLC X
*12.5 Computation of Ratic of Earnings to Fixed Charges — DUKE ENERGY FLORIDA, LLC X
*12.6 Computation of Ratio of Earnings to Fixed Charges — DUKE ENERGY OHIO, INC. X
*12.7 Computation of Ratio of Earnings to Fixed Charges — DUKE ENERGY INDIANA, LLC X
*21 List of Subsidiaries X
*23.1.1  Consent of [ndependent Registered Public Accounting Firm. X
*23.1.2  Consent of Independent Registered Public Accounting Firm. X
*23.1.3  Consent of Independent Registered Public Accounting Firm. X
*23.1.4  Consent of Independent Registered Public Accounting Firm. %
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*23.1.5  Gonsent of Independent Registered Public Accounting Firm. X
*23.1.6  Consentof Independent Registered Public Accounting Firm. X
*241 Power of attornay autherizing Lynn 1. Good and others to sign the annual seport by
on behalf of the registrant and certain of its directars and officers.
*24.2 Certified copy of resolution of the Board of Directors of the registrant authorizing X
power of attorney.
*31.1.1  Certification of the Chief Executive Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.1.2  Cedification of the Chief Executive Officer Pursuant to Section 302 of the bt
Sarbanes-Oxley Act of 2002.
*31.1.3  Certification of the Chief Executive Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.14  Certification of the Chief Executive Officer Pursuant to Section 302 of the X
Sarhanes-Oxley Act of 2002.
*31.15  Certification of the Chief Executive Officer Pursuant o Section 302 of the X
Sarhanes-Oxley Act of 2002.
*31.1.6  Certification of the Chief Executive Officer Pursuant te Section 302 of the X
Sarbanes-Oxley Act of 2002,
*31.L7  Cerification of the Chief Executive Officer Pursirant 1o Section 302 of the 1
Sarbanes-Oxley Act of 2002,
*31.2.1  Certification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002,
*31.22  Certification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes- Oxley Act of 2002.
*31.23  Cerdification of the Chief Financial Officer Pursiant to Section 302 of the b
Sarbanes-Oxley Act of 2002,
*31.24  Certification of the Chief Financial Officer Pursuant to Section 302 of the b
Sarbanes-Oxley Act of 2002.
*31.25  Certification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002.
*31.26  Certification of the Chief Financial Officer Pursuant to Section 302 of the b
Sarbanes-Oxley Act of 2002.
*31.27  Certification of the Chief Financial Officer Pursuant to Section 302 of the X
Sarbanes-Oxley Act of 2002,
*¥32.1.